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We want to discover, develop and
successfully market innovative
products to prevent and cure
diseases, to ease suffering and
to enhance the quality of life.

We also want to provide a
shareholder return that reflects
outstanding performance and
to adequately reward those
who invest ideas and work in
our company.
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KEY FIGURES
(in USD millions, unless indicated otherwise)

SHARE INFORMATION

2012 2011

Net sales 56 673 58 566

Operating income 11 511 10 998

Return on net sales (%) 20.3 18.8

Net income 9 618 9 245

Basic earnings per share 1 (USD) 3.93 3.83

Core operating income 2 15 160 15 909

Core return on net sales (%) 26.7 27.2

Core net income 2 12 811 13 490

Core earnings per share 1,2 (USD) 5.25 5.57

Core Research & Development 2 9 116 9 239

As a % of net sales 16.1 15.8

Number of associates (FTE) 3 127 724 123 686

Group free cash flow 11 383 12 503

2012 2011

Share price at year end (CHF) 57.45 53.70

ADS price at year end (USD) 63.30 57.17

Dividend 4 (CHF) 2.30 2.25

Payout ratio 5 65 66

2012 NET SALES BY REGION
(% and in USD millions)

1 2012 average number of shares outstanding: 2 418.1 million (2011: 2 382.5 million).
2 Core results for operating income, net income, earnings per share (EPS) and R&D eliminate the
impact of acquisition-related factors and other significant exceptional items. These adjustments
are explained in detail starting on page 182.

3 Full-time equivalent positions at year end.

4 Dividend payment for 2012: proposal to 2013 Annual General Meeting.
5 Payout ratio is calculated by converting into USD the proposed total gross dividend amount in
CHF at the CHF-USD exchange rate of December 31, 2012 based on an estimated number of
shares outstanding on dividend payment date and dividing it by the USD consolidated net
income attributable to shareholders of Novartis AG based on the Novartis Group’s 2012
consolidated financial statements.

NET SALES, OPERATING INCOME, NET INCOME, CORE OPERATING
INCOME AND CORE NET INCOME
(Index: 2008 = 100%)

Net sales Core operating income
Operating income Core net income
Net income

United States 33 18 592

Europe 35 19 708

Asia/Africa/Australasia 23 12 936

Canada and Latin America 9 5 437

Total 56 673
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GROUP REviEW

Novartis provides healthcare solutions that address the evolving needs of patients and societies worldwide. Our portfolio focuses
on broad areas of healthcare: pharmaceuticals, eye care, generics, vaccines, consumer-based OTc and animal health.

FiNaNcial hiGhliGhts



32 | G r o u p r e v i e w 17 | HE A LTHc A RE P ORTFOL iO 65 | c ORP OR ATE RE sP ONs iB iL i T y 87 | c ORP OR ATE GOv ERN A NcE 121 | c OmPE Ns AT iON REP ORT 147 | F iN A Nc iA L REP ORT

Financial Highlights | News in 2012

News iN 2012

PERFORmANcE Net sales were UsD 56.7 billion, down 3% (unchanged in constant currencies, or cc)
from the previous year. Operating income grew 5% (+8% cc) to UsD 11.5 billion. core
operating income declined 5% (–2% cc) to UsD 15.2 billion. core operating income
margin decreased by 0.5 percentage points to 26.7% of net sales.

PRODUcTs Recently launched products accounted for UsD 16.3 billion or 29% of Group net sales,
up from 25% in 2011. continuing to rejuvenate the portfolio, Pharmaceuticals achieved
11 major regulatory approvals for innovative medicines and new indications in the
United states and the European Union. Key approvals included Afinitor in the United
states and the European Union in advanced breast cancer, Jakavi in the European
Union in myelofibrosis, and Seebri Breezhaler in the European Union for patients with
chronic obstructive pulmonary disease (cOPD). Alcon also received FDA approval for
Dailies Total1, the industry’s first water-gradient silicone hydrogel contact lens. in vaccines
and Diagnostics, Flucelvax, the first cell-culture vaccine in the United states to help pro-
tect against seasonal influenza, received FDA approval, and Bexsero secured a positive
cHmP opinion for use preventing meningococcal serogroup B infections in individuals
2 months of age and older.

PiPELiNE Novartis has a leading new product pipeline with more than 200 projects in clinical
development, including 138 in the Pharmaceuticals Division. in pipeline highlights, the
first five studies in the QvA149 Phase iii iGNiTE clinical trial program all met their primary
endpoints and showed that QvA149 significantly improved lung function compared with
other cOPD therapies. Results from a Phase iii study showed that investigational com-
pound RLX030 reduces the mortality rate in patients with acute heart failure. Alcon has
leveraged the capabilities of the Novartis institutes for Biomedical Research to gain access
to a range of technologies and has prioritized glaucoma and macular degeneration in
drug discovery efforts. sandoz initiated a Phase iii clinical trial for epoetin alfa in the
United states, and continued to progress the follicular lymphoma Phase iii clinical trial
for biosimilar monoclonal antibody rituximab. The vaccines and Diagnostics pipeline
continues to focus on meningococcal disease and influenza.

REsEARcH AND DEvELOPmENT Reflecting our commitment to innovation, we invested 21% of Pharmaceuticals net sales
in R&D, focusing on the areas of greatest patient need and scientific promise.

PORTFOLiO We continued to strengthen our broad, diversified healthcare portfolio with the acquisition
of Fougera Pharmaceuticals inc. by our sandoz Division, making it the number one
generic dermatology medicines company in the United states and globally.

cORPORATE REsPONsiBiLiTy Engaging with society to improve access to healthcare is integral to the way Novartis oper-
ates. in 2012, our contributions and programs in this area were valued at UsD 2 billion,
providing medicine to more than 100 million patients, and health education, infrastructure
development and other programs to another 7.2 million people worldwide.

DiviDEND We propose to deliver our 16th consecutive dividend increase, with a 2% raise proposed
for 2012 to cHF 2.30 per share (2011: cHF 2.25 per share), a dividend yield of 4.0%.
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Let ter from Daniel vasella

Daniel vasella, m.D.

DEAR sHAREHOLDER

the economic and debt crisis has cast a
shadow over europe and the united states
for more than four years, and it significantly
affected 2012, as well. Despite major con-
certed efforts, the end of this troubling
period is not yet in sight.

Even the regions and markets that have so
far escaped the crisis are now in danger of
being affected by its socioeconomic side
effects. Protectionist market interventions,
monetary expansion and over-regulation –
all signs of reactive politics – are increasing
and can lead to a deepening of structural
deficits. Persistent weak growth is likely,
despite low interest rates and monetary ex-
pansion. High levels of public debt make the
problem worse in many countries, and there
is no certainty as to whether pension funds
and social welfare institutions will be able to
meet their promises in the medium term.

despite this ominous backdrop, Novartis once
again posted strong results in 2012. This is
all the more remarkable given that we were

forced to deal with increased price pressure,
the patent expiration for our successful heart
drug Diovan, and persistent turbulence on
financial and currency markets. moreover,
quality problems at sandoz and consumer
Health led to production downtime, which
also affected results.

Despite these far-reaching events, Novartis
was able to provide 1.2 billion patients world-
wide with medical care in 2012 – exceeding
the record-setting level of previous years –
thanks to recently launched products and the
further expansion in fast-growing markets.

The Group’s net sales reached UsD 56.7 bil-
lion (–3%, unchanged in constant curren-
cies), while net income increased by 4% (7%
in constant currencies) to UsD 9.6 billion.

The pharmaceuticals Division (UsD 32.2 bil-
lion, 2% in constant currencies) rejuvenated
its product portfolio with the help of recently
launched products such as leukemia drug
Tasigna and ophthalmic medicine Lucentis,
which helped balance the Diovan patent loss.
moreover, groundbreaking therapies such
as Gilenya and Afinitor – which in 2012
posted revenue growth in constant curren-
cies of 147% and 85%, respectively – are
expected to generate sustainable growth in
the future.

alcon (UsD 10.2 billion, 5% in constant cur-
rencies) was able to assert itself and with-
stand the growing price pressure and com-
petition from generics, due to product
launches and the successful integration of
ciBA vision. sandoz (UsD 8.7 billion, –4% in
constant currencies) succeeded in com-
pensating for the competition-driven price
decline of enoxaparin, on the back of strong
demand for biosimilars, growth in emerging
markets, and the strategically significant
acquisition of Us dermatology drug maker
Fougera.
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research and development, distribution,
and production allows us to benefit from the
advantages of our Group structure.

central to our strategy and the fulfillment of
our primary task is our ability to consistently
introduce new drugs that are more effective
or more cost-efficient. Research and devel-
opment remains our essential core compe-
tency in achieving this mission. This is why
Novartis began several years ago to over-
haul and promote its internal research
activities. These efforts have paid off: From
1996 through 2011, Novartis received more
product approvals for new molecular enti-
ties in Europe and the United states than
our competitors, and our product pipeline,
currently with 138 pharmaceutical develop-
ment projects, is one of the most promising
in the industry.

To maintain our leading position, Novartis
invested more than UsD 9 billion in the
research and development of new drugs in
2012. This is especially noteworthy be-
cause many of our competitors are instead
reducing their research spending to achieve
short-term savings in this difficult economic
climate. We believe this strategy is short-
sighted. The detrimental effects of these
activities often will not come to light until
sometime in the future, which is not in the
best long-term interests of patients, the
company and shareholders.

Novartis achieved a number of key approv-
als in 2012. in the past 12 months, the
Pharmaceuticals Division has reached 11
major regulatory approvals.

and our rich pipeline also offers the pros-
pect of future success. We are focusing on
serious illnesses for which there are cur-
rently no or only inadequate treatments.
This applies to cancer, diabetes, and cardio-
vascular and lung diseases, which are
expected to increase due to global demo-
graphic trends.

The performance of otc and animal health,
which together make up consumer health
(UsD 3.7 billion, –16% in constant currencies),
was hurt by quality issues at a Us production
site in Lincoln, Nebraska, which required
additional investment. Both divisions, how-
ever, are expected to return to growth once
again in 2013.

Production bottlenecks also affected vaccines
and diagnostics (UsD 1.9 billion, –4% in con-
stant currencies). On an encouraging note,
the division received EU approval in January
2013 for the new, potentially life-saving menin-
gococcal disease vaccine Bexsero.

our strategy of focused diversification is
effective, especially during times of crisis.
Geared toward the needs of patients, the
strategy centers on the research and devel-
opment of innovative and cost-effective med-
ical treatments. This clearly defined approach
enables us to respond to ever-changing
demand and to focus on areas that have the
potential for long-term success.

since Novartis was created in 1996, we have
consistently focused on markets and tech-
nologies with potential for sustainable
growth. This has enabled the company to
grow from a chemical and pharmaceutical
group into a pure healthcare company. This
forward-looking approach and long-term
planning have helped maintain the growth
and earnings prospects of Novartis despite
the expiration of the patent for Diovan and
other products.

Our geographic diversification is just as crit-
ical as our broad product portfolio. Our global
presence enables us to take advantage of
market opportunities quickly and decisively
– especially during turbulent times, which
require flexibility, a stable foundation and the
ability to adapt to new market conditions.

in addition to cost synergies in purchasing,
cross-divisional cooperation in sales,
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setbacks in order to offer the long-term
innovation and ongoing medical progress
that society justifiably demands. But this
has its economic price.

the tougher environment requires additional
skills from business leaders. managers can
no longer measure their performance based
solely on financial success. They must also
be measured by their ability to deal with the
growing number of interest groups that
participate in the often emotionally charged
healthcare debate. Business leaders must
set clear priorities, as it is impossible to take
all wishes and demands into consideration,
especially when they are often mutually in-
compatible. close attention should be paid
to the legitimate needs of patients, employ-
ees and shareholders.

This clash of opposing needs is also behind
the dilemmas that arise ever more frequently
in the current tense economic climate, when
private healthcare companies deliver agreed-
upon services without being compensated
accordingly, or at all. A way out of this situ-
ation, which must always keep the patient’s
well-being in mind, can only be found through
a cooperative process in which interest
groups work together and engage in a ratio-
nal dialogue in order to identify long-term
solutions. We should avoid imprudent mea-
sures that often entail unforeseen risks.

This goal cannot be achieved in an atmo-
sphere of distrust, which is reflected in the
rising number of conflicts that are fought out
in court. This tendency is reflective of the
anxious atmosphere that has struck vast
portions of society since the outbreak of
the economic crisis. This also includes the
increased attacks that risk undermining
legal and contractual certainty, which only
will lead to further instability.

thanks to our profitability in 2012, we were
once again able to support millions of patients
who lack sufficient financial resources and

access to life-saving treatments. As part of
our corporate responsibility, we were able
to provide more than 100 million people
with access to medicines and treatments
valued at more than UsD 2 billion, or about
3.6% of total sales.

Besides our free anti-leprosy drugs – we have
provided combination therapies to more
than 5 million people since 2000 – Novartis
continues to work with partners such as the
World Health Organization and UNicEF to
fight the spread of malaria and to stem the
epidemic’s health and economic conse-
quences. since 2001, the Novartis malaria
initiative has distributed more than 500 mil-
lion treatments of Coartem and Coartem
Dispersible without profit. in order to help
more patients and to save even more lives,
Novartis is breaking new ground by using
state-of-the-art information technology to
improve the distribution and management
of drugs in Africa and Asia. These new solu-
tions will enable us to supply much-needed
drugs to people in remote areas in the future.

But the concept of corporate responsibility
goes beyond charitable donations. To combat
the health disparity resulting from neglected
diseases and develop new therapies against
widespread infectious diseases, Novartis
also maintains research facilities such as
the Novartis institute for Tropical Diseases
in singapore and the Novartis vaccines
institute for Global Health in siena, italy.

in addition, we are extending our for-profit
social business to improve access to medi-
cines in economically underdeveloped regions
of Kenya, vietnam, indonesia, Nigeria and
Ghana. This builds on work we have done
over the past five years to provide access
to medical care to more than 40 million peo-
ple in 33 000 villages in rural india.

times of structural change are marked by
uncertainties. There is no question, however,
that the macroeconomic challenges will

As scientific understanding of genetics
advances, we are increasingly able to dis-
cover drugs that can be used in a targeted
manner, even for diseases with different
phenotypes.

We are also advancing the research of med-
icines for rare and neglected diseases. One
milestone has been the approval of Signifor
to treat adults with cushing’s disease, a rare
and life-threatening disease caused by too
much cortisol in the blood.

a closer look reveals, however, that increas-
ingly stringent public policies – in particular,
pressure on drug prices – threaten to erode
the culture of innovation in healthcare. This
is made worse by the one-sided and biased
public debate that ignores the built-in
uncertainties that are part of a complex
knowledge-based industry such as the
healthcare sector.

Despite major medical breakthroughs and
therapeutic successes, the healthcare sec-
tor remains an industry fraught with consid-
erable risks. The costs involved in bringing
a drug to market have risen substantially
in recent years and have surpassed the
UsD 1 billion mark, which is repeatedly
quoted as the cost of a successful drug
launch. But according to retrospective anal-
yses for the period from 1997 to 2011,
launching a new drug actually costs any-
where from UsD 3.7 billion to UsD 11.8 bil-
lion, depending on the company. During this
period, Novartis obtained the most approv-
als from Us authorities and had the second-
highest rate of productivity.

Even though research and development at
Novartis is among the most productive in
the world, deep financial resources alone
are no guarantee that drugs will receive
marketing approval, even when they have
advanced to late-stage development. The
tremendous complexity of modern drug
research must therefore factor in the risk of
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Let ter from Daniel vasella
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dividend payments and above-average
creditworthiness.

Thanks to our strategic positioning, focus
on innovation, strong product portfolio and
healthy pipeline, we can therefore look to
the future with confidence and the certainty
that we can build on the strong performance
we have delivered in the past.

i would like to take this opportunity to thank
all employees for their dedication and tire-
less commitment, which helped us in 2012
to generate results on par with our record-
breaking results of the past despite the pit-
falls of the financial crisis and the expiration
of the patent for Diovan. We will continue to
do everything we can in 2013 to consistently
focus our efforts on the needs of patients
around the world, and i am confident that
this will enable us to generate strong, sus-
tainable results over the long term.

Dear shareholders, i am pleased to propose
an increase in the dividend to cHF 2.30 (2%)
at the next Annual General meeting. And
finally, i would like to thank you for the trust
you have placed in our company and my
leadership. After 25 years with the company
and 17 years in a top management position,
i have decided not to stand for re-election
to the Board of Directors. i am pleased to
propose Dr. Jörg Reinhardt, a very experi-
enced healthcare executive with deep knowl-
edge of our company, as my successor. Jörg
will serve as Non-Executive chairman of the
Board after an interim period during which
Prof. Dr. Ulrich Lehner will lead the Board of
Directors.

sincerely,

Daniel vasella, m.D.
chairman of the Board

remain significant and the threat of over-
regulation will grow. As a consequence we
need a stronger dialogue between the private
and public sector to find common ground
and keep the crisis from escalating. short-
term political calculations can do major harm
to the healthcare industry, which depends
on long-term policies. This ultimately could
risk prolonging the current crisis and irrep-
arably weaken the economic structure.

Excessive price reductions and discounts on
drugs usually receive quick and broad-
based political support, but they threaten
the necessary funding for the research and
development of new drugs. Hasty popular
decisions also disregard the fact that in-
patient and outpatient treatments generate
a large part of today’s healthcare costs, and
gloss over the positive economic impact of
effective medical therapies. studies show
that spending UsD 1 on drugs can save
about UsD 6 in the healthcare sector and
thus provide significant savings to the over-
all economy.

society simply has not yet recognized the
potential of prevention. At a time when health-
care budgets are restricted and debates
rage over how to allocate resources fairly,
prevention measures offer a sensible alter-
native due to their high cost-benefit ratio.
Healthy lifestyles should be rewarded, as
should diagnostic tests to advance early
detection so diseases can be diagnosed and
treated in a timely manner. measures such
as these can benefit the entire healthcare
system and help rein in costs.

our business model has proven itself to be
stable and attractive to investors despite the
ongoing economic and political challenges.
in a time of dangerous levels of debt and
fundamental uncertainty over what an effi-
cient market economy should look like,
together with fluctuating share prices, we
offer our shareholders a high degree of reli-
ability, evidenced by continually increasing
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interview with Joseph Jimenez

iNTERviEW WiTH JOsEPH JimENEz

what were the hiGhliGhts oF 2012 For

Novartis?

Two things set Novartis apart and drove our
performance in 2012: Our broad healthcare
portfolio centered on growing segments of
healthcare, and our sustained commitment
to science-based innovation. Despite another
year of transformational change for the
healthcare industry, we met most of our
objectives for the year, and made significant
progress across our core strategic priorities
of innovation, growth and productivity.

in financial terms, we delivered results gen-
erally in line with the previous year, despite
the loss of the patent for Diovan in key mar-
kets and higher investments in quality.
Group net sales amounted to UsD 56.7 bil-
lion, which represents a 3% decline in UsD
compared to the prior year. in constant
currencies the sales remained flat. Group
core operating income margin was 26.7%,
slightly below 2011. These numbers are in
line with our expectations set at the begin-
ning of the year.

strong new product launches are rejuvenating
our portfolio. We achieved 17 major approv-
als across our portfolio in 2012. We lead the
industry in revenue from medicines launched
over the past five years, offsetting losses
from patent expirations. Recently launched
products now comprise UsD 16.3 billion, or
29%, of Group net sales, up from 25% a year
ago. For example, in our Pharmaceuticals
Division, Gilenya grew 147%; Tasigna rose
44%; Lucentis was up 22%; and Afinitor
climbed 85% (all in constant currencies, or cc),
as sales accelerated with the approval to
treat advanced breast cancer. Together, with
our pipeline, we believe these products
strongly position the division for growth.

Alcon, our eye care business, grew 5% cc.
many factors drove this, including the introduc-
tion of Dailies Total1, technologically advanced
contact lenses that offer superior comfort.

sandoz experienced a decline in 2012 due to
loss of exclusivity of enoxaparin and supply
issues. But sandoz delivered strong double-
digit sales growth in Western Europe (outside
of Germany), Asia and parts of Latin America.
in biosimilars, we maintained our position as
the global leader, with more than 50% segment
share in key countries, and many more
molecules in various stages of development.

Net sales were down for vaccines and Diag-
nostics and consumer Health, due largely
to shipping delays and production issues.

We continued to improve productivity –
focusing on procurement, resource alloca-
tion, our manufacturing network and the
ongoing Alcon integration – saving around
UsD 2.8 billion this year. This is important
strategically because it helped offset
losses from patent expirations and enabled
us to invest in growth opportunities.

Throughout 2012, we’ve been on a journey to-
ward achieving “quality beyond compliance,”

Joseph Jimenez
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and have taken significant steps forward.
We had 264 health authority inspections,
including 56 from the Us Food and Drug
Administration (FDA) – the majority with
good or satisfactory results. We still have
more work to do at our consumer Health
facility in Lincoln, Nebraska, and at two of
the sandoz sites under the warning letter in
North America. But we’re making progress.
The sandoz site in Broomfield, colorado, had
a satisfactory FDA inspection; progress on
the warning letter items was recognized and
resulting compliance status of the facility was
upgraded. We continue to invest in improving
skills, modifying processes and modernizing
equipment to enhance our level of quality as
quickly as possible at the sites with remain-
ing issues. Diligence about quality is critical
to our reputation with regulators.

how is Novartis turNiNG iNNovatioN iNto

Growth?

We focus on driving growth across the broad
spectrum of healthcare through our strategy
of science-based innovation, the intersec-
tion of cutting-edge science and patient
needs. We’re investing significantly in R&D
even as other companies cut back.

As a result, we have one of the industry’s
strongest pipelines. Our 138 pharmaceutical
R&D projects include 71 new compounds,
which is among the highest number of new
molecular entities in the industry. Over the
past five years, Novartis has surpassed
competitors in delivering 43 approvals of
new molecules in Europe, the United
states and Japan. And sandoz leads in seg-
ments of generics driven by innovation –
biosimilars, injectables, ophthalmics and
dermatology.

vaccines and Diagnostics has 13 programs
in development focused on novel targets –
among the highest of our peers. One prom-
ising product, Bexsero, was just approved in

the European Union. Bexsero is the first
broad-spectrum vaccine that can help pro-
tect all age groups, including infants, against
the B serogroup of meningogoccal disease,
which can kill within 24 hours. in addition,
the FDA approved Flucelvax as the first cell-
culture-derived flu vaccine.

several of our Oncology medicines show
how we aspire to discover novel treatments
that change the practice of medicine. Afinitor,
which gained approval this year in Europe
and the United states for the most common
form of advanced breast cancer, represents
the first major breakthrough in 15 years for
the 220 000 women who are diagnosed
each year with this disease. Jakavi, an oral
drug, is the first treatment option for a rare
blood cancer called myelofibrosis, which
has a median survival rate of less than six
years. And Tasigna, a second-generation
tyrosine kinase inhibitor, has the potential
to achieve deep molecular response in
patients with Philadelphia chromosome-
positive chronic myeloid leukemia, providing
the foundation for a new clinical research
program to explore whether patients can
achieve treatment-free remission.

We are also making progress in heart failure
and working to build a portfolio across its
spectrum. Today, about half of all heart fail-
ure patients die within five years of diagno-
sis. This disease places a tremendous bur-
den on healthcare systems, with acute heart
failure causing more than 2 million hospi-
talizations per year in the United states and
the European Union alone. Our therapy
RLX030 demonstrated in a six-month study
that it helped to reduce deaths of patients
with acute heart failure.

what perFormaNce did you see iN emerGiNG

markets?

We are delivering strong performance in
emerging markets, and with 6% growth cc,
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these markets contributed UsD 13.8 billion,
or 24%, to Group net sales. china, which now
ranks among our top 10 markets, led this
growth, with net sales up 24% cc over the
previous year.

We are prioritizing innovation in china. Our
Pharmaceuticals Division is leading this,
with strong results from Diovan, Glivec,
Exforge and Aclasta, and recent approvals for
Onbrez Breezhaler, Galvus and Lucentis,
which is off to a good start. Alcon and vac-
cines and Diagnostics are also advancing
their positions in china.

We credit much of this success to our empha-
sis on recruitment and training in china. it is
very important that our associates under-
stand the Novartis medicines for which they
are responsible, and that they can discuss
them with doctors. That’s why we’ve created
the Novartis china University to systemati-
cally train associates. This is a competitive
advantage, and it’s important for our growth.

in Russia, we are the largest healthcare com-
pany, and we continue to expand our pres-
ence through the construction of a new plant
in st. Petersburg. We’re also actively con-
tributing to the government’s goal of raising
life expectancy from 69 years to 71 by 2015.
Through a partnership in the yaroslavl
region northeast of moscow, where cardio-
vascular problems are common, a new
Regional Hypertension center and a public
education campaign have been established,
and three pilot sites now offer hyperten-
sion intervention tools. As a result of these
measures, blood pressure control rates at
the pilot sites have nearly doubled over the
past 18 months.

We are also focusing on Africa, where we
expect rising demand for healthcare. Africa
is home to one-seventh of the world’s pop-
ulation. sub-saharan Africa has up to one-
quarter of the global disease burden, but

only 2% of its doctors. There’s a lot of
opportunity to help people in Africa live
longer, healthier lives. Today we’re the third-
largest multinational healthcare company
in Africa, and we’re making a long-term
commitment to be part of the solution.

why is it valuaBle For Novartis to have Five

diFFereNt BusiNesses that deliver such diF-

FereNt results?

Our broad healthcare portfolio enables us
to offer a full range of healthcare solutions.
Patients need innovative medicines, vaccines,
generic options and therapies for self-care.
We offer products in each of these seg-
ments, increasing choices available to
patients. And in this uncertain economy, our
diversified portfolio also helps us to balance
risks in the marketplace. Our diversification
means that less than 55% of our overall
sales are reimbursed by a public agency,
which insulates us more than pure-play
pharma companies.

We also gain from sharing knowledge and
relationships across our divisions, particu-
larly in R&D. Our sandoz biosimilar work is
a good example. Our generics division col-
laborates with our Pharmaceuticals Division
and our Oncology business unit to design
and implement trials to get to the clinic
faster for testing.

We see benefits as well on the commercial
side. This year our customers First initiative,
through which our divisions work together to
serve the diverse needs of our customers,
helped generate more than UsD 800 million
in additional revenue. so our structure gen-
erates results.

how is Novartis helpiNG more people GaiN

access to healthcare?

Nothing is more important than ensuring
that patients have access to healthcare,

regardless of where they live or their ability
to pay. We have several efforts under way
to make sure this happens. in the developing
world, we are committed to working to elim-
inate leprosy and malaria. We’re pioneering
new business approaches to deliver health-
care sustainably in low-income areas. And
our scientists are searching for new thera-
pies and adapting existing medicines to
treat neglected diseases.

Our access to healthcare programs reached
more than 100 million patients in 2012, and
we reached 7.2 million people with health
education, infrastructure development and
other sustainable programs.

This year we extended our collaboration with
WHO in its efforts to end leprosy. Novartis will
continue to provide free multidrug therapy,
valued at UsD 22 million, to treat an estimated
850 000 people through 2020. Additionally,
since 2001, we have delivered more than 500
million antimalarial treatments without profit,
including 100 million treatments of our child-
friendly formulation. We are expanding sms
for Life, a tool to monitor supply of medicines,
throughout Kenya and Tanzania. This technol-
ogy platform uses text messages and elec-
tronic mapping to track supply of malaria
treatments, diagnostics and patient surveil-
lance data at public health facilities. sms for
Life works with vodafone, iBm, Roll Back
malaria and the government. it has already
reduced stockouts in Tanzania by 70%.

it is clear, however, that philanthropic aid is
no longer enough. The best way to improve
global quality of life and health is to build
locally sustainable solutions that will have
an enduring impact. The most important
societal issues in developing countries are
healthcare education, infrastructure and
distribution. We have launched a series of
Novartis social ventures to address these
issues by blending corporate responsibility
with innovative business models.
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One example is our Arogya Parivar or “healthy
family” program in india. Through the pro-
gram, we recruit and train local people to
become health educators. At the same time,
mobile clinics provide access to screening,
diagnosis and therapies to patients in remote
villages. We also increase access to 80 med-
icines from our sandoz, Pharmaceuticals,
OTc and vaccines portfolios by selling them
in smaller packages, which helps to track a
patient’s compliance and keep weekly out-
of-pocket costs low. Arogya Parivar now
offers improved healthcare for more than
40 million people living in 33 000 villages
across india. And we’re in the process of roll-
ing out similar ventures in Asia and sub-
saharan Africa, with the aim to reach more
than 100 million people in need of care.

how is Novartis positioNed iN the GloBal

competitioN For taleNt?

We’re making a lot of progress in talent
development. We have a new leadership
development framework in place that helps
associates learn how to better lead them-
selves, their teams, and their businesses.

i’ve personally led the creation of a devel-
opment program for promising leaders in
emerging markets, called LEAD. This year
we’ve expanded the program to include peo-
ple from across divisions and regions, includ-
ing the middle East, Asia and Latin America.
Over 12 months, LEAD participants will work
together in six small teams, each led by a
Novartis Executive committee member. The
teams will work on action-learning projects
in: 1) meeting and beating the local com-
petition; 2) winning the war for talent; and
3) enhancing affordability and access to
medicine. Exploring innovative approaches
in each of these categories is important for
our future success in emerging markets.

where do you see the BiGGest challeNGes

aNd opportuNities iN 2013?

As i look ahead, i think of 2013 as a year with
two halves for Novartis. in the first half, we
will face the challenges of fully absorbing
the impact of the expiration of the patent for
Diovan and investing to improve our quality
standards. in the second part, we expect to
experience significant opportunity, with
potential new product launches that we
expect to move us into the next growth
phase for our company.

With our industry-leading position, we will
also be able to help shape the future of
healthcare. For example, we need to break
the mold on time and cost for clinical trials.
The industry has said for a long time that it
takes 10 years on average and costs in
excess of UsD 1 billion to develop a new
therapy. And it’s rising higher, as trials get
more complex, with a recent 65% increase in
the average number of total procedures re-
quired per trial protocol. This is unaccept-
able. Using biomarkers, we are better able
to identify patients most likely to respond to
therapies, shortening development time-
lines. We aim to use these types of ap-
proaches to lead collaborations with regu-
lators, bringing new medicines to patients
more quickly.

Finally, the technologies we use in our daily
lives, such as smartphones and tablet
devices, could make a real difference in help-
ing patients to manage their own health. We
are exploring ways to use these tools to
improve compliance rates and enable health-
care professionals to monitor patient prog-
ress remotely. And because these technolo-
gies grew from the same spirit of innovation
that drives Novartis, i see a real opportunity
for our company to contribute.

Looking ahead, i’m confident that Novartis
will make further progress on moving away
from the industry’s traditional business
model of simply selling pills, toward an
intensified focus on delivering positive
patient outcomes. We believe that this will
be good for the patients we serve, and good
for Novartis.

i’m looking forward to 2013. it will be an
exciting year.
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BuildiNG sustaiNaBle leadership iN healthcare

Novartis is the only healthcare company with leading positions in pharmaceuticals, eye care, generic medicines, vaccines and diagnostics,
and consumer health. We focus on innovating to meet the evolving needs of patients, growing our presence in new and emerging markets,
and enhancing our productivity to invest for the future and increase shareholder return.

strateGic priorities

extend lead in innovation Fueled by a distinctive scientific and clinical strategy, our research focuses on knowledge of disease and
unmet medical need. This approach has resulted in a proven track record of bringing innovative products to market. since 2007,
Novartis has received approvals for more innovative medicines in Europe and the United states than any other company.

accelerate growth To better address unmet medical needs and achieve positive treatment outcomes for patients, we are tailoring
our commercial model to the rapidly changing healthcare environment. By successfully launching products, we are driving growth
across our portfolio. We also are leveraging our broad portfolio to expand aggressively in emerging and established markets.

drive productivity We strive to continuously simplify and streamline processes to improve profitability and support reinvestment
in the business. This helps us sustain growth through patent expirations and continue to deliver high-quality, innovative medicines
for patients in need.

coNsumer health

Novartis is a world
leader in over-the-
counter medicines and
animal health treat-
ments. Our robust
portfolio includes self-
care products – such
as medicines for coughs,
colds, respiratory dis-
eases, digestive health
and pain management
– as well as veterinary
products that prevent
and treat diseases in
pets, farm animals and
cultivated fish.

alcoN

As the global leader in
eye care, Alcon offers
a broad spectrum of
innovative surgical,
ophthalmic pharma-
ceutical and vision
care products. Alcon
has played a key role
in the evolution of cat-
aract surgery and is
the leading manufac-
turer of technologies
used to treat cataracts.
Alcon is helping people
see the world better,
enhancing sight to en-
hance life.

saNdoz

sandoz is the world’s
number two generic
medicine company,
providing affordable,
high-quality medicines.
The division is a leader
in differentiated
generics that are diffi-
cult to develop, manu-
facture and market,
and that can generate
greater growth and
profitability. sandoz
is also the global
leader in biosimilar
medicines.

patieNt-ceNtric portFolio

vacciNes aNd
diaGNostics

committed to disease
prevention, Novartis
is a leader in providing
products to protect
against many serious
vaccine-preventable
viral and bacterial dis-
eases. The division’s
broad development
pipeline, with more
than 15 potential new
products, includes an
emerging platform
of meningococcal vac-
cines. Our diagnostic
tools help safeguard
blood supplies and
ensure patient safety.
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pharmaceuticals

Novartis discovers and
develops innovative
patent-protected med-
icines to enhance
health outcomes for
patients and health-
care providers. With
an industry-leading
pipeline, the division
is a leader in oncology,
primary care and spe-
cialty medicines. inno-
vation continues to
rejuvenate our product
portfolio to drive
growth, with recently
launched medicines
representing 35% of
division sales in 2012.
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HEALTHcARE PORTFOLiO

Our products reached 1.2 billion patients
around the world in 2012, according to
internal estimates.

While healthcare remains a growth industry,
positive and negative trends continue to
impact the way we operate. Aging populations,
greater access to healthcare in emerging
markets, and scientific advances create oppor-
tunities to enhance the lives of patients.

At the same time, an uncertain economy, patent
expirations, regulatory issues, manufacturing
issues, pricing pressures, and investigations
and litigation exert downward pressure. Tensions
will increase as healthcare spending outpaces
economic growth.

Novartis is a leader in successfully navigating
these pressures and meeting changing
customer needs. Our strategy helps us fully
leverage the changes in our industry while
balancing risk.

coNteNts

Healthcare Portfolio Overview 18

Pharmaceuticals 21

Novartis institutes for Biomedical Research 33

Alcon 37

sandoz 47

vaccines and Diagnostics 53

consumer Health 59



2012 NET SALES BY SEGMENT

USD
% millions

2012 NET SALES BY REGION AND SEGMENT
(% and in USD millions)

Pharmaceuticals Alcon Sandoz Vaccines and Diagnostics Consumer Health

2012 CORE OPERATING INCOME 2 BY SEGMENT

USD
% millions

1 Data since 2009 has been restated to reflect new segment allocation introduced in 2011.
2 Core operating income eliminates the impact of acquisition-related factors and other significant exceptional items. These adjustments are explained in detail starting on page 182.
3 Emerging Growth Markets are all markets other than the Established Markets of the United States, Canada, Japan, Australia, New Zealand and Western Europe.

NET SALES BY SEGMENT
(Index: 2008 = 100%; Alcon only consolidated from August 25, 2010.
However, Alcon 2011 growth rate is based on pro forma full year data for 2010)

Pharmaceuticals Alcon Sandoz Vaccines and Diagnostics Consumer Health
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2008 2009 2010 2011 2012

Pharmaceuticals 57 32 153

Alcon 18 10 225

Sandoz 15 8 702

Vaccines and Diagnostics 3 1 858

Consumer Health 7 3 735

Total 56 673

Pharmaceuticals 66 10 213

Alcon 24 3 698

Sandoz 9 1 503

Vaccines and Diagnostics 0 – 75

Consumer Health 1 159

Corporate Expenses, net – 338

Total 15 160

United States 32 10 392 39 4 016 32 2 786 40 746 17 652

Europe 32 10 238 27 2 710 49 4 225 35 658 50 1 877

Asia/Africa/Australasia 26 8 434 23 2 395 12 1 057 15 273 21 777

Canada and Latin America 10 3 089 11 1 104 7 634 10 181 12 429

Total 32 153 10 225 8 702 1 858 3 735

Established Markets 3 77 24 778 76 7 805 74 6 402 77 1 434 65 2 415

Emerging Growth Markets 3 23 7 375 24 2 420 26 2 300 23 424 35 1 320

Total 32 153 10 225 8 702 1 858 3 735

CORE OPERATING INCOME 2 BY SEGMENT
(Index: 2008 = 100%; Alcon only consolidated from August 25, 2010.
However, Alcon 2011 growth rate is based on pro forma full year data for 2010)
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2009 2010 2011 2012

28 287 30 306 32 508 32 153

KEY FIGURES
(in USD millions, unless indicated otherwise)

PORTFOLIO REJUVENATION
(Sales in USD millions; share of sales from recently launched products 1

in % of total sales and increase of share of recently launched products 1

in percentage points (ppt.))

2012 2011

Net sales 32 153 32 508

Operating income 9 598 8 296

Return on net sales (%) 29.9 25.5

Core operating income 1 10 213 10 040

Core return on net sales (%) 31.8 30.9

Core Research & Development 1 6 697 6 860

As a % of net sales 20.8 21.1

Free cash flow 9 796 10 538

Net operating assets 14 283 13 696

Number of associates (FTE) 2 61 268 60 527

1 Core operating income eliminates the impact of acquisition-related factors and other significant
exceptional items. These adjustments are explained in detail starting on page 182.

2 Full-time equivalent positions at year end.
Recently launched products

Established products

1 Major products launched since 2007 including Lucentis, Tasigna, Exjade, Sebivo/Tyzeka, Exforge,
Galvus, Aclasta/Reclast, Cubicin, Exelon Patch, Afinitor/Votubia, Tekturna/Rasilez, Extavia, Arcapta
Neohaler/Onbrez Breezhaler, Gilenya, Fanapt and Ilaris

+5 ppt. +6 ppt. +7 ppt.17
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News iN 2012

Pharmaceuticals delivered net sales of UsD 32.2 billion (–1%, +2% cc), with strong volume growth (8 percentage points) more than
offsetting the negative impact of generic competition (–6 percentage points).

Products launched since 2007 (UsD 11.4 billion) contributed 35% of division net sales, up from 28% in 2011, driving portfolio
rejuvenation across therapeutic areas. These products include: Lucentis, Exforge, Gilenya, Tasigna, Galvus, Exjade, Exelon Patch,
Afinitor/Votubia, Arcapta Neohaler/Onbrez Breezhaler and Ilaris.

The division achieved 11 major regulatory approvals in the United states and the European Union in 2012. Of note, Afinitor gained
Us and EU approval in HR+/HER2- advanced breast cancer, marking the first advance in the treatment of this disease in more than
a decade. Jakavi was approved in the European Union in myelofibrosis, a life-threatening blood cancer, and Seebri Breezhaler was
approved in the European Union for patients with chronic obstructive pulmonary disease.

Europe (UsD 10.2 billion, –5% cc) and the United states (UsD 10.4 billion, +4%), our largest regions, maintained strong volume growth
in recently launched products, which generated 45% and 33% of net sales in those regions, respectively, helping offset the negative
impact of generic competition, particularly Diovan. Emerging Growth markets (UsD 7.4 billion, +6% cc) were led by double-digit growth
in china and india. Japan, Latin America and canada maintained solid growth rates.

Operating income grew 16% (+19% cc) to UsD 9.6 billion. core operating income advanced 2% (+5% cc) to UsD 10.2 billion.

constant currency core operating income margin expanded by 0.7 percentage points due to continuing productivity efforts.
currency had a positive impact of 0.2 percentage points, resulting in a core operating income margin of 31.8% of net sales.

pharmaceuticals overview
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in November 2010, Dee schofield was hos-
pitalized after suffering an acute attack of
chronic obstructive pulmonary disease, also
known as cOPD.

A part-time teacher and mother of six,
mrs. schofield had never heard of cOPD
before the frightening episode. “i had a con-
stant cough and had reached the stage
where i couldn’t walk a hundred yards up
the road without stopping to get my breath
back,” she said. “i had avoided going to the
doctor because i smoked and i didn’t believe
anything could be done about smoker’s
cough. But i got such a shock ending up in
hospital on oxygen, that i realized i couldn’t
carry on like that.”

After leaving the hospital, she managed
to stop smoking and began taking medica-
tion to treat her cOPD symptoms. “Today i
feel i’m in control,” she said. “i have the air
to breathe and i often can do whatever i want
to do.”

cOPD refers to a group of progressive
lung diseases – including chronic bronchitis
and emphysema – primarily associated with
tobacco smoking, air pollution and occu-
pational exposure. Although cOPD affects
an estimated 210 million worldwide, it is
underdiagnosed, undertreated and poorly
understood.

Furthermore, cOPD is becoming more
and more prevalent, and by 2020, it likely
will be the third-leading cause of death in
the world. The vast majority of cOPD-related
deaths will occur in low- and middle-income
countries such as china, a global tobacco
hotspot with more than 320 million smokers
– more than the entire population of the

pharmaceuticals

Through an emerging portfolio of pioneering medicines, devices and services, Novartis is addressing the unmet
needs of patients with chronic obstructive pulmonary disease, or cOPD. This innovative portfolio is designed
to establish a new standard of care and improve treatment outcomes for the estimated 210 million people
living with cOPD.

United states. many people also still cook
indoors over wood or biomass fires, and
exposure to smoke greatly increases the risk
of cOPD.

The disease affects men and women in
nearly equal numbers, and this partially is
attributed to increased tobacco use among
women in high-income countries. Although
cOPD is often associated with the elderly,
half of all patients are between the ages of
50 and 65 – many of whom are at their peak
earning power and among the most active,
productive contributors to society.

As a result, the financial burden of cOPD
on healthcare systems is daunting. According
to a recent study by Harvard University’s
school of Public Health, the direct world-
wide cost of cOPD totaled about UsD 1.9 tril-
lion in 2010, and this figure could reach
UsD 4.3 trillion by 2030. costs are driven
primarily by exacerbations – acute, debili-
tating bouts of breathlessness that often
necessitate hospitalization.

Today cOPD cannot be cured, and under-
lying damage to patients’ lungs cannot be
fully reversed. However, cOPD can be man-
aged effectively, especially if it is diagnosed
early. Bronchodilators – medicines that relax
and open air passages in the lungs – are
the fundamental first-line maintenance
treatment for the symptomatic manage-
ment of cOPD.

Novartis is addressing the unmet needs
of cOPD patients through an emerging
portfolio of pioneering medicines, devices
and services that may help transform the
delivery of care and improve treatment out-
comes, benefiting patients and physicians,

2 | GROUP RE v iE W 17 | h e a lt h c a r e p o r t F o l i o 65 | c ORP OR ATE RE sP ONs iB iL i T y 87 | c ORP OR ATE GOv ERN A NcE 121 | c OmPENsAT iON REP ORT 147 | F iN A Nc iA L REP ORT

Pharmaceuticals



24 N ovart i s G r ou p aNN ua l r e po r t 2 01 2

as well as healthcare payors. “We are com-
mitted to innovation at every level of cOPD
and at a time when many other companies
are exiting the field of respiratory medicine,
Novartis is well-positioned to provide a broad
range of innovative medicines to help physi-
cians select the right treatment for the right
patient at the right time,” said David Epstein,
Division Head, Novartis Pharmaceuticals
and member of the Executive committee of
Novartis.

“Because of the compelling efficacy data
we have seen in clinical trials, we believe our
portfolio is an opportunity to change the
way cOPD patients are treated. And these
innovative medicines are all being made
available in the Breezhaler device which
allows patients to hear, feel and see that they
have taken the drug correctly.”

emerGiNG portFolio

The Novartis cOPD portfolio spans four
medicines with different, but complemen-
tary, mechanisms of action. These medi-
cines include Onbrez Breezhaler, known as
Arcapta Neohaler in the United states, which
is a long-acting beta2-adrenergic agonist
(LABA) and the only cOPD treatment on the
market that offers clinically relevant 24-hour
bronchodilation combined with rapid onset
of action at first dose. LABAs work by stim-
ulating receptors in the smooth muscle of
the airways, increasing the diameter of the
airways that become constricted in cOPD
patients. First approved in 2009, Onbrez
Breezhaler now is registered in more than
85 countries around the world.

Additionally, Seebri Breezhaler, approved
in september 2012 in Europe under the
brand name Seebri Breezhaler and in Japan
under the brand name Seebri inhalation
capsules, is a long-acting muscarinic antag-
onist (LAmA) developed as a once-daily
inhaled maintenance therapy for the treat-
ment of cOPD. LAmAs prevent a natural

chemical called acetylcholine from stimu-
lating muscarinic receptors in the muscles
surrounding the airways, allowing the air-
ways to relax and open. clinical trials dem-
onstrated that Seebri Breezhaler improved
patients’ exercise endurance, reduced exac-
erbations and increased lung function over
a 24-hour period compared to placebo, with
a rapid onset of action at first dose.

Rapid onset of action can be particularly
important to many cOPD patients who
report that symptoms of breathlessness are
more severe in the morning than at other
parts of the day. The GLOW3 study showed
that after Seebri Breezhaler was adminis-
tered in the morning, patients experienced
improved exercise tolerance from the first
dose, onward. in all studies, Seebri Breezhaler
had an incidence of adverse events similar
to placebo.

in October, Novartis also submitted an
application to regulatory authorities in
Europe for QvA149, an investigational, inhaled
once-daily fixed-dose combination of the
active ingredients in Onbrez Breezhaler and
Seebri Breezhaler. These regulatory submis-
sions are based on five studies that are part
of the iGNiTE clinical trial program, one of
the largest international programs for cOPD
to date, encompassing 10 studies in total and
more than 7 000 patients across 42 coun-
tries. A regulatory filing for QvA149 in the
United states is expected at the end of 2014.

Furthermore, QmF149, an investiga-
tional treatment that combines the active
ingredient in Onbrez Breezhaler with the
inhaled corticosteroid mometasone furoate,
is in Phase ii clinical trials.

All of these medicines are inhaled through
Breezhaler, a single-dose, dry-powder device.
This common inhaler has low air flow resis-
tance and therefore is appropriate for all
cOPD patients – regardless of their age or
the severity of their disease. Additionally, it
has multiple feedback features that help
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patients determine if they properly admin-
istered their medication. From an efficiency
standpoint, a common inhaler also elimi-
nates the need for physicians to teach their
patients how to use it more than once.

struGGle to Breathe

“People with cOPD feel suffocated, and
without treatment, they become trapped
in a cycle of deteriorating health,” said
mark Lightowler, Global Brand Director for
QvA149. “Because they struggle to breathe,
their physical activity is limited. The goal of
therapy is to improve shortness of breath
and to make patients more active, to improve
quality of life.”

Primary care physicians initially treat
most cOPD patients, and diagnosing the
disease is challenging, to say the least. One
obstacle is comorbidities, the presence of
one or more disorders in addition to the
primary disease. Potential comorbidities
range from asthma and diabetes to anemia,
high blood pressure and heart failure.

“many of these disorders are effects of
the same lifestyle as cOPD – particularly
smoking,” said Thys van der molen, m.D.,
Ph.D., professor of primary care medicine
at the Groningen Research institute for
Asthma and cOPD in Groningen, the Neth-
erlands. “A lot of things are interacting with
each other, and primary care physicians
have to deal with all of them.”

A key to successfully managing cOPD is
early diagnosis, limiting damage to the lungs
before treatment begins. “it’s getting better:
We have data showing that new diagnoses
tend to be at an earlier stage today than 20
years ago,” said David Price, m.D., professor
of primary care respiratory medicine at the
University of Aberdeen, scotland. “About
20% of patients are diagnosed after missed
opportunities – they were in front of doctors
for respiratory tract infections, for example,
but no one thought to test for cOPD.”

His prescription is systematic use of a
simple diagnostic test called spirometry that
measures how much air a person can inhale
and exhale, and how fast air can move into
and out of the lungs. “A quick blow into a
spirometer should be a standard part of any
consultation for smokers with diabetes, high
blood pressure or other potential comorbid-
ities – or even just having a routine health
check. it only takes 30 seconds, and small
hand-held spirometers are really good for
ruling out cOPD,” he said. “After all, we
wouldn’t dream of sending patients away
without taking their blood pressure.”

increasingly, healthcare systems are
adopting integrated care models in which
primary care physicians receive support
from central laboratories and pulmonary
specialists in diagnosing cOPD patients.
in Groningen, patients are referred to a lab-
oratory that administers questionnaires
and conducts a spirometry examination;
results are reviewed by a pulmonologist
who makes a preliminary diagnosis and pro-
vides treatment recommendations to the
primary care physician.

Dr. van der molen says more than 15 000
patients have participated in Groningen’s
integrated care model to date. “The system
works: What we have seen is a pretty large
reduction in the number of exacerbations, and
stable health status for patients over three
years,” he said. “The focus on early detection
means we get younger patients, more females,
because smoking habits are changing. These
patients want to know how they can deal
with cOPD – and they have higher expecta-
tions for treatment after diagnosis.”

in London, a community Respiratory
Assessment Unit was established in 2004
to provide diagnostic support to primary
care physicians working within the Hammer-
smith and Fulham area. The unit aimed to
provide high-quality spirometry in associa-
tion with focused history-taking to enhance

detection of respiratory disease. A recent
audit of the first four years of operations
revealed that about one-third of cOPD diag-
noses in the community were incorrect,
resulting in a significant number of inappro-
priate prescriptions.

exacerBatioNs

Physicians, patients and payors agree that
exacerbations are a major unmet need in
the cOPD space. Frequent exacerbations are
linked to an accelerated decline in lung func-
tion, and many patients also have a poorer
quality of life. Admissions to hospitals as a
result of exacerbations are increasing, and
patients with more severe underlying dis-
ease account for about 70% of the direct
medical costs of cOPD.

“Exacerbations kill cOPD patients,” said
David morris, m.D., Global Head, Primary care
Development at Novartis Pharmaceuticals.
“more frequent exacerbations accelerate
the decline in lung function and result in
higher mortality.

“A one-size-fits-all strategy isn’t enough.
Patients respond differently to different
treatments, and we have to look more deeply
to understand the needs of the individual
patient. Take comorbidities: Treatment with
corticosteroids is effective in patients with
asthma and is often used in patients with
cOPD, but corticosteroids can potentially
worsen a comorbid disease such as diabe-
tes or hypertension in a patient with cOPD.”

Novartis scientists are targeting exacer-
bations in two ways. First, they are develop-
ing inhaled therapies to reduce the rate at
which patients have exacerbations and
extend the time between exacerbations. in
sPARK, a Phase iii study in which patients
were treated for 64 weeks, QvA149 was sta-
tistically more effective in reducing the over-
all rate of exacerbations (mild, moderate
and severe) compared with Seebri Breezhaler
50 micrograms and open label tiotropium
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18 micrograms. The adverse event profile of
QvA149 was similar to both Seebri Breezhaler
50 micrograms and open label tiotropium
18 micrograms.

in addition, Novartis is racing to develop
novel anti-inflammatory medicines to address
underlying inflammation and other mecha-
nisms of lung destruction. A promising anti-
inflammatory compound known by the
research number BcT197 is currently in
Phase ii clinical trials.

“smart” iNhalers

The Breezhaler device was designed to pro-
vide multiple forms of feedback. For exam-
ple, a patient can see when the capsule
inserted into the inhaler is empty. When it
is used, the Breezhaler device also emits a
distinctive whirring sound and leaves a
sweet taste of lactose at the back of pa-
tients’ throats.

Novartis also is taking the development
of devices to a new level – beyond today’s
mechanical devices designed exclusively to
deliver medicines, to next-generation smart
devices incorporating electronics that sup-
port both patients and physicians. “Our idea
is to provide physicians and patients with
real-time feedback on their disease – and
the effect of treatment,” Dr. morris said. “it
captures an overall vision at Novartis: going
beyond the pill to provide an entire package
of care to ensure the right patient gets the
right drug at the right time.”

The first step toward realizing that vision
is a line extension of the normal Breezhaler
device to the electronic Breezhaler device.
Through an electronic chip designed to
recognize distinct sound signatures, the
electronic Breezhaler device can register the
date and time the device is used. That infor-
mation will be fed into a telehealth system
and transmitted wirelessly to the physician’s
office. if a patient misses a dose, for exam-
ple, a reminder can be sent automatically.

During 2012, Novartis conducted a clinical
trial assessing the ability of patients to use
the respective devices – and whether use of
the electronic Breezhaler device together
with the telehealth system results in better
treatment outcomes.

meanwhile, a next-generation smart
inhaler is being developed at the Novartis
center of Excellence for inhalation Therapy
in san carlos, california. This location
enables the inhalation Therapy unit to tap
the acumen of engineers in silicon valley to
complement the innovative inhaler design.

The san carlos unit includes staff and
advanced technical expertise acquired
when Novartis purchased the pulmonary
business unit of Nektar Therapeutics inc. in
2008. Today, working closely with the Basel,
switzerland-based modeling and simula-
tion group, as well as Technical Research
and Development experts, scientists in san
carlos are applying computational fluid
dynamics and advanced mathematical
models to track how drug particles of differ-
ent sizes travel in healthy airways - and how
those normal patterns are altered in cOPD
patients with abnormal lungs.

“This is a unique platform for inhalation
therapies, pinpointing how particles flow
and where they are ultimately deposited in
the diseased airway,” Dr. morris said.

the telehealth system

The telehealth system is a critical link to
realize the full potential of next-generation
inhalers. “Today cOPD patients receive
care in the same way as many other chronic
conditions,” said caroline Feeley, New
Products Director for devices and telehealth
at Novartis Pharmaceuticals. “They spend a
great deal of time sitting in doctors’ offices,
and sometimes they are so sick that they go
directly to the emergency room on their own,
knowing they will have to stay in hospital
until they’re better. These patients drive a
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significant proportion of total healthcare
costs today – and it’s simply not a sustain-
able model for the future,” ms. Feeley added.

she continued: “People diagnosed at a
relatively young age are not going to be
happy just sitting and waiting for care.
We believe that people will increasingly
utilize e-health services and expect closer
interaction with their physician. increas-
ingly, the more severe patients are going to
be willing to monitor themselves at home so
the doctor can do something before they
actually end up in the hospital. What we are
doing is to try to change this in the future.”

Through the telehealth system, patients
will have a Novartis health hub in their
homes. Resembling a contemporary tablet
computer, the health hub will coach and
guide patients through the different types
of measurements that need to be taken and
their personal activity plans. moreover, the
data collected by the health hub will be
accessible to patients’ physicians through a
database. methodology of these studies will
be consistent with regulations on patient
privacy and informed consent.

Additionally, algorithms will provide a
“traffic light” system that will help identify
patients whose conditions are worsening
and enable physicians to better detect and
prevent potential exacerbations.

“We understand that doctors can’t
wade through piles of spreadsheets of data
every day to monitor patients and make
treatment decisions,” ms. Feeley said. “The
whole aim of the system is to enable
patients to remain at home for as long as
possible, and help them to lead active and
productive lives.”

During 2013, the telehealth system will
undergo pilot studies at a number of large
academic hospitals in Europe that specialize
in cOPD treatment.

“in chronic diseases like cOPD, we know
patients need more than a prescription and

an appointment to see the doctor again in
six months,” said marc miravitlles, m.D., a
senior researcher in the Department of
Pneumology at the Hospital clinic Barcelona
and lead investigator in a telehealth study
planned in spain. “The interaction between
physician and patient is crucial for the out-
come of treatment, and we need to provide
better tools for self-management – helping
patients to take medication as prescribed,
maintain good nutrition and remain physi-
cally active.”

The Hospital clinic Barcelona is related
to the medical school of the University of
Barcelona and is a reference center in spain
for the treatment of cOPD. “We have a large
registry of cOPD patients, and extensive
experience in managing these patients fol-
lowing admissions,” Dr. miravitlles added.

still, he emphasized the importance of
proceeding carefully with pilot studies to
verify the usefulness of the telehealth tech-
nology. “There is a lot of interest in these
strategies, but the key is to identify the right
subgroup of patients who really need this
type of support,” he said. “We have some
clues about who they are. Until we try it and
see the final results, we won’t know for sure.”

traNsFormiNG druG developmeNt

At the same time, Novartis is putting tech-
nology to work when it comes to developing
medicines and, in particular, conducting
clinical trials. “We see potential to reduce
development costs, improve post-marketing
safety surveillance, and provide outcome
data demonstrating the value of a medicine
to patients, to payors and to society,” Dr.
morris said. “Timing of the telehealth initia-
tive has been ideal, and we are capturing
this across our entire portfolio.”

Additionally, advanced technologies are
helping continuously monitor cardiac activity
in trials of investigational medicines to treat
heart failure and multiple sclerosis.

At a time of increasing surveillance of
drug safety by regulatory authorities, tele-
health promises to be a valuable tool. “The
efficacy of a new drug in a large clinical trial
can be undermined if patients don’t take the
medicine the way they are supposed to,”
Dr. morris said. “if we had a better way of
collecting data at the point of care, we could
eliminate some of that noise. The telehealth
system provides data we can trust: We can
monitor a device delivering the drug, as well
as patient adherence,” he added.

“in the future, it can help us to distinguish
adverse events resulting from a patient’s
failure to take medication, from side effects
related to the medicine itself. That’s another
example of how technology is leading to
changes in the practice of medicine that we
have only just begun to imagine.”
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pharmaceuticals pipeliNe

project /product common name mechanism of action

Acz885 canakinumab Anti-interleukin-1ß monoclonal antibody

AFQ056 mavoglurant metabotropic glutamate receptor 5
antagonist

AiN457 secukinumab Anti-interleukin-17 monoclonal
antibody

ATi355 – Anti NOGO3-A mAb

AUy922 – ATP-competitive non-geldanamycin
inhibitor of HsP490

BAF312 siponimod sphingosine-1-phosphate (s1P)
receptor modulator

BcT197 – Anti-inflammatory agent

BEz235 – Pi3K/mTOR5 inhibitor

BGs649 – Aromatase inhibitor

BKm120 – Pi3K inhibitor

ByL719 – Pi3K inhibitor

Bym338 – inhibitor of Activin receptor type ii

cAD106 – Beta-amyloid-protein immunotherapy

cTL019 – cD19-targeted chimeric antigen receptor
(cAR) T-cell immunotherapy

DEB025 alisporivir cyclophilin inhibitor

Exjade deferasirox iron chelator

Gilenya fingolimod sphingosine-1-phosphate (s1P)
receptor modulator

Jakavi ruxolitinib Janus kinase (JAK) inhibitor

KAE609 – Unknown

LBH589 panobinostat Histone deacetylase inhibitor

Lci699 – Aldosterone synthase inhibitor

LcQ908 – Diacylglycerol acyl transferase-1 inhibitor

Lcz696 – Angiotensin receptor-neprilysin
inhibitor (ARNi)

LDE225 – smoothened receptor/
hedgehog signaling inhibitor

LDK378 – ALK inhibitor

Novartis is consistently rated as having one of the
industry’s most respected pipelines, with 138 projects
in clinical development in the Pharmaceuticals Division.
several of these projects, which include potential uses
of new molecular entities, as well as additional indica-
tions or new formulations for marketed products, are
for potentially best-in-class and first-in-class medicines
that would significantly advance treatment standards.

this table provides an overview of selected pharma-
ceutical projects in confirmatory development.

1 Refers to first planned filing date in a major market (Us or EU) for lead indication
2 Refers to current phase of lead indication only
3 Neurite outgrowth inhibitor
4 Heat shock protein
5 mammalian target of rapamycin

pipeliNe Glossary

confirmatory development Projects for which a positive proof-
of-concept has been established and are currently in either post-
proof-of-concept clinical trials (Phase i /ii /iii) or under review
by the regulatory agencies for the purpose of granting marketing
authorization (submission).

project/product Project refers to the Novartis development
project reference code (combination of three letters and three
numbers) used for projects in development. Product refers to
the brand name for a marketed product.

common name Official international non-proprietary name or
generic name for an individual molecular entity as designated
by the World Health Organization.

mechanism of action specific biochemical interaction with a
molecular target such as a receptor or enzyme, through which
a drug substance produces its pharmacological effect.

potential indication/indications Disease or condition for which
a compound or marketed product is in development and is being
studied as a potential therapy.

route of administration Path by which a medicinal preparation
is administered into the body, such as oral, subcutaneous or
intravenous.

The glossary continues on page 30.
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potential indication/indications Business franchise route of administration planned submission dates 1 current phase 2

Gouty arthritis (lead development indication),
systemic onset juvenile idiopathic arthritis,
diabetes mellitus, secondary prevention of
cardiovascular events

integrated Hospital care, critical care subcutaneous submitted Us, EU submission

Fragile X syndrome (lead indication), L-dopa-
induced dyskinesia in Parkinson’s disease

Neuroscience Oral 2014 i i i

Psoriasis (lead indication), arthritides –
rheumatoid arthritis, ankylosing spondylitis,
psoriatic arthritis, multiple sclerosis

integrated Hospital care, Neuroscience subcutaneous, intravenous 2013 ii i

spinal cord injury Neuroscience intrathecal spinal infusion ≥ 2017 i

solid tumors Oncology intravenous ≥ 2017 ii

multiple sclerosis Neuroscience Oral ≥ 2017 ii i

chronic obstructive pulmonary disease Primary care Oral ≥ 2017 ii

solid tumors Oncology Oral ≥ 2017 ii

Obese hypogonadotropic hypogonadism critical care Oral ≥ 2017 ii

Breast cancer (lead indication), solid tumors Oncology Oral 2015 i i i

solid tumors Oncology Oral ≥ 2017 i

sporadic inclusion body myositis integrated Hospital care intravenous 2016 ii

Alzheimer’s disease Neuroscience subcutaneous,
intramuscular

≥ 2017 ii

Leukemia Oncology intravenous 2016 ii

chronic hepatitis c integrated Hospital care Oral ≥ 2017 ii i

Non-transfusion dependent thalassemia Oncology Oral Approved EU, submitted Us submission

chronic inflammatory demyelinating
polyneuropathy

Neuroscience Oral 2016 i i

Polycythemia vera Oncology Oral 2014 iii

malaria Established medicines Oral ≥ 2017 ii

Relapsed or relapsed-and-refractory multiple
myeloma

Oncology Oral 2013 i i i

cushing’s disease Oncology Oral 2016 i i

Familial chylomicronemia syndrome critical care Oral 2014 i i i

Hypertension (lead indication), heart failure critical care, Primary care Oral 2013 i i i

Basal cell carcinoma (lead indication),
solid tumors

Oncology Oral 2014 i i

Non-small cell lung cancer Oncology Oral 2014 i i

continued on next page
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pharmaceuticals pipeliNe (coNtiNued)

LFF571 – Bacterial elongation factor
Tu (EFTu) inhibitor

LGX818 – RAF inhibitor

LiK066 – sGLT 1/2 inhibitor

Lucentis ranibizumab Anti-vEGF 3 monoclonal antibody

mEK162 – mEK 6 inhibitor

PKc412 midostaurin signal transduction inhibitor

QAW039 – Anti-inflammatory agent

QGE031 – High affinity anti-igE mAb

QmF149 indacaterol,
mometasone furoate

Long-acting beta-2 agonist
and inhaled corticosteroid

QvA149 indacaterol,
glycopyrronium bromide

Long-acting beta-2 agonist and
long-acting muscarinic antagonist

Afinitor /Votubia everolimus mTOR 7 inhibitor

RLX030 serelaxin Recombinant form of human relaxin-2
hormone

Seebri glycopyrronium bromide Long-acting muscarinic antagonist

Signifor LAR 8 pasireotide somatostatin analogue

Tekturna aliskiren Direct renin inhibitor

TKi258 dovitinib lactate vEGFR 1-3 9, FGFR 1-3 10, PDGFR 11 and
angiogenesis RTK12 inhibitor

Xolair omalizumab Anti-igE monoclonal antibody

Zortress/Certican everolimus mTOR 7 inhibitor

1 Refers to first planned filing date in a major market (Us or EU) for lead indication
2 Refers to current phase of lead indication only
3 vascular endothelial growth factor
4 visual impairment due to choroidal neovascularization secondary to pathological myopia
5 choroidal neovascularization and macular edema secondary to conditions other than age-related

macular degeneration, diabetic macular edema, retinal vein occlusion and pathologic myopia
6 combination of mitogen-activated protein kinase and extracellular signal-regulated kinase
7 mammalian target of rapamycin
8 Long-acting release
9 vascular endothelial growth factor receptor
10 Fibroblast growth factor receptor
11 Platelet-derived growth factor receptor
12 Receptor tyrosine kinase

project /product common name mechanism of actionGlossary (coNtiNued)

phase i First clinical trials of a new compound, generally per-
formed in a small number of healthy human volunteers, to
assess the clinical safety, tolerability, as well as metabolic and
pharmacologic properties of the compound.

phase ii clinical studies that are performed on patients with
the targeted disease, with the aim of continuing Phase i safety
assessment in a larger group, assessing the efficacy of the drug
in the patient population and determining the appropriate doses
for further testing.

phase iii Large-scale clinical studies with several hundred to
several thousand patients to establish the safety and effec-
tiveness of the drug for regulatory approval for indicated uses.
Phase iii trials also may be used to compare a new drug against
a current standard of care in order to evaluate the overall benefit-
risk relationship of the new drug.

submission An application for marketing approval has already
been filed with one or both of the following regulatory agencies:
FDA (United states), EmA (European Union). Novartis has not yet
received marketing authorization from both regulatory agencies.*

The application contains comprehensive data and information
gathered during the animal studies and human clinical trials con-
ducted through the various phases of development of the drug.

* Filings that have received approval in one of the markets (either Us or EU) but are awaiting
approval in the other market are included in the table
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clostridium difficile infection integrated Hospital care Oral ≥ 2017 ii

melanoma Oncology Oral ≥ 2017 i

Type ii diabetes Primary care Oral ≥ 2017 ii

Pathological myopia (lead development
indication) 4, choroidal neovascularization and
macular edema 5

Ophthalmology intravitreal submitted EU submission

melanoma Oncology Oral 2015 i i

Acute myeloid leukemia (lead indication),
aggressive systemic mastocytosis

Oncology Oral 2015 i i i

Asthma Primary care Oral ≥ 2017 ii

Allergic diseases Primary care subcutaneous ≥ 2017 ii

Asthma, chronic obstructive pulmonary disease Primary care inhalation 2015 ii

chronic obstructive pulmonary disease Primary care inhalation submitted EU submission

Breast HER2 over expressing 2nd/3rd line (lead
development indication), breast cancer HER2
over expressing 1st line, hepatocellular carcinoma,
diffuse large B-cell lymphoma, non-functioning
Gi and lung neuroendocrine tumors, tuberous
sclerosis complex (Tsc) seizures

Oncology Oral 2013 ii

Acute heart failure critical care intravenous submitted EU submission

chronic obstructive pulmonary disease Primary care inhalation Approved EU ii i (Us)

Acromegaly (lead indication), cushing’s disease Oncology subcutaneous,
intramuscular

2013 i i i

Reduction of cv death/hospitalizations in
chronic heart failure

critical care Oral 2015 i i i

Renal cell cancer (lead indication),
solid tumors

Oncology Oral 2013 i i i

chronic idiopathic urticaria integrated Hospital care subcutaneous 2013 iii

Prevention of organ rejection – liver integrated Hospital care Oral Approved EU, submitted Us submission

potential indication/indications Business franchise route of administration planned submission dates 1 current phase 2
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Novar tis institutes for Biomedical Research

Novartis is a leader in the discovery and
development of innovative therapies for rare
diseases.

“Rare diseases are central to our mission,”
said mark c. Fishman, m.D., President of NiBR
and member of the Executive committee of
Novartis.

“We choose to work where there is unmet
need and where the scientific understanding
is strongest. Diseases that are uncommon
often lack good therapy, in part because they
have not been the focus of large pharma-
ceutical companies,” Dr. Fishman added.
“in some of these diseases the underlying
mechanism is well understood: For example,
6 000 or so diseases have a genetic cause.
This combination of great need with under-
standing of mechanism provides the foun-
dation of a rational, scientific approach to
drug discovery.”

There is more to this logic as a corner-
stone for drug discovery. Nature is conser-
vative. The same mechanism that explains a
rare disease may well be at work in subsets
of patients with more common disorders.

Testing of promising new medicines at
Novartis often starts with a rare disease in
a “proof-of-concept” study. choosing well-
defined diseases or homogeneous patient
populations enables quick confirmation of
preclinical hypotheses about a drug’s mech-
anism of action and potential therapeutic
benefit. if successful, NiBR quickly extends
development to other diseases in which the
same mechanism is believed to be involved.

“caNary iN the coal miNe”

spinal muscular atrophy (smA) is a group of
inherited diseases that causes progressive
muscle weakness and ultimately leads to
death. There is no cure.

Novartis iNstitutes For Biomedical research

With state-of-the-art technologies, the Novartis institutes for Biomedical Research (NiBR) is discovering innovative
therapies for rare diseases. Focused on areas where unmet medical needs and mechanistic understanding are
greatest, NiBR scientists take a rational, scientific approach to drug discovery.

“This is a devastating disorder that can
strike without any prior family history,” said
Brian Tseng, m.D., Ph.D., a Translational
medicine specialist in musculoskeletal dis-
ease research at NiBR. According to Dr. Tseng,
who has in-depth experience treating chil-
dren with smA, “Babies with the severe form
of smA appear well in the newborn nursery,
and go home fine. By 3 or 4 months of age,
they are working so hard to breathe while
feeding that they can’t get enough nutrition.
They slip into the ‘failure to thrive’ category,
which brings them to medical attention.”

These observations lead to a genetic
test. “if the results come back positive, it can
be a death sentence by 2 years of age in the
most severe cases,” Dr. Tseng said. “We have
no approved medicine that can change the
natural history of the disease. invasive med-
ical interventions can help to support growth
and breathing, but the baby cannot sit up,
crawl, nor walk.”

smA is caused by mutations in a gene
called “survival of motor neuron 1,” or “smN1.”
The protein encoded by smN1 is necessary
for survival of nerve cells, or “neurons,” that
control all muscles in the body. in the absence
of smN protein, motor neurons do not func-
tion normally, causing muscles to weaken and
shrink. The imminent danger comes from
weakness of muscles needed to breathe.

smA greatly varies in severity among
patients. Humans have a second copy of the
survival of motor neuron gene, or smN2, which
can partially compensate for loss of smN1.

The severity of smA varies, depending on
the number of copies of smN2 and upon
how effective the smN2 gene is at making the
smN protein. We cannot change the number
of smN2 genes. However, the Developmental
and molecular Pathways group in NiBR, led
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Up to 80% of patients with tuberous
sclerosis complex develop kidney tumors
known as angiomyolipomas. Over time these
tumors may grow large enough to cause
severe internal bleeding, require emergency
surgery, or lead to kidney failure. By inhib-
iting mTOR activity and signaling through
the Pi3 kinase pathway, everolimus may
reduce cell proliferation and blood vessel
growth associated with these tumors.

The success of everolimus in tuberous
sclerosis has prompted research programs
in two other rare genetic syndromes linked
to defects in mTOR and the Pi3 kinase
pathway. “Tuberous sclerosis, neurofibro-
matosis and cowden syndrome can all lead
to hamartomas, benign tumors that occur in
many parts of the body,” said William sellers,
m.D., Head of Oncology Research at NiBR.
“instead of proliferative growth typical of
cancer, hamartomas are abnormal, disorga-
nized aggregations of cells and tissue. We
also believe they have a common etiology in
the Pi3 kinase pathway – but they are caused
by different genetic defects,” he said.

Neurofibromatosis results from muta-
tions in genes called NF1 and NF2 that cause
tumors to grow in the nervous system; for
example, from cells making up the protec-
tive myelin sheaths around nerves. Patients
with neurofibromatosis have an increased
risk of developing cancer. Recent studies
suggest that mTOR is activated in some
tumors with NF1 mutations, and several
academic centers currently are conducting
clinical trials of everolimus in treatment of
neurofibromatosis.

by Jeffrey Porter, Ph.D., wondered if they
could help it be more effective at making
smN protein.

The smN2 gene has a mutation that
leads to faulty splicing, or editing of the orig-
inal DNA sequence into a streamlined RNA
blueprint used by cellular machinery to
manufacture proteins. “could we improve
splicing?” mr. Porter asked. “if you could cor-
rect the splicing deficit in smN2, you could
mitigate symptoms by producing more smN
protein. That would be a novel type of drug,
and an approach with great ramifications.”

smA isn’t the only disease caused by
splicing errors. Researchers estimate that
RNA splicing errors may account for up to
15% of all inherited diseases, ranging from
neurological to metabolic disorders. “Gene
splicing happens in every cell in the body,
but neurons are particularly sensitive – like
the canary in the coal mine in terms of
symptoms appearing early in affected indi-
viduals. We felt like smA was a disease
where we might be able to make progress
applying some of our new research tools,”
mr. Porter explained.

NiBR scientists designed assays for
splicing, and then screened hundreds of
thousands of compounds from their chem-
ical library for activity. Lead compounds
from that first round of screening were
retested in genetically engineered motor
neuron cells derived from skin cells provided
by smA patients. “skin cells can be changed
into nerve cells in culture by addition of a
few genes,” mr. Porter said.

“We have several molecules now which
work quite well in our assays and are being
refined to have better drug properties. They
seem to modulate splicing with exquisite
specificity. Amazingly, they push produc-
tion of more smN protein through this
backup [smN2] system.”

The lead compound in the drug discovery
program is undergoing toxicology studies –
a necessary precondition for clinical trials

in humans. “We are going as fast as we pos-
sibly can, and will be talking with regulatory
agencies soon about the design of potential
clinical studies,” mr. Porter added.

pathway prowess

The NiBR strategy is partially based on the
importance of signaling pathways in human
biology and disease. A relatively small num-
ber of core pathways play fundamental roles
during embryonic development, as well as
later in life, and are used time and again
across species. Defects and imbalances in
these core pathways are often the under-
lying causes of disease.

signaling networks are robust systems
but still vulnerable to attack at key nodes.
NiBR scientists attempt to dissect pathways
and pinpoint key nodes as a source of poten-
tial targets for drug discovery. One such node
is mTOR, a biological master switch located
at the intersection of several major signaling
pathways. Normally the cell keeps mTOR
under tight control, but genetic mutations
can jam it in the “on” position, triggering
uncontrolled growth and proliferation.

in recent years, NiBR programs focusing
on mTOR converged with another pathway,
denoted “Pi3 kinase,” after one component
of a family of enzymes often linked with
cancer. it has taken years to unravel the com-
plex connections between mTOR, Pi3 kinase
and other related pathways. But Novartis
has developed one of the industry’s broadest
pipelines of medicines targeting multiple
nodes in the Pi3 kinase/mTOR pathway.

A medicine from Novartis known by the
name everolimus was approved in the United
states and Europe as the first medication to
treat patients with brain and kidney tumors
associated with a rare genetic disorder
called tuberous sclerosis complex. Tuberous
sclerosis complex is caused by defects in
tumor suppressor genes Tsc1 and Tsc2 –
nodes in the Pi3 kinase pathway that nor-
mally suppress mTOR activity.
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KEY FIGURES
(in USD millions, unless indicated otherwise)

2012 2011

Net sales 10 225 9 958

Operating income 1 465 1 472

Return on net sales (%) 14.3 14.8

Core operating income 1 3 698 3 492

Core return on net sales (%) 36.2 35.1

Core Research & Development 1 950 869

As a % of net sales 9.3 8.7

Free cash flow 2 886 3 311

Net operating assets 42 588 43 792

Number of associates (FTE) 2 23 874 22 987

1 Core operating income eliminates the impact of acquisition-related factors and other significant
exceptional items. These adjustments are explained in detail starting on page 182.

2 Full-time equivalent positions at year end.

Surgical 3 752 (+8%)

2 932
Cataract (+6%)

578
Vitreoretinal (+12%)

Refractive/ 242
other (+24%)

Ophthalmic
Pharma-
ceuticals 4 019 (+5%)

1 259
Glaucoma (+1%)

Allergy/otic/ 901
nasal (3%)

Infection/ 1 011
inflammation (+8%)

Dry eye/ 848
other (+8%)

Vision Care 2 454 (+4%)

Contact 1 732
lenses (+5%)

Lens 722
care (+2%)

NET SALES AND GROWTH BY FRANCHISE AND TREATMENT AREA
(USD millions and growth in cc %)

37

News iN 2012

Alcon achieved net sales of UsD 10.2 billion, an increase of 3% (+5% cc) over the previous year, with sales growth in all three of
its franchises.

Operating income was UsD 1.5 billion (0%, +6% cc), in line with the previous year, while core operating income increased by 6% (+9% cc)
to UsD 3.7 billion. core operating income margin in constant currencies improved by 1.1 percentage points to 36.2% of net sales.

The surgical franchise (UsD 3.8 billion, +8% cc) maintained consistent growth, driven by procedural volume in Emerging Growth
markets, equipment sales in the cataract, refractive and vitreoretinal categories, as well as solid sales of advanced-technology intra-
ocular lenses, which benefited from the expansion of the AcrySof portfolio in Europe. The continued global rollout of the LenSx
femtosecond cataract refractive laser also contributed to growth.

Within the Ophthalmic Pharmaceuticals franchise (UsD 4.0 billion, +5% cc), the broad glaucoma portfolio continued to grow strongly
outside the United states, led by Azarga, Travatan and DuoTrav solutions. The Systane dry eye portfolio also showed solid growth in
various markets. Alcon expanded its pharmaceutical offering by entering into a strategic licensing agreement with ThromboGenics
to commercialize Jetrea (ocriplasmin) outside the United states. Ocriplasmin, currently under review by the EmA, may become the
first pharmacological treatment for vitreomacular traction and macular hole in Europe. in October 2012, Jetrea was approved by
the FDA.

in vision care (UsD 2.5 billion, +4% cc), the contact lens segment was driven by the strong performance of the Air Optix contact lens
portfolio, which leads the marketplace in the multifocal segment. Dailies Total1, the industry’s first water-gradient silicone hydrogel
contact lens, was approved in the United states and Japan and continued to perform well in Europe following launches in 2011 and 2012.

alcoN overview
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alcoN

As the global leader in eye care, Alcon has played a key role in the evolution of cataract surgery and is the
leading manufacturer of technologies used to treat cataracts. While meeting patient needs in both emerging
and established markets, Alcon is pursuing opportunities to drive innovation for years to come.

For nearly 20 years, Brent cannon has
served as a professional firefighter and para-
medic in his hometown of salt Lake city,
United states.

mr. cannon began wearing glasses as an
adolescent, but vision problems never ham-
pered his career until he was diagnosed with
a fast-moving cataract in early 2012. “in the
course of about six weeks i went from 20/20
vision with contact lenses, to about 20/50,”
he said. “A couple of weeks later i was sud-
denly down to 20/80.”

“Reading the label of medications was
virtually impossible. it finally reached the
point that i told my crew i wouldn’t be back
to work until i had my vision fixed,” he said.

His ophthalmologist recommended sur-
gery and mr. cannon opted for an advanced-
technology, multifocal intraocular lens that
would correct both distance and near vision.
“immediately following surgery i was able
to walk out of the clinic and see; the next
morning i was 20/20 again,” he said.

“Reading vision was there, as well, and i
have peripheral vision and depth perception
again. it’s great.”

A cataract – clouding of the eye’s natural
lens due to aging or injury – is the leading
cause of preventable blindness worldwide.
About 25 million people develop cataracts
each year, and the only known treatment is
surgical removal of the diseased lens.

Following a succession of technological
breakthroughs in recent decades, cataract
removal has become one of the most com-
mon operations performed in the United
states. According to the Us National insti-
tutes of Health (NiH), it also is one of the saf-
est and most effective types of surgery, and
improves vision in about 90% of all cases.

Approximately 19 million cataract sur-
geries were performed worldwide in 2011.
The World Health Organization (WHO)
expects this figure to exceed 30 million by
2020 as the population ages, access to
healthcare increases in many emerging and
developing countries, and surgical advances
enable people to undergo cataract removal
at earlier stages of the disease.

As the world leader in eye care, the Alcon
Division of Novartis has played a key role
in the evolution of cataract surgery. For
example, Alcon was a driving force behind
the adoption of phacoemulsification, a pro-
cedure in which an ultrasonic device is used
to remove a cataractous lens. Alcon scien-
tists also led in the development of foldable
intraocular lenses that, along with phaco-
emulsification, have enabled surgeons to
reduce the size of incisions, speed up recov-
ery times, and improve patient outcomes.

“cataract surgery used to mean at least
two weeks in the hospital. Because of the
large incisions used to remove and replace
the diseased lens, patients were required to
lie in bed with their head immobile between
two sandbags because surgeons were
afraid of disturbing the wound,” said Paul
soye, Ph.D., vice President and Research
and Development Head of Alcon’s cataract
Franchise. “Today it is an outpatient proce-
dure. The actual surgery is relatively short,
and in most cases, patients will be seeing with
excellent vision within a couple of hours.”

most cataract patients also have presby-
opia, an age-related difficulty focusing on
both near and distant objects. moreover,
about 70% of cataract patients suffer from
astigmatism – when the somewhat oblong
shape of the cornea causes images to appear
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blurry and stretched out. Alcon’s AcrySof
advanced-technology intraocular lenses
enable surgeons to treat cataracts, and at
the same time correct these so-called
refractive errors.

This is a significant improvement from
monofocal lenses, which have one point of
focus and typically require the use of eye-
glasses after surgery to correct for presby-
opia or astigmatism. “With advanced-tech-
nology intraocular lenses we can provide
patients with an exceptional refractive out-
come simultaneously with cataract removal:
outstanding distance vision, intermediate
vision and reading vision – all without the
need for glasses,” mr. soye said.

cataract products are the cornerstone of
Alcon’s surgical business, and net sales in-
creased 6% during 2012, to UsD 2.9 billion.

“As the world’s leading manufacturer of
cataract technology, one of Alcon’s objectives
is to continually improve our position within
each of our current segments of the market,”
said seba Leoni, vice President and Global
commercial Head of Alcon’s commercial
cataract Franchise. “This can be achieved
through the implementation of different ini-
tiatives, such as introduction of line exten-
sions that better meet surgeon and patient
needs, or through novel programs that help
better differentiate Alcon’s technologies.”

in fact, Alcon recently launched an initia-
tive intended to double the pipeline of intra-
ocular lenses through accelerated develop-
ment. According to mr. Leoni, “many of the
products that will come through this initiative
are expected to allow Alcon to either create
new market segments by introducing tech-
nologies that fill currently unmet medical
needs, or to participate in existing segments
in which Alcon currently does not have a pres-
ence by introducing innovative offerings.”

in 2012, Alcon received cE marking and
launched the AcrySof IQ ReSTOR 2.5D multi-
focal intraocular lens in parallel with the
2.5D toric version of this lens. cE marking

certifies compliance with European Union
product directives. “in the past, there would
have been as much as a two-year delay in
introducing the toric line extension. Reducing
a launch cycle from two years to a parallel
process can go a long way in better meeting
patient needs,” mr. Leoni said.

Additionally, Alcon’s cataract franchise is
improving the technology transfer between
research and development, and manufac-
turing. “This means we are bringing more
innovative solutions to more surgeons as
timely as possible,” mr. Leoni said.

Another strategic priority is improving
access to optimal treatment for patients in
many parts of the world. “Awareness of the
treatment choices available today is still
relatively low among patients – especially in
countries that don’t offer flexible options for
patient participation in payment,” mr. Leoni
said. “There is great room for improvement
to ensure patients receive the information
they need to make informed decisions. And
this information should be provided as early
as possible, not just before the procedure is
being scheduled.”

While emerging and developing coun-
tries likely will be a major source of growth,
countries such as china and Russia are
working to overcome a shortage of trained
cataract surgeons.

“We are tailoring our products to improve
access in emerging markets,” mr. Leoni said.
“That speaks to our ability to expand over-
all volume of cataract surgery, as well as to
increase the value of each procedure by
ensuring the use of modern technologies.
Alcon plans to continue to drive innovation
in this field for years to come.”

visioNary surGeoNs

cataract surgery is one of the greatest med-
ical breakthroughs of the 20 th century. A
handful of brilliant surgeons transformed
the field, and their accomplishments have
rescued the sight of millions of people
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through a smaller incision, which dispensed
with the need for sutures to close the wound.

However, the benefits of phacoemulsifi-
cation were limited as surgeons still required
large incisions through which to insert a
replacement lens. This challenge was met
with the introduction of foldable intraocular
lenses, including Alcon’s AcrySof family.
Alcon introduced its AcrySof intraocular
lens in Europe in 1991, and in the United
states in 1995.

The advent of foldable lenses was the tip-
ping point for cataract surgery. From 1985
to 1996, the number of cataract procedures
in the United states involving phacoemulsi-
fication soared from 16% to 97%.

Dr. Kelman died in 2004 and was post-
humously awarded the prestigious Albert
Lasker Prize for clinical medical Research.
During the award presentation, Nobel laure-
ate Joseph Goldstein proclaimed: “The vast
majority of ophthalmologists viewed phaco-
emulsification as a radical procedure that
totally challenged their conventional wisdom.
They were shocked by Kelman’s audacity to
discharge his patients on the same day of
surgery and permit them to return to full
activity on the first or second postoperative
day. Largely owing to Kelman’s ingenuity,
dedication and inspiration, phacoemulsifi-
cation has become not only the most com-
mon, but also the most successful surgical
procedure in history.”

Dr. Ridley also received overdue recog-
nition when he was knighted by Queen
Elizabeth ii in 2000, the year before his death.
By then he was living proof of his accom-
plishments; in 1989 and 1990 he underwent
cataract surgery in both eyes, and enjoyed
years of 20/20 vision.

the AcrySof revolutioN

AcrySof lenses were groundbreaking from
both a design and materials-science per-
spective. These lenses are manufactured
from a material that is biomechanical and

biocompatible, and even at very high diop-
ters for patients with severe refractive error,
they are able to fold and slide into a deliv-
ery device. Once inside the eye, they unfold
and settle into place.

Foldable lenses have enabled surgeons to
shrink incisions from 4 millimeters to 2 milli-
meters. To date, more than 50 million AcrySof
lenses have been implanted worldwide.

They include AcrySof ReSTOR multifocal
lenses for cataracts and presbyopia, and
AcrySof Toric lenses for astigmatism. AcrySof
intraocular lenses filter ultraviolet and high-
energy blue light without impacting vision,
while AcrySof iQ intraocular lenses are
aspheric and improve contrast sensitivity.

The development of these and other
lenses has occurred along with advances in
phacoemulsification. For example, the evolu-
tion of phacoemulsification instruments has
resulted in decreased levels of ultrasound
energy delivered to the eye, minimizing the
impact on surrounding tissue and enhancing
refractive outcomes. Alcon’s OZil Torsional
handpiece features a unique side-to-side
movement, and because these oscillations
occur at a lower frequency than traditional
phacoemulsification, they reduce both energy
consumption and the risk of thermal burns.

Another critical advance involved visco-
elastic gel, which lubricates the lens as it
travels down the delivery cartridge, through
the surgical incision and into the eye. visco-
elastic gel also protects endothelial cells
during the procedure and inflates the cap-
sular bag that encloses the lens, enabling
the surgeon to work in a much more acces-
sible area.

moreover, Alcon’s flagship Infiniti system
accounted for about half of all phacoemulsi-
fication systems sold from its launch in
2004 through 2012. Alcon also introduced
Laureate, a system designed to provide high-
quality surgical outcomes at an affordable
price to buoy penetration of phacoemulsi-
fication in emerging markets.

around the world. But decades of fierce
opposition from conservative peers and
professional organizations explain why most
dramatic advances in safety and quality have
been compressed into the past 25 years.

cataracts are caused by the breakdown
of collagen in the natural crystalline lens in
the eye, which ultimately blocks the passage
of light through the lens to the retina. During
a landmark operation in 1949, British oph-
thalmologist Harold Ridley, m.D., implanted
a replacement lens in the eye of a 45-year-
old woman at London’s st. Thomas Hospital.
Dr. Ridley’s experience with treating British
pilots during World War ii influenced his
choice of material for this intraocular lens.
specifically, he observed that while Plexiglas
fragments from cockpits and gunnery cano-
pies frequently penetrated the eyes of crew-
men, this material was inert and tissue rejec-
tion was minimal.

Dr. Ridley subsequently used clinical-
grade material called Perspex, or PmmA, to
develop the first intraocular lens and, antic-
ipating criticism, conducted his ground-
breaking operation in secrecy. While he
eventually implanted replacement lenses in
hundreds of patients, he was indeed ostra-
cized by professional organizations.

According to mr. soye, this opposition
stemmed in part from doubts about the use
of permanent implants anywhere in the body.
“The eye was considered particularly sus-
ceptible to inflammation and likely to cause
serious complications. And early lenses,
including the ones used by Ridley, often led
to complications,” he said, “and the majority
of surgeons felt the rate of complications out-
weighed the benefits of a replacement lens.”

Another breakthrough in cataract sur-
gery occurred in the mid-1960s, when the
American surgeon charles Kelman, m.D.,
invented phacoemulsification by adapting
an ultrasound teeth-cleaning device and
using it to shatter a cataractous lens. Lens
fragments could be removed from the eye
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Participants who complete the program are
awarded continuing medical education
credits recognized by china’s ministry of
Health and provincial health authorities.
Additionally, program participants receive
long-term, on-site coaching and further edu-
cation after they return to their home insti-
tutions and begin performing phacoemul-
sification procedures.

To date, more than 500 doctors have com-
pleted the program, and these graduates
have performed more than 80 000 cataract
surgeries in 2012. “This is a long-term invest-
ment in both capacity-building and market
shaping,” said Lawrence Fay, Area Director,
surgical Business Development and Head of
the Phaco Development Program in Asia.

“in the major cities of china, one can find
cataract services and technologies that are
second to none anywhere in the world. in
the remote areas of the country, people cur-
rently do not have the same access to these
services,” he said.

in ophthalmology, as in many other fields
of medicine, patients even in rural commu-
nities have become increasingly sophisti-
cated, and are prepared to travel to Beijing
and other large cities where phacoemulsifi-
cation procedures are offered by a teaching
institution. “The ability to offer phaco tech-
nology enables hospitals and clinics around
china to enlarge their patient base, with
quality results driving demand for services,”
mr. Fay said.

“With increased focus and resources
being given to healthcare in china, we expect
that the Alcon Phaco Development Program
will continue to accelerate the already-impres-
sive growth and uptake of these cataract ser-
vices in the chinese market,” he added.

in contrast, surgeons in india performed
an estimated 5.8 million cataract proce-
dures in 2011, an overall penetration rate of
5.8%. moreover, the share of phacoemulsi-
fication procedures was only 17%, and
india’s growth potential depends on shifting
surgeons to phacoemulsification surgical

promotiNG patieNt choice

Unfortunately, economic challenges have
prevented healthcare systems in some parts
of the world from keeping pace with techno-
logical advances in cataract surgery. For
example, about 15% of cataract operations
in the United states involve advanced-tech-
nology intraocular lenses, while this num-
ber is lower in Europe.

This trans-Atlantic gap also reflects differ-
ences in market access policy and restrictions
on patient choice. While the United states was
first to dismantle bureaucratic rules curbing
access to advanced-technology intraocular
lenses, Europe is just now beginning to rec-
ognize the reimbursement opportunity.

Additionally, healthcare payors are in
widespread agreement that cataract surgery
is a cost-effective medical intervention that
has major quality of life benefits. This is partic-
ularly true for many patients like mr. cannon,
the salt Lake city firefighter, who are profes-
sionally active when diagnosed with cataracts
and need treatment to continue working.

Before 2005, Americans on medicare also
experienced a predicament as demand for
advanced-technology intraocular lenses
grew. medicare fully covered the cost of
cataract surgery, including the implant of a
standard, monofocal lens. However, it pre-
vented patients from choosing a multifocal
lens and paying the additional cost as an
out-of-pocket expense. That rule changed in
2005, and medicare beneficiaries now have
that option.

While cataract surgery and monofocal
intraocular lens implants are reimbursed by
public health insurance programs in most
European countries, patients must pay for
eyeglasses to correct presbyopia or astig-
matism. Additionally, an “all or nothing”
principle applies to patients who choose
advanced-technology multifocal lenses, as
they must pay for the entire medical proce-
dure themselves.

it has become increasingly clear that
allowing copayment for premium intraocular

lenses does not increase public healthcare
system expenditure. Furthermore, access to
the latest technology provides significant
public health benefits by enabling patients
to sustain a more active lifestyle. According
to a recent Alcon survey of 600 patients in
Europe’s six largest countries, between 40%
and 60% of respondents said they were
willing to pay the additional cost of advanced-
technology lenses to eliminate the need for
eyeglasses in their daily lives.

several countries have promoted patient
choice by changing their reimbursement
guidelines to allow copayment for advanced-
technology intraocular lenses. in October
2011, the Netherlands approved a copay-
ment option, while new policies in Germany,
Turkey and the czech Republic took effect
in January 2012.

expaNdiNG access

Alcon’s sales in emerging markets climbed
13% in cc in 2012, benefiting from strong
sales of cataract procedures. The division’s
emerging markets strategy is focused on
expanding the volume of cataract surgeries,
as well as increasing penetration of phaco-
emulsification technology. in china, for
example, the primary challenge is volume.
While the country has more than 170 mil-
lion people over age 60, surgeons perform
slightly more than 1 million cataract opera-
tions per year – an overall penetration of
0.6%. On the other hand, phacoemulsifi-
cation is becoming increasingly popular in
china and accounts for about 50% of oper-
ations. This is partially associated with a
phacoemulsification training program
established by Alcon in that country.

The Alcon Phaco Development Program,
launched in 2008, offers practicing ophthal-
mologists the opportunity to upgrade their
skills and provide patients with comprehen-
sive cataract care including the latest avail-
able technologies. Faculty members include
chinese specialists affiliated with many of
the country’s elite eye care institutions.
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cataract to simplify removal; and makes all
corneal incisions to optimally address astig-
matism,” mr. soye said.

“Under the surgical microscope, every
movement counts, and this enables the sur-
geon to enter and leave the eye very quickly.”

The laser platform works synergistically
with Alcon’s instrumentation and advanced-
technology intraocular lenses to optimize
patient outcomes following cataract surgery.
it represents a critical portion of surgeons’
resources to consistently help achieve
superior patient outcomes.

techniques and foldable intraocular lenses.
For reference, overall penetration of cata-
ract procedures in the United states is 5.7%,
close to the rate in india, but the Us propor-
tion done with phacoemulsification is 99%.

in 2010, Alcon also launched phaco-
emulsification development programs in
india and vietnam. “more than 200 indian
ophthalmologists have completed the pro-
gram so far, and we are seeing a trend sim-
ilar to china with surgeons incorporating
phacoemulsification procedures into their
practice as part of a complete cataract care
option for patients,” mr. Fay said. Alcon
has also made good progress in building
capacity and sustainable access to cataract
care in Russia.

crystal Ball

The expanding role of laser technology is
one of the clearest signs yet of the conver-
gence of cataract and refractive surgery.
Alcon is leading the way in the develop-
ment of refractive cataract surgery through
its acquisition of Lensx Lasers inc. in 2010.

Lensx paved the way in gaining regula-
tory approval from the Us Food and Drug
Administration (FDA) for use of a femtosec-
ond laser in cataract surgery. Alcon launched
the LenSx Laser the following year, marking
a new phase of technological innovation.

in many respects, the entrepreneurial
flair of Lensx recalls the early years of cat-
aract surgery when Drs. Ridley and Kelman
gambled on unproven technologies. Ronald
Kurtz, m.D., a co-founder of Lensx who
joined Alcon after the acquisition and serves
as vice President, Research and Develop-
ment and General manager of Alcon Lensx,
has a clear vision when it comes to the future
of cataract surgery.

“if i look into my crystal ball, i expect that
by 2020 we will see the vast majority of
patients achieving uncorrected 20/20 vision

after cataract surgery. And we’ll look back
at old photographs and wonder why so many
elderly people had to wear glasses,” he said.

Dr. Kurtz’s interest in lasers began in
1992 when, as a resident surgeon at the
University of michigan’s Kellogg Eye center,
he treated an engineering student who suf-
fered retinal burns from a laser. Despite mul-
tiple damaged areas, Dr. Kurtz noted the
laser’s precision and that the student’s
vision remained normal.

That experimental laser emitted excep-
tionally brief pulses of light, lasting only a
trillionth of a second (femtosecond), and a
wavelength near the infrared end of the
spectrum. At least in theory, this suggested
that a femtosecond laser could be focused
at varying depths inside the eye and produce
surgical incisions without causing collateral
damage to surrounding tissue.

Working with physicists at the university’s
center for Ultrafast Optical science, he began
testing femtosecond technology as a surgical
cutting tool. in 1997 Dr. Kurtz and physicist
Tibor Juhasz co-founded intraLase corp.,
eventually establishing femtosecond lasers
as the standard of care in LAsiK, a form of
laser-assisted surgery used to correct severe
myopia.

touGhest test

in 2008 Dr. Kurtz, mr. Juhasz and colleague
Eric Weinberg shifted their sights to cata-
ract surgery, and founded Lensx Lasers.
Now the Alcon Lensx unit is working to
transform cataract surgery from a purely
mechanical procedure to one that takes
advantage of femtosecond precision.

The Alcon LenSx Laser automates several
key steps in cataract surgery, including cap-
sulotomy, an incision that opens the lens
capsule. “The LenSx Laser makes a perfectly
circular capsulotomy every time, at any size
desired by the surgeon; pre-fragments the



452 | GROUP RE v iE W 17 | h e a lt h c a r e p o r t F o l i o 65 | c ORP OR ATE RE sP ONs iB iL i T y 87 | c ORP OR ATE GOv ERN A NcE 121 | c OmPENsAT iON REP ORT 147 | F iN A Nc iA L REP ORT

Alcon





KEY FIGURES
(in USD millions, unless indicated otherwise)

2012 2011

Net sales 8 702 9 473

Operating income 1 091 1 422

Return on net sales (%) 12.5 15.0

Core operating income 1 1 503 1 921

Core return on net sales (%) 17.3 20.3

Core Research & Development 1 749 724

As a % of net sales 8.6 7.6

Free cash flow 1 435 1 488

Net operating assets 16 730 15 223

Number of associates (FTE) 2 25 835 24 377

1 Core operating income eliminates the impact of acquisition-related factors and other significant
exceptional items. These adjustments are explained in detail starting on page 182.

2 Full-time equivalent positions at year end.

Differentiated products2 Standard generics

43% 57%

2012 NET SALES 1 – DIFFERENTIATED 2 VS. STANDARD GENERICS
(in %)

1 Net sales percentage based on retail generics and biosimilar sales
2 Differentiated products refer to products requiring specialized knowledge and expertise in
development, production and/or commercialization, characterized by the active ingredient,
formulation/delivery mechanism and/or underlying technology. Examples include complex
oral solids, transdermal patches, implants, ophthalmics, inhalables, injectables and
biosimilars
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saNdoz overview

News iN 2012

Net sales of UsD 8.7 billion decreased 8% (–4% cc), primarily as a result of increased competition for enoxaparin in the United states,
high prior-year sales of Us authorized generics gemcitabine and lansoprazole, and a decline in Germany. strong double-digit growth
in the rest of Western Europe, Asia-Pacific, Russia and Brazil, as well as in biosimilars, partially offset these declines.

Operating income of UsD 1.1 billion was down 23% (–24% cc). core operating income declined 22% (–21% cc) to UsD 1.5 billion,
and core operating income margin decreased by 3.7 percentage points (cc), with a positive currency impact of 0.7 percentage points,
to 17.3% of net sales.

Retail generics and biosimilar sales in Western Europe, excluding Germany, showed strong growth of 10%. sandoz also grew strongly in
Emerging Growth markets, led by Russia, Brazil, Turkey and china. in Japan, sandoz closed 2012 with its 20th consecutive quarter of
double-digit growth, continuing to outperform the market.

sandoz further expanded its leadership in differentiated medicines through its UsD 1.5 billion acquisition of generic dermatology
company Fougera Pharmaceuticals inc. Differentiated products comprised 43% of division net sales in 2012.

sandoz accelerated its growth momentum in biosimilars (UsD 335 million, +36% cc), where it is the number one player globally
and in each of its three marketed products, and made significant progress on its biosimilar pipeline with the start of Phase iii
clinical trials for two molecules in 2012. The division now has four molecules in Phase iii clinical trials including the monoclonal
antibody rituximab (Rituxan®/mabThera®).

The division also made good progress on quality remediation in 2012. in the fourth quarter, the FDA confirmed that our manufacturing
site in Broomfield, colorado, UsA, one of three sites referenced in the November 2011 warning letter, achieved upgraded com-
pliance status following a re-inspection in the third quarter.
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saNdoz

in 2012, sandoz became number one in generic dermatology and expanded its leadership in differentiated
medicines by acquiring Fougera Pharmaceuticals inc. The division’s differentiated portfolio has fueled dynamic
growth at sandoz. Today the sandoz biosimilar pipeline is robust with several exciting projects, making sandoz
a global leader in biosimilar medicines, as well.

sandoz, the generics division of Novartis,
further expanded its leadership in differ-
entiated medicines in 2012 by becoming
the global leader in generic dermatology
through its $1.5 billion acquisition of Fougera
Pharmaceuticals inc.

Generic dermatology is an attractive
industry segment, especially in the United
states, where the dermatologic market has
grown at double-digit rates in recent years.
With the acquisition of Fougera, sandoz
became the top provider of generic derma-
tologic medicines in both the United states
and worldwide. The division plans to intro-
duce Fougera products to new markets by
leveraging the division’s presence in more
than 140 countries.

Differentiated generics are products with
challenging active ingredients, specialized
formulations and devices, or innovative
underlying technologies. Although they are
more difficult to develop and manufacture
than standard generics, differentiated prod-
ucts offer greater growth potential and prof-
itability. The division’s differentiated port-
folio has fueled dynamic growth at sandoz
and accounted for 43% of its sales in 2012,
up from 30% in 2008.

Becoming number one in generic derma-
tology complements existing global leader-
ship positions held by sandoz in biosimilars
as well as generic injectables, anti-infectives
and ophthalmics. “Differentiated generics are
the core element of our divisional strategy,
and sandoz has an industry-leading port-
folio and pipeline,” said Jeff George, Division
Head, sandoz and member of the Executive
committee of Novartis.

Biosimilars are follow-on versions of
existing biotechnology medicines that have
lost patent protection. sandoz pioneered
the field, winning regulatory approval for the
first biosimilar medicines in Europe, the
United states and Japan. in 2012, sales of
sandoz biosimilar products surged 36% to
UsD 335 million.

The sandoz biosimilar pipeline currently
comprises several molecules in various
stages of development. sandoz made sig-
nificant progress on its biosimilar pipeline
with the start of Phase iii clinical trials for
two molecules in 2012. sandoz now has four
molecules in Phase iii trials including the
division’s first monoclonal antibody, a bio-
similar version of the originator compound
rituximab (Roche’s Rituxan®/mabThera®),
which is currently in a Phase iii clinical trial
for treatment of follicular lymphoma and
a Phase ii trial for rheumatoid arthritis.
The other molecules undergoing Phase iii
testing are biosimilar versions of pegfil-
grastim (Amgen’s Neulasta®), filgrastim for
Us registration (Amgen’s Neupogen®) and
epoetin-alfa (J&J’s Procrit®), also for Us
registration.

“These Phase iii development programs
underscore our continued focus on devel-
oping high-quality, affordable access to
biologics – a key promise of our pipeline,”
mr. George said.

Growth opportuNities iN dermatoloGy

Generic dermatology includes three main
categories: injectables, oral medications
and topical formulations such as creams,
ointments and gels. most Fougera products
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are topical formulations ranging from anti-
biotics and antifungals to anesthetics and
corticosteroids.

An increasing prevalence of skin dis-
eases presents additional growth opportu-
nities for this market. “There are more than
3 000 different dermatological conditions
ranging from acne and psoriasis to skin
cancer,” said Don DeGolyer, President of
sandoz Us. “The very visible nature of skin
conditions is reflected in high demand from
patients for treatment.”

most generic dermatology brands are of
modest size, and most products require clin-
ical studies as part of regulatory applications,
mr. DeGolyer added. “Topical formulations
require specialized development and manu-
facturing technology. Taken together, these
requirements typically result in development
cycles of five years or more.”

The addition of Fougera strengthens both
development and manufacturing platforms
for sandoz, particularly those related to
semisolid formations such as creams and
ointments. “There is also a strong cultural
fit – both Fougera and sandoz are very per-
formance-based, with a strong customer and
market orientation,” mr. DeGolyer said.

As a division in a diversified healthcare
group, sandoz also can benefit from inter-
actions with other Novartis divisions in
tackling challenges such as the design of
clinical trials and specialized production
technologies. “it matters that sandoz has its
roots within an innovation-based healthcare
group with a scientific heritage that makes
it natural for us to focus beyond standard
generics to more differentiated products,”
mr. DeGolyer said.

emerGiNG markets

Another highlight for sandoz in 2012 was
dynamic growth in key emerging markets,
as illustrated by the division’s 29% growth
in Brazil, 27% in china, 15% in Russia, and
30% in Turkey. in a significant shift for the

global pharmaceutical industry, sales of
prescription medicines in emerging coun-
tries are increasing at more than twice the
rate of sales in developed markets such as
North America and Europe.

moreover, in the generics industry, the
list of “emerging” markets is somewhat sur-
prising. For example, while Japan is the
world’s second-largest market for innovative
medicines, it is an underdeveloped market
for generics, which represent only 24% of
overall consumption of prescription drugs in
terms of volume. The comparable figure for
the United states is approximately 80%,
and generic penetration exceeds 60% in
Germany, Russia and the United Kingdom.

To boost the use of generics, the Japanese
government began offering significant incen-
tives that have benefited sandoz and its
differentiated portfolio including injectable
oncology medicines and antibiotics. As a
result, sandoz sales growth in Japan has out-
paced that of the overall market for four con-
secutive years, recording 20 consecutive
quarters of double-digit growth in a market
growing in the high single digits.

specifically, in 2003, Japan introduced
a prospective payment system for large
acute care hospitals. When a patient is hos-
pitalized for a heart attack, for example, the
hospital receives a flat daily payment based
on that diagnosis. if the actual cost of patient
care exceeds that payment, the hospital loses
money; if it does not, the hospital profits.

“This prospective payment system has
given hospitals a very strong economic
incentive to switch to low-cost but high-
quality generic products when they are
available,” said Junichi Nakamichi, Head of
sandoz Japan.

Buoyed by the success of this system,
the Japanese government began offering
incentives to physicians, pharmacists and
patients, as well. Traditionally physicians have
been responsible for dispensing medica-
tions to patients in Japan, but in recent years,

more and more pharmacies have assumed
this role. That’s partly because the govern-
ment now pays pharmacies a small fee each
time they substitute a generic medicine for a
brand-name drug prescribed by a physician.

Additionally, physicians receive a small
payment each time they write a prescription
using the international nonproprietary
name (iNN), or common name of a medi-
cine, rather than the brand name. “These
incentives won’t transform the market over-
night – but they add up,” mr. Nakamichi said.
“We are confident that Japan’s generics
market is on a pretty clear path, heading in
the same direction as the United states or
Germany 15 to 20 years ago.”

He continued: “With an aging population,
fewer people in Japan are paying health insur-
ance premiums, even as the cost of caring for
the elderly rises. Our health insurance system
isn’t sustainable unless we cut costs. And the
government has recognized that generics
are one of the key tools they have in their
hands to contain costs.”

savings likely will increase within the next
several years as medicines with billions of
dollars in annual sales lose patent protection
in Japan. While gaining regulatory approval
for new generic products in Japan remains a
challenge, sandoz Development team mem-
bers have valuable experience in fulfilling the
requirements of Japanese regulators.

Omnitrope, a biosimilar human growth
hormone developed by sandoz, was the first
biosimilar approved in Japan. “We had to
pioneer a regulatory pathway for biosimi-
lars, but just as we have expanded system-
atically, beginning with the hospital sector
and now moving more broadly into the pri-
mary care segment of the market, i believe
we will generate a significant portion of our
future sales in Japan from biosimilars,” mr.
Nakamichi said. “it is an opportunity to lift
sandoz to the next level beyond 2015 or
2016, when patents on major biologic med-
icines begin to expire.”
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local maNuFacturiNG

By contrast with Japan, generic products
account for more than 70% of use in Russia
– where sandoz, Novartis Pharmaceuticals
and Alcon, combined, rank as the country’s
largest pharmaceutical company.

As market leader, Novartis plays a key
role in the Russian government’s efforts to
grow the domestic pharmaceutical sector,
part of a broader strategy for industrial re-
juvenation. in December 2010, Novartis
announced a five-year, UsD 500 million
investment program in Russia, including
construction of a state-of-the-art manufac-
turing plant in st. Petersburg. commercial
production at this new facility is scheduled
to begin in 2014; generic products will
account for the majority of output.

The Novartis investment program in
Russia also includes research and develop-
ment collaborations, as well as public
health initiatives. in partnership with the
government of yaroslavl, a historic city and
administrative center northeast of moscow,
Novartis launched a disease management
initiative designed to improve the treatment
of hypertension and other cardiovascular
diseases. “it underscores our long-term
commitment to the Russian market,” said
Peter Goldschmidt, Head of central and
Eastern Europe for sandoz, which is the
region’s number one generics company.

Additionally, through a program called
Pharma 2020, the Russian government is
investing the equivalent of UsD 4 billion to
become more self-sufficient in producing pre-
scription medicines and simultaneously crack
down on counterfeit medicines. Following the
collapseof thesovietUnion,Russia significantly
depended on medical imports from coun-
tries such as Hungary, the czech Republic
and slovenia, and in 2009 the Russian gov-
ernment named pharmaceuticals a priority
industry. Within the next eight years, Russia is
striving to increase self-sufficiency on the pre-
scription medicine front from 25% to 50%.

Another Pharma 2020 pillar – and pre-
condition for increasing Russian pharma-

ceutical exports – is the adoption of good
manufacturing practice (GmP). Only about
10% of Russian pharmaceutical companies
complied with GmP in 2012, and invest-
ments by Novartis and other international
companies likely will promote the further
adoption of GmP standards.

Brazil is another emerging market ex-
pected to achieve continued strong growth
in generic medicines – and the government
is determined to strengthen the domestic
production of generic pharmaceuticals, as
market dynamics are changing rapidly.

While Brazil is, for the most part, an out-
of-pocket market, the government has exper-
imented with a program called Farmacia
Popular through which patients receive cer-
tain medicines free of charge. “We have seen
volumes increase significantly for these fully
reimbursed medicines,” said Fernando
mateus, Head of sandoz Brazil. “it shows
there is hidden demand that is not being
filled today because people don’t have
money to pay for medicines.”

Other shifts in government policy have
provided growth opportunities for sandoz in
Brazil. For example, there is increasing use
of competitive tenders negotiated directly
with the government. “The tender oppor-
tunity is big in Brazil. We are reviewing our
portfolio to identify the best prospects:
molecules where we can offer a competitive
price and also have sufficient manufacturing
capacity to deliver if we win the tender,”
mr. mateus said.

Technology transfer agreements are
another important trend. The government
wants to increase self-sufficiency and has
identified dozens of medicines, including
treatments for cancer, as a starting point.
Under the government’s proposed model, a
manufacturer would receive market exclu-
sivity for five years in exchange for transfer-
ring production technology to a Brazilian
company. “There is a particular interest in
biologic medicines,” mr. mateus said. “The
government is convinced that biologics are
the future of pharmaceuticals. As the sixth-
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largest economy in the world, they feel they
can’t afford to lose the race for such a key
technology.”

moreover, the government and local
manufacturers are willing to collaborate
with international pharmaceutical compa-
nies, and Novartis has held exploratory
discussions with potential partners, mr.
mateus added. “These latest developments
show how sandoz strategy has to be flexi-
ble to address the diverse requirements in
emerging countries.”

access to mediciNe

in 2012, sandoz management unveiled a
new strategy for Africa and fostered part-
nerships in cameroon and zambia that
provide a foundation for long-term growth.
“Over the next three to five years, you will
see sandoz make significant contributions
to increased access to affordable, high-
quality medicines for patients across Africa,”
mr. George said.

For example, 1A Pharma, a low-cost
German affiliate of sandoz that leads the
German market for tender business, is coop-
erating with cinpharm, a cameroon-owned

pharmaceutical company that manufac-
tures generic pharmaceuticals distributed
throughout sub-saharan Africa. Under the
agreement, 1A Pharma will share technical
expertise and materials to support cinpharm
with the aim of ultimately increasing pro-
duction in cameroon. initially, 1A Pharma
will provide raw materials, including bulk
active ingredients and packaging materi-
als, enabling cinpharm to fully comply with
current GmP standards.

This partnership was initiated and facil-
itated by DEG, a German development
finance institution that finances private-
sector investments in developing countries.
cinpharm’s production facility was built
with financial support from DEG.

sandoz and 1A Pharma also will play a
key role in improving access to medicine in
rural zambia. in 2010, the zambian govern-
ment, together with the World Bank and
development aid agencies from the United
states and United Kingdom, launched a pro-
gram to improve the supply of antimalarial
medicines to rural communities through a
network of health shops. This initiative is
helping improve access to treatment for

millions of people, and under an agreement
with zambia’s ministry of Health, sandoz will
provide additional support.

sandoz and its 1A Pharma subsidiary
will equip independently owned “health
shops” in rural areas – where three-quarters
of zambia’s 13 million people live. The health
shops will offer affordable, high-quality generic
medicines as well as innovative products such
as Coartem, the pioneering antimalarial treat-
ment from Novartis. importantly, the closed
distributionnetworkestablishedby1APharma
will ensure a reliable, safe supply of drugs in
a country where counterfeit and substandard
medicines are rampant.

“Donations and other access to medi-
cine initiatives remain important in Africa,”
said Nick Haggar, Head of Western Europe,
middle East and Africa for sandoz. “But
governments also are working to build sus-
tainable healthcare infrastructure. if you can
establish a basic commercial framework
that enables people to earn a living at each
point along the distribution chain, you can
make it sustainable, month in and month
out, and that is what people want to see.”
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VACCINES LATE-STAGE DEVELOPMENT PIPELINE

Phase I Phase II Phase III Registration

Bexsero (EU) 1

Menveo infant (US) 2 In progress

Menjugate liquid

Fluad (US)

Flucelvax pediatric (US) 3 In progress

MenABCWY 4

GBS 5

Pseudomonas aeruginosa 6 In progress

FCC 3 H5N1 In progress

Quadrivalent Influenza Vaccine In progress

1 Neisseria meningitidis bacteria serogroup B
2 Neisseria meningitidis bacteria serogroups A, C, W-135 and Y; 2 months to 2 years
3 Influenza cell culture
4 Neisseria meningitidis bacteria serogroups A, B, C, W-135 and Y
5 Group B Streptococcus
6 Collaboration with Intercell

2012 2011

Net sales 1 858 1 996

Operating loss – 250 – 249

Return on net sales (%) – 13.5 – 12.5

Core operating loss/income 1 – 75 135

Core return on net sales (%) – 4.0 6.8

Core Research & Development 1 429 494

As a % of net sales 23.1 24.7

Free cash flow – 67 – 291

Net operating assets 4 977 5 067

Number of associates (FTE) 2 6 391 6 122

1 Core operating loss/income eliminates the impact of acquisition-related factors and other
significant exceptional items. These adjustments are explained in detail starting on page 182.

2 Full-time equivalent positions at year end.
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vacciNes aNd diaGNostics overview

News iN 2012

Net sales were UsD 1.9 billion, down 7% (–4% cc) from UsD 2.0 billion in 2011, which benefited from bulk pediatric shipments and
a one-time pre-pandemic sale.

Reported operating loss was UsD 250 million compared to a loss of UsD 249 million in 2011. 2012 included a licensing settlement
benefit of UsD 56 million, while 2011 included an impairment of UsD 135 million related to a financial asset.

vaccines and Diagnostics reached key milestones in innovation in 2012. The EmA’s cHmP adopted a positive opinion for Bexsero –
our groundbreaking vaccine to help protect all age groups, including infants, from meningococcal serogroup B. Additionally, Flucelvax
– the first cell-culture vaccine in the United states to help protect against seasonal influenza – was approved by the FDA.
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The Novartis vaccines and Diagnostics
Division celebrated two key milestones
during 2012, underscoring the promise of
the division’s innovative development
pipeline.

in November, the division cleared the
last hurdle prior to regulatory approval in
Europe for Bexsero (meningococcal Group B
vaccine [rDNA, component, adsorbed]), a
groundbreaking vaccine for meningococcal
serogroup B (menB) disease. The committee
for medicinal Products for Human Use
(cHmP) of the European medicines Agency
(EmA) adopted a positive opinion for Bexsero
for active immunization of individuals from
2 months of age and older against invasive
disease caused by B strains of the bacte-
rium Neisseria meningitidis.

in the same month, the Us Food and Drug
Administration (FDA) approved Flucelvax,
the first cell-culture-derived influenza vac-
cine in the United states to help protect
adults against seasonal influenza. Flucelvax
is approved for use in adults 18 years and
older.

With these milestones, the vaccines and
Diagnostics Division advances first-in-class
technologies and differentiates itself from
the competition through products that will
deliver for patients. “in the past two years,
we have marked the approval of Menveo, the
cHmP positive opinion of Bexsero, and the
FDAapproval ofFlucelvax,” saidAndrinOswald,
m.D., Division Head, Novartis vaccines and
Diagnostics. “Advancing three innovative
and potentially life-saving vaccines in this
short time period is very exciting.”

GrouNdBreakiNG vacciNe

The medical need for a menB vaccine is sig-
nificant. Global incidence of menB disease
varies between 20 000 and 80 000 cases
annually, with as many as 8 000 deaths per
year. in Europe, menB is responsible for as
many as 90% of cases of meningococcal
disease in some countries.

menB primarily affects infants and is
easily misdiagnosed. The disease can kill
within 24 hours, and about 1 in 10 people
infected will die despite receiving appro-
priate treatment. moreover, an estimated
1 in 5 survivors suffers from devastating,
lifelong disabilities such as brain damage,
hearing loss and limb amputations.

“We are proud of the major advance that
Bexsero represents within the field of vac-
cine development against a very challenging
disease target,” Dr. Oswald said. “For more
than two decades, our researchers and cli-
nicians have been dedicated to finding a vac-
cine to broadly protect against menB dis-
ease. Our steadfast determination has been
inspired by the testimonies from survivors
and families who have lost loved ones to this
disease.”

in 2010, regulators in Europe and the
United states approved Menveo, a Novartis
vaccine used to protect adults and adoles-
cents against meningococcal disease
caused by four other common serogroups
of N. meningitidis – A, c, W-135, and y.
Together with Menveo, the anticipated
approval of Bexsero underscores the leader-
ship role of Novartis in the fight against dev-
astating meningococcal disease.

vacciNes aNd diaGNostics

With an innovative development pipeline, the vaccines and Diagnostics Division is well-positioned to differenti-
ate itself from the competition through products that can deliver for patients. These products include two
potentially life-saving vaccines advanced by the division in 2012 – Bexsero, for meningococcal serogroup B
(menB) disease, and Flucelvax, for influenza.
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Bexsero is a prototype for reverse vaccin-
ology, a genome-based approach that has
revolutionized vaccine discovery and devel-
opment. Menveo and other conjugate vac-
cines developed against common sero-
groups of the bacterium N. meningitidis use
the polysaccharide coat as an antigen – a
fragment of the bacterium able to induce a
protective immune response but not strong
enough to cause the disease. The polysac-
charide coat from menB can’t be used as a
vaccine antigen, however, because it is sim-
ilar to another molecule found in humans
and, as a result, the human body will not
mount the appropriate immune response.

To discover the antigens used in Bexsero,
Novartis scientists combed a sequence of
the N. meningitidis genome and identified
genes encoding proteins located on the sur-
face of the bacterium that are likely to inter-
act with the immune system. “The entire sci-
entific community working for 50 years had
found about a dozen antigens to use in a
potential menB vaccine,” said Rino Rap-
puoli, Ph.D., Global Head of Research at the
vaccines and Diagnostics Division. “Using
reverse vaccinology we identified more than
90 antigens within 18 months.”

No single antigen is sufficient to provide
broad protection against the thousands of
menB strains in circulation around the world.
But the multiple antigens ultimately selected
for Bexsero are essential for the bacterium’s
survival, function or ability to cause infection
inside the human body. importantly, it is esti-
mated that these antigens are found in the
majority of circulating menB strains.

Data from large clinical trials involving
almost 8 000 people demonstrated that
Bexsero can help protect vulnerable age
groups, including infants, who are at greatest
risk of infections. These data established
the tolerability and immunogenicity profile
of Bexsero, and showed that it can fit within
standard vaccination schedules.

The European commission generally
follows the recommendations of the cHmP
and delivers its final decision within three
months. Upon approval, Bexsero would be
the first and only licensed vaccine that can
help protect against a broad range of strains
that cause menB disease worldwide.

predictiNG straiN coveraGe

Given the huge diversity of circulating menB
strains that vary across regions – and even
within a single country – an efficacy study
for Bexsero prior to launch would have been
a challenge. This meant that to assess the
potential breadth of coverage against menB
strains, Novartis had to develop a method
for assessing whether a panel of disease-
causing menB strains is killed by antibodies
induced by the vaccine. The solution was the
meningococcal Antigen Typing system, or
mATs, an innovative, predictive model that
can type large numbers of menB isolates
within a specific geographic area.

“in principle, mATs enables a far more
precise estimation of vaccine coverage than
was previously possible,” Dr. Rappuoli said.
“As such, it represents a significant step
forward in the effort to develop broadly pro-
tective vaccines against meningococcal
disease.”

Novartis vaccines and Diagnostics has
worked closely with reference laboratories
in major countries to roll out the mATs sys-
tem and estimate the potential public
health impact of a vaccination program with
Bexsero. A study presented at the 2011
meeting of the European monitoring Group
on meningococci evaluated more than
1 000 menB strains isolated by national
reference laboratories of England and
Wales, France, Germany, Norway and italy.
According to the study, Bexsero covered an
estimated 78% of the strains.

“The degree of estimated coverage we
have seen with Bexsero surpassed our

expectations,” said James Wassil, Head,
Global Program Team for meningococcal
vaccines, Novartis vaccines and Diagnostics.

Regulatory applications for Bexsero are
pending in several other countries, including
canada, Brazil and Australia. in the United
states, Novartis is continuing to work with
the FDA to review the clinical program and
assess potential next steps. in Europe, as with
most new vaccines, the uptake of Bexsero will
be linked to recommendations and funding
in individual countries that can take several
months to a few years. Novartis remains com-
mitted to working with regulatory authorities
to make the vaccine broadly available as soon
as possible.

a New era For Flu vacciNes

For decades, production of influenza vac-
cines has used chicken eggs to incubate virus
strains. This traditional method requires
long lead times. One egg is needed for each
separate antigen in a dose of seasonal influ-
enza vaccine, and manufacturers must
order tens of millions of eggs at least a year
in advance from a limited number of quali-
fied, audited farmers whose facilities meet
stringent regulatory standards of quality
and hygiene.

As early as 1995, the World Health
Organization (WHO) called for the develop-
ment of alternative cultivation systems for
influenza virus – particularly mammalian
cell-culture technology, widely used in the
manufacture of vaccines against other viral
diseases, including hepatitis and rabies.

in 2007, the European Union approved
Optaflu, the first seasonal influenza vaccine
to use the proprietary Novartis cell line
rather than eggs. Optaflu is produced at a
facility in marburg, Germany.

Approval of Flucelvax by the FDA was
based on clinical trials that found the new
vaccine to be well tolerated, with an efficacy
of 83.8% against circulating influenza
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strains compared with placebo. The clinical
program included a multinational, random-
ized, observer-blinded, placebo-controlled
trial performed to assess clinical efficacy
and safety of Flucelvax during the 2007-
2008 influenza season in adults aged 18 to
49 years in the United states, Finland and
Poland. A total of 11 404 persons received
either Flucelvax; Agriflu, a Novartis egg-
based seasonal influenza vaccine; or pla-
cebo. Flucelvax does not contain preserva-
tives, such as thimerosal, or antibiotics.

cell-culture-based production takes
place in a closed, sterile and controlled envi-
ronment, and offers potential for a more
rapid scale-up than traditional methods.
That flexibility could be critical during an
influenza pandemic, the emergence of a new
influenza virus that can spread globally
through efficient and sustained human-to-
human transmission.

“This newly approved vaccine is a mile-
stone in protecting Americans’ health during
flu season and in future pandemics. The cell-
based vaccine is as safe and effective as
traditional egg-based vaccine, and the tech-
nology used to manufacture it is more flex-
ible and reliable than the traditional technol-
ogy,” said Kathleen sebelius, secretary, Us
Department of Health and Human services
(HHs), in a statement. “in the event of an
influenza pandemic, this cell-based tech-
nology could provide a more rapid start-up
of the vaccine manufacturing process, poten-
tially increasing our nation’s health security.”

cell-culture technology marks the most
significant advance in influenza vaccine man-
ufacturing in the United states in more than
40 years. Novartis expects to provide doses
of Flucelvax in the United states in the latter
part of the 2012-2013 influenza season.

Underscoring the strategic importance
of cell-based production for pandemic pre-
paredness, Novartis and the HHs, Biomed-
ical Advanced Research and Development
Authority (BARDA) together funded a new

state-of-the-art facility for cell-culture influ-
enza vaccine production located in Holly
springs, North carolina. “For Novartis, cell-
culture technology is the start of a new era in
how we approach the influenza vaccine mar-
ket,” said vas Narasimhan, m.D., Global Head
of Development, vaccines and Diagnostics.
“Approval of Flucelvax is the first step in a
whole set of activities to make this our core
manufacturing platform for a differentiated
portfolio of influenza vaccines.”

initially, Flucelvax will be manufactured
at the Novartis facility in marburg. However,
production eventually will shift. “cell-culture-
based seasonal influenza vaccine will rise
gradually as a percentage of our total out-
put and become our mainstay product in
the United states once Holly springs is fully
operational,” said Nirupama subramanian,
Global Project Team Head for influenza at
the vaccines and Diagnostics Division.

puBlic-private partNerships For
preparedNess

As a pillar of Us biodefense, the Holly springs
facility also would be able to produce 150 mil-
lion doses of adjuvanted pandemic influenza
vaccine within six months of the declaration
of a pandemic. Adjuvants are additives that
can enhance the ability of a vaccine to elicit
a protective immune response in people
vaccinated.

The cooperation underpinning the Holly
springs facility dates from 2006, when the
Us government awarded grants totaling
more than UsD 1 billion to six vaccine man-
ufacturers to accelerate the development of
cell-culture-based production technologies
as an alternative to traditional egg-based
vaccines.

“The approval of this vaccine, manufac-
tured by Novartis, demonstrates what can
be accomplished through public-private
partnership,” secretary sebelius said.
“BARDA, part of the HHs Office of the
Assistant secretary for Preparedness and

Response (AsPR), has supported industry
partnerships to develop vaccines and other
medical products as part of the national
pandemic influenza preparedness strategy.
The goal is simple: provide additional and
better influenza vaccines sooner to combat
public health threats, including pandemics.
To this end, AsPR and Novartis partnered to
move this vaccine forward in the develop-
ment process, and both partners funded the
studies needed to reach approval.”

Of the six vaccine companies that
received Us government grants in 2006,
only Novartis has succeeded in obtaining
FDA approval for its cell-culture vaccine.

“This program exemplifies the Novartis
culture of innovation,” ms. subramanian de-
clared. “We like to take on the hard problems
– things that really make a difference for
public health. And the success of Flucelvax
is a testament to the tenacity and persever-
ance of our people, as much as to our techni-
cal capabilities.”

in June 2012, Novartis and the Us gov-
ernment further strengthened ties when
Novartis was awarded a long-term contract
to support a rapid manufacturing response
in the event of a public health emergency.
Accordingly, Holly springs will be one of
three national entities designated a center
of innovation in Advanced Development and
manufacturing (ciADm) by HHs.

“Novartis is committed to maintaining
a partnership with the Us government to
support known and emerging national
public health threats,” Dr. Oswald said. “Our
experience shows us that ongoing dialogue,
shared goals, and meaningful investment
in technologies and infrastructure are im-
portant steps toward better preparedness
and saving lives.”
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consumer Health

KEY FIGURES
(in USD millions, unless indicated otherwise)

2012 NET SALES OF FOUR LARGEST OTC AND ANIMAL HEALTH BRANDS 1

NOT IMPACTED BY LINCOLN 2

2012 2011

Net sales 3 735 4 631

Operating income 48 727

Return on net sales (%) 1.3 15.7

Core operating income 1 159 873

Core return on net sales (%) 4.3 18.9

Core Research & Development 1 291 292

As a % of net sales 7.8 6.3

Free cash flow 57 852

Net operating assets 1 761 1 724

Number of associates (FTE) 2 8 752 8 290

1 Core operating income eliminates the impact of acquisition-related factors and other significant
exceptional items. These adjustments are explained in detail starting on page 182.

2 Full-time equivalent positions at year end.

OTC 1.3 8%

Animal Health 0.4 14%

1 Four largest 2012 brands:
OTC: Voltaren, Otrivin, Nicotinell and Fenistil
Animal Health: Denagard, Milbemax, Atopica and Ethicon

2 Other large brands from prior years that had limited sales in 2012 as a result of
the suspension of production at our manufacturing site in Lincoln, Nebraska, USA
OTC: Excedrin and Theraflu
Animal Health: Sentinel and Interceptor

(in USD billions) (% growth cc)

coNsumer health overview

News iN 2012

consumer Health, which includes OTc and Animal Health, delivered net sales of UsD 3.7 billion, down 19% (–16% cc) compared to
2011. The decline was mainly due to the absence of shipments from the manufacturing site in Lincoln, Nebraska, UsA, where opera-
tions were suspended at the end of 2011 for quality upgrades and improvements. consumer Health continues to make progress in
the remediation of quality issues at the Lincoln facility, and select products (Excedrin, Lamisil and Triaminic) have been available to
patients and consumers since the fourth quarter of 2012. As sales of brands originally manufactured in Lincoln have been limited,
the consumer Health organization has invested in other major global brands with strong sales growth results.

Operating income of UsD 48 million was down 93% (–89% cc) from the previous year. core operating income declined 82% (–78% cc)
to UsD 159 million, and core operating income margin declined 14.6 percentage points, mainly due to the loss of sales from Lincoln
and costs related to the upgrades at the site.

OTc gained market share in most European countries and is growing significantly ahead of the market in key Emerging Growth markets,
notably Russia and china.

Voltaren, the world’s number one OTc topical analgesic, expanded its position with high single-digit growth supported by the launch
of an extra-strength formulation that is being rolled out across most European markets. Otrivin, the world’s leading OTc nasal spray
available in 113 countries, also strengthened its position with multiple product launches throughout the world.

Excluding the Lincoln brands, Animal Health maintained strong single-digit growth. The United states continued to show strong momen-
tum, delivering double-digit sales growth excluding the Lincoln brands, mainly driven by Denagard, Atopica and Capstar. Emerging
Growth markets posted high single-digit sales growth, with particularly strong performance in china, india, Russia and Brazil.
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coNsumer health

Denagard, a veterinary antibiotic developed by Novartis and initially approved in 1979, today ranks among the
top five global brands for farm animals. its rejuvenation occurred despite the loss of patent protection in all key
markets – and reflects an ambitious strategy that is expected to help drive future growth for Novartis Animal Health.

in 2008, a leading Us pork producer with
operations in many parts of the world began
a series of product demonstrations with
Denagard, a veterinary antibiotic developed
by Novartis to treat respiratory and intestinal
infections in pigs.

The product demonstrations continued
into 2012, demonstrating the efficacy of
Denagard, a broad-spectrum antibiotic,
against troublesome swine diseases that
have become increasingly common in recent
years. A potent combination of compelling
clinical data, convenient formulations and
comprehensive technical support services
appeals to large international customers as
well as fast-growing midsize firms, and has
fueled dynamic growth in the United states
and Europe, as well as emerging markets
such as Brazil and china.

in 2012, global sales of Denagard surged
16%. Today Denagard ranks among the top
five global brands in the farm animal seg-
ment of the animal health industry.

What makes this an unusual success
story is the fact that Denagard initially was
approved in 1979 – and its recent growth
spurt occurred despite the loss of patent
protection in all key markets. A predecessor
company to Novartis had licensed rights to
distributors in some markets, and the new
management team installed at Novartis
Animal Health in 2003-2004 made the reju-
venation of Denagard the forefront of an
ambitious growth strategy in the livestock
side of the business. “Denagard was the
most undersold product in the animal
health industry,” said Robert Jones, Head
of international Operations for the Animal
Health Division.

The resurgence of Denagard reflects hall-
marks of the animal health industry. “Our
products generally don’t fall off the cliff after
patents expire and generic competition
appears,” said Folkert Kamphuis, General
manager, Novartis Animal Health North
America. indeed, the global strategy crafted
for Denagard could be applied to other
animal health brands at Novartis. “We are
looking for ways to drive the next growth
phase, and delivering value by helping cus-
tomers use the product at the right moment
to maximize benefit,” mr. Kamphuis said.

moreover, farm animals represent a
quicker route to expansion in emerging mar-
kets than do the division’s other strategic
focus – medicines for pets. in developed
regions such as Europe and North America,
consumer spending on companion animals
has outpaced growth of the farm animal
segment in recent years. Despite the worst
economic downturn in decades, consumer
spending on pets in the United states was
projected to grow almost 4% in 2012 to
UsD 53 billion, according to the American
Pet Products Association.

“There is a renewed interest in the farm
animal business due to increased global de-
mand for protein,” mr. Jones said. “But we’re
also plowing the ground now, building a plat-
form so that as these emerging countries get
richer and become more interested in pets,
they will have a line of products for compan-
ion animals they can buy from us, as well.”

Full coNtrol

Following a carefully crafted blueprint,
Novartis Animal Health re-gained rights to
Denagard in strategic geographies including
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the crucial Us market, which accounts for
roughly half of worldwide sales of farm ani-
mal products. “We knew we needed full
control of marketing and sales to execute
our growth strategy and convince custom-
ers that Denagard was a better product that
provided greater value,” mr. Kamphuis said.

The division then adopted the Denagard
name as a uniform global brand, replacing a
discordant collection previously used by
distributors around the world. in another
gamble, Novartis Animal Health optimized
the pricing of Denagard in many countries to
gain market share. These price optimizations
led to increased volume and improved capac-
ity utilization at a sandoz manufacturing site
in Kundl, Austria, which helped to increase
the value of the product to Novartis.

“We also knew we needed more data to
support marketing - big, head-to-head com-
parisons demonstrating that Denagard was
more cost-efficient and produced better
results for farmers than rival products,” mr.
Kamphuis said. “it was risky because there
are so many potential variables in field
trials: differences in climate, in the way
farmers keep their animals and in the way
they use antibiotics – reflecting local tradi-
tions and husbandry systems.”

But the division’s faith in Denagard was
rewarded. in 2005 and 2006, a series of
studies in countries ranging from the United
Kingdom and Germany to china, Thailand
and Brazil confirmed that Denagard effec-
tively treated a broad range of diseases in
pigs, while providing a superior return on
investment for producers.

Denagard was available in a wide range
of formulations and presentations – including
in-feed premix; a powder and solution to mix
with drinking water for use when pigs will
drink but not eat; and an injectable formu-
lation providing rapid disease treatment in
life-threatening situations. “But we had too
much complexity in production and we
agreed to whittle down the number of for-

mulations to the ones that really added
value for customers,” mr. Kamphuis said.
“We tightened the whole business, simpli-
fied production and reduced costs.”

prudeNt choice

Tiamulin, the active ingredient in Denagard,
belongs to the pleuromutilin group of anti-
biotics that originally was isolated from two
species of fungi.

Denagard works by preventing bacteria
from assembling proteins necessary for
growth. clinical studies have demonstrated
that Denagard is highly active against patho-
gens responsible for swine dysentery, ileitis
and swine pneumonia, as well as mycoplas-
mas, major disease-causing organisms in
poultry. (in the United states Denagard is
approved exclusively for use in pigs, but
approvals in many other countries include
both pigs and poultry.)

“Denagard had an advantage in the fact
that its active ingredient was not used in
human medicine. And with new supportive
data, we were able to refocus the use of
Denagard in the therapeutic arena – for
treatment of diseases – and to expand its
use in pig production,” mr. Jones said.

Expanding the product’s positioning in
the production cycle was a strategic deci-
sion. “Denagard was being used mainly for
baby pigs due to its cost/benefit profile,” mr.
Jones said.

“Weaning is a very stressful time, when
the baby pig is just developing its own
immune system and comes off the sow’s
milk. This was the production phase where
Denagard was most strongly positioned.”

Optimizing the price of Denagard ex-
panded its use in additional production
phases, including in older pigs that suc-
cumbed to the same diseases as baby pigs.
Product acceptance further increased in 2008
when the Us team achieved improvements
to the label for use of Denagard that aligned
with today’s pork production systems.

The value of Denagard also benefited
from the regulatory approval in the United
states of concurrent use of Denagard and
chlortetracycline (cTc), another class of anti-
biotics with a complementary mode of action.
in clinical trials, the combination of Denagard
and cTc provided broad-spectrum activity
particularly valuable for treating mixed bac-
terial infections. “We happened to be there
with the right product at the right time with
new technical support information that
matched the needs of today’s pork produc-
tion systems,” mr. Jones said.

productioN pyramid

The structure of the pig production busi-
ness provided a springboard for success in
the United states and emerging markets
including china and Brazil. The industry
spans three distinct segments: first, fully
integrated international giants with opera-
tions ranging from feed and animal produc-
tion to meat processing and sales of their
own branded products. A second segment
of midsize companies focuses on feed and
animal production – but stops short of meat
processing and sales. The industry also
includes backyard farmers who each have
a handful of animals.

in the United states, for suppliers at the
top of the pig production pyramid to be
successful, dedicated sales and technical
service teams must support the global scale
of customer activities. “These integrated com-
panies choose Denagard both for the quality
of the product and the support services
Novartis Animal Health is able to provide,”
mr. Kamphuis said. “We do a lot of work with
customers about the best time to treat their
animals – and our technical support in every
market is another crucial aspect of what we
have done with the brand.”

Today china has displaced the United
states as the world’s biggest pork producing
nation, and while the Us industry is now
mostly vertically integrated, many developing
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markets are just beginning the journey toward
greater integration and consolidation. “For
this reason, the ‘go to market’ strategy in
china and many other countries needs to
match the local market needs with a mix of
Novartis Animal Health sales teams calling
on specific customers and using distribu-
tors to cover other customer segments,” mr.
Jones said. “it’s in Asia where we see the
greatest changes due to consolidation and
integration.”

key accouNt teams

As large international customers claim a
bigger and bigger share of the farm animal
business, key account teams are increasingly
important to Novartis Animal Health. charoen
Pokphand Group (cP Group), Thailand’s big-
gest agribusiness conglomerate, has influ-
enced the division’s approach to global
account management.

cP Group is expanding its core agribusi-
ness operations in more than a dozen coun-
tries. Novartis Animal Health takes a global
approach in the way it works with cP Group.
The key account team is intimately familiar
with cP Group’s strategy and priorities, and
ensures that Novartis has the appropriate
resources located in markets where cP
Group is expanding.

countries in which cP Group is expanding
include vietnam, where pork is a staple of
the local diet. “vietnam is a much smaller
country than Brazil, but they have a similar
number of pigs,” mr. Jones said. “cP has really
organized itself well around producing pigs
in vietnam, and our account management
team is providing comprehensive support.”

Looking ahead, the Denagard strategic
blueprint couldundergosomeminor changes.
One possibility includes expanding the
Denagard brand with complementary prod-
ucts also related to pig production. “There
is reason to believe we could add a few other
products to our portfolio that would com-

plement Denagard, help to maintain sales
growth and provide value to our customers,”
mr. Jones said.

However, the successful foundation will
remain intact. “We have managed to achieve
the right balance between global coordina-
tion and tailoring execution to local markets.
We provide guidelines and tools that we
believe will enhance marketing and sales,
but we don’t demand that our staff in china
do things in exactly the same way as in
Denmark, for example,” mr. Jones said.

During the past seven years, Novartis
Animal Health has made sure it has fielded
a strong and knowledgeable sales force in
key pig-producing markets around the world.
“At the same time, we told countries to focus
more time and resources on Denagard –
and we incentivized them to ensure they did
it,” he added.

“i have found over the years that people
in the animal health business are special.
They are not only passionate, but they are
in this for the long haul. There is a purpose
to all this: Either they are going to help feed
the world or help people be happier by
having healthier pets.”
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cORPORATE REsPONsiBiLiTy

We aim to improve global health. Through
our business, we make an important con-
tribution to society: We discover and develop
innovative healthcare products, targeting
unmet medical needs.

Novartis collaborates with others to help
address some of the world’s greatest health
challenges. We focus our corporate respon-
sibility work on two areas:

Expanding access to healthcare
We work to expand access to healthcare and
reach more patients with our medicines and
vaccines. We concentrate our efforts on con-
trolling and eliminating diseases such as
malaria and leprosy, pioneering new business
approaches to reach underserved patients,
and finding new treatments and adaptive
solutions to improve health in the developing
world. in 2012, these efforts reached more
than 100 million patients.

Doing business responsibly
Responsibility is a core part of our business
and underscores our purpose of caring and
curing. We care for our associates, strive to
positively contribute to the communities where
we live and work, and protect the environment.
We conduct business ethically, maintaining
a code of conduct and governance system to
ensure our associates uphold our values.

coNteNts

Expanding Access to Healthcare 67

Doing Business Responsibly 77



Indicator 2012 2011 2010 2009 2008

Economic

Net sales in USD billions 56.7 58.6 50.6 44.3 41.5

Net income in USD billions; % of net sales 9.6; 17% 9.2; 16% 10; 20% 8.5; 19% 8.2; 20%

Core Research & Development in USD billions; % of net sales 9.1; 16% 9.2; 16% 8.1; 16% 7.3; 16% 6.8; 16%

Personnel costs in USD billions; % of net sales 14.8; 26% 14.9; 26% 12.2; 24% 10.9; 25% 10.6; 26%

Taxes in USD billions; % of net income before taxes 1.6; 14% 1.5; 14% 1.7; 15% 1.5; 15% 1.3; 14%

Dividends in USD billions; % of net income attributable to Novartis shareholders 1 6.2; 65% 6.0; 66% 5.4; 55% 4.5; 53% 3.9; 49%

Cash returned to shareholders via second-line share repurchases in
USD billions; % of Group total net income 0; 0% 2.4; 26% 0; 0% 0; 0% 0.3; 0%

Share price at year end (CHF) 57.45 53.70 54.95 56.50 52.70

Expanding access to healthcare 2

Total patients reached with Novartis products (millions) 3 1 200 1 148 913 930 850

Patients reached through access to healthcare programs (millions) 101.4 89.6 85.5 79.5 73.7

Value of access to healthcare programs (USD millions) 2 051 1 784 1 544 1 510 1 259

Doing business responsibly

Full-time equivalent positions 127 724 123 686 119 418 99 834 96 717

Resignations (incl. retirements); separations; hiring (% of associates) 9; 5; 17 8; 4; 15 8; 3; 14 8; 3; 14 10; 5; 14

Women in management 4: % of management; % of Board of Directors 37%; 16.7% 36%; 18.2% 36%; 16.7% 35%; 16.7% 37%; 8.3%

Number of associate nationalities 153 153 149 144 143

Lost-time injury and illness rate (per 200 000 hours worked) 5,6 0.14 0.19 0.18 0.22 0.34

Total recordable case rate (per 200 000 hours worked) 5,6,7 0.45 0.61 0.73 0.93 1.09

Transportation-related injuries leading to lost time 5,6 37 39 49 58 77

Contact water use, excluding cooling water (million m3) 6,8 17.2 17.1 15.1 15.0 15.1

Energy use (million GJ), on site and purchased 6,8 19.3 19.3 17.5 17.0 16.9

GHG emissions, Scope 1 vehicles (1 000 t) 6,8 174 192 166 174 180

GHG emissions, total Scope 1, including vehicles, and Scope 2 (1 000 t) 6,8 1 651 1 703 1 504 1 509 1 523

Total operational waste not recycled (1 000 t), hazardous and non-hazardous 6,8 132 142 154 141 138

Active associates trained and certified
on Code of Conduct via e-learning course 9 98 175 47 499 48 137 55 793 42 740

Cases of misconduct reported; substantiated 10 1 675; 907 1 522; 842 1 236; 743 913; 541 884; 374

Dismissals and resignations related to misconduct 10 426 716 608 564 217

Total number of suppliers 11 214 754 225 500 241 365 206 155 228 769

Suppliers informed of Novartis Third-Party Guidelines
(annual sales of more than USD 100 000 and not requiring a self-declaration) 11 37 007 45 203 39 575 45 858 28 792

Suppliers to confirm key standards (self-declaration) 11 3 316 3 926 3 388 842 1 157

7 Includes all work-related injury and illness, whether leading to lost time or not
8 For details on environment see: www.novartis.com/environmental-care
9 Prior to 2012: e-Training was given to new hires only and certification was only required from
all US associates as well as all managers worldwide

10 Figures of previous years have been updated to reflect completion of outstanding investigation
11 Figures for 2012 exclude data for countries where a new Responsible Procurement Program

Pilot has been implemented

1 Dividend payment 2012: proposal to the 2013 Annual General Meeting
2 See table on page 73 for additional detail
3 2012 number not fully comparable to previous years due to methodology changes
4 Management defined locally. Data source % of management: FirstPort (Local Mgmt.Flag) as of
December 2012

5 Excludes data for contractors
6 Alcon data included in Group figures from 2011 onwards
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corporate respoNsiBility key perFormaNce iNdicators
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Expanding Access to Healthcare

The primary objective of corporate respon-
sibility programs at Novartis is to steadily in-
crease the number of patients reached with
medicines, vaccines and other products from
our unique and broad healthcare portfolio.

Novartis has been a leader in access to
healthcare for many years, based mainly on
philanthropic and not-for-profit programs.
yet the number of underserved patients
greatly exceeds the capacity of corporate
philanthropy, and there is an increasing
interest in shared value business models to
complement ongoing philanthropic and
zero-profit initiatives.

Financially sustainable shared value pro-
grams align societal and business ambitions
– enhancing access to healthcare among
underserved groups and at the same time
enabling large-scale, long-term engagement
by Novartis.

One example is Arogya Parivar, a com-
mercial model developed to address health
needs of impoverished people in rural vil-

lages of india. Arogya Parivar (“healthy
family” in Hindi) caters to more than 40 mil-
lion people in 33 000 rural villages across
india; social impact and business growth
go hand-in-hand.

Health educators from Arogya Parivar
raise awareness about healthcare, hygiene
and nutrition, and revenues from the sale of
corresponding Novartis products cover the
cost of these activities. The model expanded
to Kenya and vietnam in 2012 and is being
expanded to indonesia, Nigeria and Ghana
in 2013.

Philanthropy remains indispensable to
reach those in circumstances of abject pov-
erty and unmet medical need. since 2000,
Novartis has worked with the World Health
Organization (WHO) to provide free treatment
to leprosy patients, helping to cure more
than 5 million people worldwide. in 2012,
we agreed to extend donations of multidrug
therapy through 2020, and expect eventually
to reach about 850 000 patients.

expaNdiNG access to healthcare

News iN 2012

Novartis extends collaboration with WHO to end leprosy. Through the Novartis Foundation for sustainable Development (NFsD),
Novartis continues to provide free multidrug therapy for all leprosy patients.

With the zambian government, generics division sandoz expands healthcare access by supplying quality medicines to Health shops,
which are the primary healthcare providers in rural areas.

Deliveries of antimalarial treatments without profit hit 500 million, including 100 million child-friendly treatments. sms for Life,
which uses sms messages to track antimalarial stocks at public health facilities, expands across Africa.

Alcon supports 800 medical missions in more than 90 countries, restoring vision for 54 000 people who do not have regular
access to eye care.

After 10 years of the Glivec international Patient Assistance Program (GiPAP) and four years of Novartis Oncology Access, nearly
50 000 patients are reached through these programs.

Novartis social Business Group launches social business models Familia Nawiri in Kenya and cung song Khoe in vietnam, aiming
to expand access to healthcare for people living at the bottom of the economic pyramid.

NFsD and partners mark 10th anniversary of REPssi (Regional Psychosocial support initiative), helping more than 5 million Hiv/AiDs
orphans and vulnerable children across sub-saharan Africa cope with loss.
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a leader iN malaria coNtrol aNd elimiNatioN

Novartis is a leader in the global effort to
control and eliminate malaria. Over the past
decade, to ensure that effective treatment
reaches patients, the Novartis malaria initia-
tive has provided our antimalarial, Coartem,
without profit to public healthcare systems
in malaria-endemic countries as part of a
groundbreaking, public-private partnership
with WHO.

Launched in 2001, Coartem was the first
approved artemisinin-based combination
therapy (AcT), the most potent class of anti-
malarial medicine available. in 2009 Novartis
launched Coartem Dispersible, the first pedi-
atric AcT, developed jointly with medicines
for malaria venture. To date, more than 500
million treatments have been delivered to
more than 60 malaria-endemic countries.

still, only one in three patients treated
for malaria in sub-saharan Africa receives
an AcT. To further enhance access to AcTs,
the Novartis malaria initiative is exploring
new ways to improve distribution through
the private sector – without the support of
donor subsidies.

Working with other partners, under the
umbrella of the Roll Back malaria Partnership,
Novartis also helped develop sms for Life, a
tool to improve supply chain management
and forecasting. Today, in line with its com-
mitment to innovate and continue leading
the fight against malaria, the Novartis malaria
initiative is extending its commitment to en-
hance access to affordable, quality-assured
antimalarials through the private sector.

“The long-term objective of Novartis is to
help eliminate malaria,” said Linus igwemezie,
Head of the Novartis malaria initiative. “you
can only achieve elimination if you also
address the needs of the huge proportion of
patients who seek care through the private
sector.”

While poverty and disease remain major
challenges, many parts of Africa have wit-
nessed a dramatic economic expansion over

the past decade. it is estimated that 625 mil-
lion antimalarial treatments are bought each
year in the private sector of endemic coun-
tries – yet obsolete or substandard medi-
cines constitute a large proportion of the dis-
pensed treatments. in an effort to provide
these patients with quality-assured AcTs,
Novartis is extending differential pricing of
Coartem and Coartem Dispersible with the
aim of enhancing access for this growing
middle class.

To ensure tight control of quality and
pricing, Novartis is working with a small
number of distribution partners. The partners
have experience in access programs and
also share our goal of making affordable,
quality medicines more accessible. As part
of this effort, Novartis intends to train staff
in pharmacies and retail outlets in appropri-
ate diagnosis and treatment of malaria.

A pilot program in the private sector was
launched in malawi in 2012. Eight additional
countries selected for rollout (Nigeria, Kenya,
Uganda, Tanzania, zambia, Rwanda, Ghana
and Ethiopia) were chosen based on multiple
criteria including high unmet medical need;
lack of access to quality AcTs in the private
sector; or low access to AcTs through public
health systems.

stayiNG oNe step ahead oF the parasite

malaria is a parasitic disease and, by defi-
nition, parasites always adapt and build
resistance against available treatments. it
is just a question of time.

“it is very important to keep one step
ahead of the parasite and provide innovative
treatments to support elimination efforts,”
said Thierry Diagana, Ph.D., Head of the
Novartis institute for Tropical Diseases in
singapore.

Even though the overall efficacy of AcTs
is not yet affected, studies in southeast Asia
have shown the first signs of delayed
response to treatment. Patients are still
being cured – but it takes longer.
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Novartis is working toward a new break-
through in the fight against malaria, which
kills a child every 60 seconds. “We are partic-
ularly excited about our two new drug candi-
dates because, if successfully developed,
they would be the first new antimalarials in
many years not belonging to the artemisinin
class, and provide a completely new option
to treat the disease,” mr. Diagana added.

The first compound, known as KAE609,
is currently in Phase ii clinical testing. it is a
so-called spiroindolone molecule that rap-
idly and potently kills malaria parasites.

in 2011, Novartis researchers reported
the discovery of another new class of dual-
acting compounds known as imidazole piper-
azines (izPs) that target the parasite at both
the liver and blood stage of its reproductive
cycle. scientists believe that future antima-
larials will have to work against both blood
and liver stages, and the lead candidate in
the Novartis izP program is now in Phase i
clinical trials.

douBle BurdeN oF disease

While infectious diseases remain the biggest
killers in developing countries, the pattern
of disease is changing. increasingly, sub-
saharan Africa faces a “double burden of
disease” with prevalence of noncommuni-
cable diseases rising. Data indicate that
Africans have the highest incidence of ele-
vated blood pressure in the world and
the number of strokes is expected to reach
epidemic levels in coming years.

Access to healthcare for millions of
Africans is restricted by physical barriers,
such as poor transportation, but limited
capacity and capabilities of healthcare
systems are another major obstacle. Africa
has two physicians and nine hospital beds
per 10 000 people; the corresponding figures
in Europe are 33 physicians and 62 beds per
10 000 people. Epidemiological data is poor,
which affects planning and resource alloca-
tion in public health systems.

The shortage of specialists is even more
dramatic. zambia, for example, has an esti-
mated 900 physicians to serve a population
of 13 million people. Only one zambian
physician in seven has specialist training.

Novartis is providing platforms to help
improve capabilities by investing in greater
awareness, earlier detection and better early
management. These initiatives aren’t always
targeted at physicians – they involve nurses
or community health workers on the ground.

“Our most important work in this arena
is to discover new medicines. But to be
effective, we also need to think about train-
ing and how to get existing medicines to the
right patients,” said mark c. Fishman, m.D.,
President of the Novartis institutes for Bio-
medical Research (NiBR) and member of the
Executive committee of Novartis.

“We are offering scientists from develop-
ing countries training at NiBR research hubs
in Basel, switzerland and in cambridge,
massachusetts in the United states. And some
of our own scientists are going to countries in
the developing world to participate in train-
ing there,” Dr. Fishman added. “This is a very
important part of building expertise in these
regions and encouraging scientists from
these areas to come and collaborate with us.”

Novartis is sponsoring African health-
care scientists in a master’s degree program
in clinical epidemiology at the University of
stellenbosch in cape Town, south Africa.
Assessing the prevalence of major noncom-
municable diseases in countries and local
communities is a major challenge. “Right
now those data are next to impossible to
obtain,” said Patrice matchaba, m.D., Global
Head of Development Operations at the
Novartis Pharmaceuticals Division.

During the master’s degree program, a
team of Novartis scientists travels to
stellenbosch University and serves as
faculty for subjects ranging from the science
of epidemiology to modeling and simulation
and specialized pharmaceutical statistics.

There are currently 30 students in the
program, drawn from a number of different
countries. “These students are not bound
by any ties to Novartis,” Dr. matchaba said.
“We believe most of the participants will
return home, find positions with their
national ministry of Health and begin work
to provide the epidemiological data that are
urgently needed.”

“Next GeNeratioN” scieNtists

in 2011, Novartis launched the Next
Generation scientist Program to support
drug discovery and clinical research in
developing countries. in 2012, 21 interns
from 10 countries, including Brazil, vietnam,
Ethiopia and south Africa, spent three
months in Basel under mentorship of
Novartis scientists.

interns are university graduates and pro-
spective scientists already embarked on
post-graduate studies. interns work on drug
discovery and clinical research projects, and
interactions with mentors provide a plat-
form for Novartis scientists to learn about
healthcare challenges in diverse parts of
the world.

The program epitomizes partnerships
between African research institutes and the
private sector. Each of the first two cohorts
of interns has included a scientist from the
Drug Discovery and Development centre
(H3-D) at the University of cape Town, south
Africa. H3-D is Africa’s first integrated drug
discovery and development institute.

Professor Kelly chibale, Ph.D., Director of
H3-D, has worked closely with Novartis to
identify projects for interns to help plug local
technology and skill gaps. “The attraction of
the Next Generation scientist program goes
beyond the individual intern; for us it’s about
building an institution,” mr. chibale said.

He emphasized the importance of ad-
dressing a problem that has long bedeviled
African science. “simply sending people to
Novartis or European universities provides
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no continuity when people return – what do
they come back to? interns returning to
H3-D continue to work on the same project
and with some of the technical infrastruc-
ture they saw at Novartis.”

The relationship with Novartis has been
further strengthened with the establishment
of a Global Health sabbatical Program by
NiBR. During the sabbaticals, Novartis
scientists travel to south Africa and remain
at H3-D for several weeks.

“These Novartis scientists will be able to
train more people at our center than just a
single intern. And by doing it in our environ-
ment – with our infrastructure – they will get a
better understanding of what we are dealing
with, and they can advise us better,” mr.
chibale added. “This is about building sus-
tainable programs and relationships to learn
from people who have done it before.”

ceNter oF excelleNce

since 2009, Novartis has worked with
Kenyatta National Hospital in Nairobi, Kenya
to establish a center of excellence for kidney
transplantation. Rising incidence of diabetes
and hypertension, and poor treatment avail-
able for both disorders, is leading to a sharp
increase in end-stage kidney disease.

Kenya has a severe shortage of dialysis
machines and treatment centers. Access to
dialysis is limited to wealthy individuals
who often also have the alternative of trav-
eling abroad for kidney transplants. Unmet
need is immense and is expected to con-
tinue to grow, so offering transplants locally
could help ease some of the strain on local
dialysis capacity.

The project, known as interlife, has
included training in spain for Kenyan doc-
tors as well as on-site training at Kenyatta
Hospital supervised by spanish transplant
specialists. The first two volunteer trainers
were Antonio Alcaraz, m.D., Head of the
Urology Department at the Hospital clinic

Barcelona, and Federico Oppenheimer, m.D.,
Head of the Nephrology Unit at the same
institution. “For all their previous contribu-
tions to the evolution of transplantation in
spain, they realized the huge impact on pub-
lic health they could have in a developing
country,” said maria sotomayor Ruiz, a
Novartis spain associate and project man-
ager for the interlife initiative.

Today, Kenyatta Hospital performs
approximately 30 kidney transplants per
year. more than a dozen spanish physicians
have joined Dr. Alcaraz and Dr. Oppenheimer
as mentors.

in 2013, Novartis plans to expand the
interlife program to Nigeria, with the sup-
port of transplant specialists from Brazil.
Novartis pays for travel to and from Brazil
plus expenses but the visiting physicians
don’t receive compensation. “The doctors
from Brazil supporting our program in
Nigeria come because they want to get to
know Africa and help people in great need
of care. it is good to take part in this kind of
collaboration outside your own country –
everyone gains at the end of the day,” said
Nathalie cretin, m.D., Ph.D., Regional medi-
cal Director for Novartis Pharmaceuticals.

cross-divisioNal iNitiatives

Dr. Fishman has been the driving force
behind initiatives in zambia aiming to im-
prove access to care for asthma, hyperten-
sion and rheumatic heart disease patients.

During a visit in 2010 to the University
Teaching Hospital in zambia’s capital, Lusaka,
Dr. Fishman discovered that diagnosis and
treatment of asthma lagged international
standards of care. One reason was a deep-
seated cultural aversion to use of inhaled
medicines: many patients associate inhaled
therapy with illicit narcotics and fear they
will become addicted.

sandoz, the generics division of Novartis,
agreed to donate medicines, but health
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authorities demanded an epidemiology
study to prove the existence of asthma in
zambia. Those studies are nearing comple-
tion, and results to date confirm a high prev-
alence of asthma in the country.

in parallel with the ongoing epidemio-
logical studies, Novartis and the University
Teaching Hospital of Lusaka began a training
initiative called zambora, modeled on the
interlife project in Kenya. in 2011 and 2012,
a large group of asthma specialists from
spain traveled to zambia to support three
workshops per year at 11 primary care med-
ical centers in Lusaka. The workshops intro-
duce basic information about the disease,
diagnosis and management. in addition,
healthcare professionals from zambia have
visited five hospitals in spain for further
education.

Regulatory authorities have approved
inhaled treatments, and Novartis agreed to
donate medications for the first 18 months
of the zambora program and subsequently
provide the drugs at no profit.

The training programs are planned to
continue during 2013. Novartis and the
University Teaching Hospital of Lusaka also
are planning an audit to gauge improvement
in diagnosis and treatment.

in addition to these efforts, physicians
from NiBR conducted trainings in zambia
on diagnosis and treatment of hypertension
during 2012.

meanwhile, Dr. Fishman has another dis-
ease in his sights. One of the biggest killers
of zambian children between 5 and 15 is
rheumatic heart disease, a condition easily
controlled with antibiotics and virtually un-
known in developed countries. “it is a disease
children can get after a sore throat. it can
be treated with a single shot of penicillin, but
in zambia penicillin isn’t widely available.”
Dr. Fishman explained.

Health authorities again have insisted on
an epidemiological study to confirm the
prevalence of the disorder. NiBR scientists
are working with local counterparts to
design the study, and sandoz will supply
penicillin. “By working together, we believe
that we might be able to eliminate rheumatic
heart disease in zambia,” Dr. Fishman said.



NOVARTIS ACCESS TO HEALTHCARE PROGRAMS 2012

Research & Development
Value 2

Program Strategic objective FTEs 1 (USD millions)

Novartis Institute for Tropical Diseases Discover and develop effective and affordable treatments 104 15.7
for major tropical diseases, such as malaria, dengue fever
and African sleeping sickness

Novartis Vaccines Institute for Global Health Discover and develop effective and affordable vaccines 34 7.7
to prevent infectious diseases prevalent in developing
countries, such as typhoid

Novartis Institutes for BioMedical Research Discover and develop novel and affordable treatments for 47 10.6
neglected disease programs infectious diseases prevalent in developing countries, such

as Chagas disease, leishmaniasis and infectious diarrhea

Total 185 34.0

Patient assistance
Patients reached Value 3

Program Strategic objective (thousands) (USD millions)

Novartis Patient Assistance Foundation, Inc. Assist patients experiencing financial hardship, without 100.0 500.0
private or public prescription coverage for their medicines (US)

Glivec patient assistance Ensure access to Glivec – where needed and possible – 52.3 1 036.2
for patients with rare cancers who cannot afford the drug

Tasigna patient assistance Expand access to Tasigna for patients with rare cancers 3.1 92.3
through Novartis Oncology Access

Exjade patient assistance Expand access to Exjade for more patients with thalassemia 6.4 26.0
and sickle cell diseases, in more places

Alcon medical missions 4 Provide traveling medical teams with Alcon products 712.2 41.2

Alcon US patient assistance Assist patients experiencing financial hardship 19.4 17.9
by providing Alcon products

Malaria/Coartem Provide Coartem without profit for public sector use 99 799.9 281.7

Leprosy (WHO) Contribute to the global elimination of leprosy by providing 266.1 4.8
multidrug therapy (MDT) to all patients through WHO

Tuberculosis Provide fixed-dose combination tablets to 97.3 2.5
all adult category l and lll patients in Tanzania

Fascioliasis/Egaten 5 Provide Egaten free of charge to treat fascioliasis 178.5 0.1
and paragonimiasis

Emergency relief (medicine donations) Support humanitarian organizations to enable them – 0.2
to help people with first aid activities 3

Total 101 235.2 2 002.9

Health systems strengthening
People reached Patients reached Value 2

Program Strategic objective FTEs 1 (thousands)6 (thousands) (USD millions)

Novartis Foundation for Improve access to quality healthcare and social services for 7 4 649.3 – 10.6
Sustainable Development poor people in developing countries through project work,

think tank and stakeholder dialogue

Novartis research Educate the next generation of scientists and clinicians and 4 0.5 – 3.5
capacity-building programs improve research infrastructure in the developing world

Social Business: 7 Improve healthcare and medicine access in villages 563 2 565.9 248.1 –
Arogya Parivar, Familia Nawiri of developing countries for poor patients

Total 574 7 215.7 248.1 14.1

Grand total 759 7 215.7 101 483.3 2 051.0

1 Full-time equivalent positions and contractors
2 Operating costs
3 Wholesale acquisition cost (WAC) plus logistics costs for some programs
4 Retail value for surgical products

5 Manufacturing costs
6 Via training and service delivery
7 People reached via training

For more information, updates and details on calculation methodology on access to healthcare programs, please see www.novartis.com/access
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corporate respoNsiBility: key tarGets aNd results For 2012 aNd key tarGets For 2013

access to healthcare

targets 2012 results 2012 targets 2013

complete rollout of Coartem and Coartem Dispersible
under Phase i of AmFm. Further expand access to
Coartem and Coartem Dispersible in select malaria-
endemic countries.

more than 95 million Coartem treatments, including
55 million Coartem Dispersible treatments, were
provided to the public sector and under Phase i of
AmFm. Access to Coartem and Coartem Dispersible
was further expanded in the private sector in nine
malaria-endemic countries.

continue to expand access to Coartem and Coartem
Dispersible through new channels driven by the
private sector in select malaria-endemic countries.

improve Arogya supply chain efficiency for remote
villages by appointing direct distributors.

Eighty Arogya cells (30%) had direct distributors
serviced from Novartis india warehouses, im-
proving services and availability of medicines in
remote areas.

increase direct distribution to 50% of network.
Expand Kenya pilot from three to 20 cells covering
1 000 villages, and increase portfolio to 15 medi-
cines covering four additional disease areas. Expand
vietnam pilot from four to 20 cells. initiate pilots in
indonesia, Nigeria and Ghana.

Research & Development

Enter Phase iia proof-of-concept (POc) with
KAE609 (formerly NiTD609) and Phase i with
KAF156. Develop process for vaccine for non-
typhoidal salmonella. Pilot scale GmP manu-
facture of shigella vaccine.

Antimalaria spiroindolone compound KAE609
successfully completed clinical POc study, Phase ii
clinical testing against Plasmodium falciparum and
vivax malaria is underway. Antimalaria imidazolo-
piperazine compound KAF156, active against liver-
and blood-stage malaria, was tested in humans
and Phase i clinical testing (POc) was initiated.
Lab scale process was developed for nontyphoidal
salmonella vaccine; in preclinical studies, proto-
type showed activity against the two main sero-
types in Africa. Pilot scale GmP production process
was developed for shigella vaccine and GmP bulk
antigen was produced by late 2012.

successfully complete clinical POc study for
KAF156. identify new preclinical compound to
eradicate liver-stage infection of Plasmodium vivax.
continue Phase ii clinical testing for KAE609
against Plasmodium falciparum and vivax.

partNerships

targets 2012 results 2012 targets 2013

collaborate with key patient groups to spur govern-
ment and employer action on cOPD early diagnosis
and treatment. collaborate with ms groups to
improve standards of diagnosis and management
of ms. Advocate for, and provide better training for,
diabetes nurses. Follow up on agreed actions to con-
solidate global advocacy initiative for gout patients.

The “cOPD Uncovered” survey, supported by the
cOPD Foundation (patient group), Education for
Health (nurse organization) and iHPm (employer
organization), was used to increase awareness
among policymakers. The European ms Patient
Group helped coordinate ms Nurse PRO, a nurse
training curriculum for the European Union. Follow-
ing a diabetes nurse training workshop chaired by
iDF Europe, outcomes were shared during an EU
diabetic macular edema symposium at the Foun-
dation of European Nurses in Diabetes (FEND).
Held first advisory board for gout patient advocacy
groups seeking support for better access to new
treatments.

Work with patient community to help change atti-
tudes toward and understanding of cOPD. Encourage
better disease awareness and education for derma-
tological conditions such as psoriasis. support the
global Heart Failure coalition to increase under-
standing of the burden of disease, economic impact
and treatment options. improve knowledge of what
life is like with ms and help patients connect to
exchange experiences. Organize stakeholder dia-
logues in New york and Geneva on improving access
to quality healthcare. intensify efforts to build a
multi-stakeholder initiative to eliminate leprosy.

traNspareNt reportiNG

targets 2012 results 2012 targets 2013

Release 2011 UNGc communication on Progress.
Release 2011 Novartis GRi report at a high appli-
cation level. consistently update online csR com-
munications.

2011 UN Global compact communication on Prog-
ress was released in march 2012. 2011 GRi report
received application level A+.

conduct materiality analysis of corporate responsibil-
ity issues, risks and opportunities, and incorporate
results into decision-making and 2014 planning.

For a full list of current Novartis targets and results, please see www.novartis.com/2013targets

2 | GROUP RE v iE W 17 | HE A LTHc A RE P ORTFOL iO 6 5 | c o r p o r at e r e s p o N s i B i l i t y 87 | c ORP OR ATE GOv ERN A NcE 121 | c OmPE Ns AT iON REP ORT 147 | F iN A Nc iA L REP ORT

Key Targets and Results for 2012 and Key Targets for 2013



76 N ovart i s G r ou p aNN ua l r e po r t 2 01 2



77

in addition to expanding access to health-
care, Novartis is committed to other impor-
tant areas of corporate responsibility – from
environmental protection and employee
health and safety to establishing transparent,
ethical corporate standards and policies.

The cornerstone of responsible business
conduct at Novartis is our commitment to
the United Nations Global compact, an ini-
tiative that supports a set of core values in
the areas of human rights, labor standards,
the environment and efforts to combat
corruption. Novartis was one of the first
signatories to the Global compact and set
concrete, action-specific targets, defined
performance indicators, and integrated
measurement into existing systems and
working practices.

Novartis strives to maintain a culture of
safe behavior and on-site health promotion
as well as a high level of employee engage-
ment, sustaining a positive working environ-
ment for our associates. Novartis conducts
a Global Employee survey every two years
to highlight strengths as well as opportu-
nities for improvement.

Reducing environmental impact on the
planet – in particular tight control of green-
house gas emissions and energy efficiency
– is not only important for Novartis but crit-
ical for society and future generations. We
strive to operate in a manner that is environ-
mentally sustainable and responsible
toward stakeholders.

reduciNG GreeNhouse Gas emissioNs

2012 was a year of reckoning for efficiency
of energy use by Novartis.

in 2005, the Executive committee of
Novartis set a greenhouse gas target for the
Group by voluntarily adopting the principles
of the Kyoto Protocol. That commitment
called for reducing on-site cO2 emissions
from the 1990 level by 5% by 2012. Energy
efficiency has improved significantly during
the past seven years, and combined with
forestry projects, has enabled Novartis to
attain its 2012 Kyoto target.

significant improvements in energy effi-
ciency at plants in Europe also have enabled
Novartis to satisfy requirements of the
European Union’s “cap and trade” legislation.

doiNG BusiNess respoNsiBly

News iN 2012

Novartis scores high in industry rankings, outperforming all other pharmaceutical companies in Fortune’s “World’s most Admired
companies” and Barron’s “World’s most Respected companies” surveys. Novartis receives sAm Gold class award, and is included
in Dow Jones sustainability World and FTsE4Good indices.

Novartis partners with TED – a not-for-profit group formed to disseminate “ideas worth spreading” – to engage stakeholders in
improving healthcare in Africa through live and online brainstorms at TEDGlobal in scotland and Novartis campus in switzerland.

Novartis Be Healthy initiative, introduced in 2011, expands to include more than 95% of Novartis Group company associates worldwide,
promoting healthy behaviors and providing access to key personal health metrics.

Novartis Environment and Energy Awards recognize projects that improve our environmental footprint. Of 179 projects submitted,
more than 140 are completed, achieving cost savings of UsD 21 million and reducing waste, water use and cO2 emissions.

supreme court of india holds full hearing on the Glivec patent case from september to December 2012. Novartis seeks clarity on
indian patent system, and more than 95% of Glivec patients in india receive medicine free through the Glivec international Patient
Assistance Program.
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ASSOCIATES BY REGION AND SEGMENT AS OF DECEMBER 31 1

Canada and Asia/Africa/
United States Latin America Europe Australasia Total

2012 2011 2012 2011 2012 2011 2012 2011 2012 2011

Pharmaceuticals 11 352 12 869 4 569 4 557 26 784 26 338 18 563 16 763 61 268 60 527

Alcon 9 472 9 347 1 960 1 794 7 629 7 410 4 813 4 436 23 874 22 987

Sandoz 2 066 1 442 2 618 2 532 16 403 15 595 4 748 4 808 25 835 24 377

Vaccines and Diagnostics 1 553 1 530 116 114 3 931 3 676 791 802 6 391 6 122

Consumer Health 1 880 1 797 1 016 890 3 583 3 567 2 273 2 036 8 752 8 290

Shared services 107 124 9 25 224 281 22 52 362 482

Corporate 274 133 21 25 874 686 73 57 1 242 901

Total 26 704 27 242 10 309 9 937 59 428 57 553 31 283 28 954 127 724 123 686

1 Full-time equivalent positions at year end.
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By contrast with other major companies,
Novartis has not purchased emission
allowances to achieve the European Union’s
requirements, and Group companies actu-
ally currently hold a surplus of emission
allowances.

Along with increasing the efficiency of
energy used in existing operations and
adopting renewable energy sources where
feasible and economically attractive, the
highlight of the Kyoto program at Novartis
has been forestry carbon-offset projects in
Argentina, mali and china. carbon seques-
tration, the uptake of carbon dioxide by trees
as they grow and mature, is an environmen-
tally friendly complement to other ongoing
initiatives to reduce cO2 emissions. These
projects also have positive social benefits
with local communities.

Afforestation projects are challenging. A
fire during 2012 destroyed about 23 hect-
ares of the plantation in Argentina. in the
West African republic of mali, local farmers
planted jatropha bushes and fruits that are
transformed to renewable biofuel. some of
the early plantings died, and replantings
have delivered a lower volume of carbon off-
sets than originally expected.

Nonetheless, the jatropha project has
been recognized as the first agroforestry
project validated as a voluntary carbon stan-
dard. importantly, farmers grow jatropha

side by side with food crops like beans, pea-
nuts, corn or sorghum. The jatropha bushes
provide shade and protection from wind, as
well as soil enrichment for food crops.

“mali is at least as much a social project
as an environmental one, and our project in
china involves communities and enhances
biodiversity, as well as reducing cO2 emis-
sions,” said Keith saveal, Head corporate
Health, safety, Environment and Business
continuity at Novartis.

Looking ahead, Novartis has set new
targets for greenhouse gas emissions for
2015 and 2020, compared with the baseline
year 2008. The new targets will be more
demanding than the initial Kyoto commit-
ment. The largest source of greenhouse gas
emissions at Novartis is purchased energy
– primarily electricity – and these emissions
are included under the new targets.

“The drive for energy efficiency and our
commitment to climate control is not finished,”
mr. saveal said. “We have even more stringent
commitments for the future. These are abso-
lute numbers – not expressed as a percent-
age of sales or some other relative target.”

GloBal driver saFety

Novartis associates drive millions of kilome-
ters every year on business, and traffic acci-
dents were the second-biggest component
in the Group’s lost-time injury and illness

rate (LTiR) as recently as 2011. Fleet safety
programs have helped to reduce the number
of serious accidents resulting in lost working
time in recent years.

Novartis Pharmaceuticals corporation
in the United states was a forerunner, rolling
out a fleet safety program in 2008. Under
the sAFE Fleet Program, drivers complete
online training programs, promoting safe
driving techniques. Performance metrics for
number and type of accidents, driver ratings
and training completed are tracked closely;
since 2008, the number of accidents and
incidents involving Us Novartis drivers has
declined by 38%.

in 2012, Novartis further strengthened
driver safety programs outside the United
states. A global driver safety e-learning tool
was introduced to provide even more rigor-
ous training for thousands of associates
around the world. The program includes
video-based e-learning in which drivers
encounter real-life simulations on their own
roads, in their own language. Each driver has
to complete six training modules every year.

The new driver safety program was
piloted by drivers from sandoz and the
Pharmaceuticals Division in mexico, as well as
sandoz associates in Poland. Both countries
registered a sharp decline in the number of
accidents, contributing to continued reduc-
tion in Group-wide LTiR during 2012.
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The framework for leadership fosters
behaviors that will benefit all Novartis asso-
ciates, not only leaders. One distinctive
dimension is a heightened focus on self-
awareness – understanding one’s own
impact, and using feedback and reflection
to refine skills. This element is a focus of
mentoring programs that serve as a com-
plementary tool for development of leader-
ship and interpersonal skills.

“in all mentoring programs people have
the opportunity for self-reflection and to
learn more about themselves – how to ask
for and take feedback, and how to act on this
feedback to change their behavior,” said
Juergen Brokatzky-Geiger, Ph.D., Group Head
of Human Resources and member of the
Executive committee of Novartis. “Keeping
up the momentum on mentoring supports
our commitment to our people and sustains
personal growth and engagement.”

chaNGe maNaGemeNt

Leaders also have an important role to play
in managing change successfully. “Our
industry is going through significant change
right now, which can cause uncertainty,”
mr. Jimenez said. “But changes can also
open doors to better ways of working and
new opportunities for growth. When man-
aged well, i believe change can be a positive
experience for us and for all those we serve.”

The latest Global Employee survey sig-
naled a need to improve change manage-
ment at Novartis. Associates can feel over-
whelmed by the scale and accelerating pace
of change, and respondents also asked for
more prioritization as well as sufficient
training and involvement of associates.

in 2012, a common methodology was
rolled out in several parts of Novartis to
help understand, implement and manage
change, as well as to track the impact of
changes on our people. The “changeEx”
model is a disciplined and people-centric
approach that highlights critical success

“We continue to make significant prog-
ress in driver safety,” mr. saveal said. “This
is about taking responsibility for our own
people, particularly associates in the sales
force. so far we have more than 10 000
drivers around the world in state-of-the-art
fleet safety programs.”

developiNG Great leaders

in 2012, Novartis introduced a leadership
framework designed to ensure that Novartis
leaders have the right skills to manage in an
increasingly complex market environment.
This framework will serve as a backdrop for
development programs and define a clearer
path for associates to follow for personal
and career development.

“i believe great leaders need to balance
three elements: leading themselves, leading
their teams and leading the business,” said
Joseph Jimenez, chief Executive Officer
and member of the Executive committee
of Novartis.

“Being a good leader starts with being
able to manage yourself. it means being
authentic and aware of how your actions affect
others. it also means continually challenging
yourself to learn and develop, and to have the
relentless will to deliver superior results. Great
leaders also act with the highest integrity –
leading with both courage and humility.”

Leading a team, mr. Jimenez added,
means inspiring and empowering others to
excel. “it also means developing the people
and teams, and encouraging collaboration
across the company for shared success.”

Leading the business involves defining
how you will compete in your sector to win
against the competition. it involves setting
a strategy that is clear for the organization,
and giving each associate a line of sight to
their role in delivering that strategy. “most
importantly, leaders need to set a clear
direction for sustainable growth, building
upon patient and customer insights to drive
innovation,” mr. Jimenez said.
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factors. For example, a clear, concise descrip-
tion of what will change helps to set consis-
tent expectations. Leaders need to explain
the case for change, including the conse-
quences of not changing, and to outline spe-
cific actions – who does what, and by when.
critically, every associate must receive the
right training. We now have a community of
change Practitioners who work alongside
business leaders and project managers to
ensure we are managing a change process
that will lead to greater likelihood of realiza-
tion of long-term business benefits of any
major change.

To further build leadership capabilities,
mr. Jimenez and the Executive committee
of Novartis are playing an active role in ini-
tiatives to develop future leaders in fast
growth markets. LEAD, a specialized lead-
ership program sponsored by mr. Jimenez,
focuses on developing strong country-
based talent, combining local business
expertise with a global perspective. in its
initial year, LEAD was targeted to BRic
countries (Brazil, Russia, india and china).
in 2012, participation was expanded to
include 10 additional growth markets.

Over a 12-month period, LEAD partici-
pants work together in small teams on
business-critical projects, led by members
of the Executive committee of Novartis.
Throughout the program, participants
receive intensive coaching, mentoring and
career development interventions.

iNvestiNG at the Grass-roots level

At the same time, Novartis is investing
aggressively at the grass-roots level to build
the next generation of commercial and
scientific leaders in fast-growing markets,
particularly Asia-Pacific and Latin America.

According to Rainer Boehm, Head
Region AmAc (Asia, middle East and African
countries) for Novartis Pharmaceuticals,
emerging markets will account for more
than half of the division’s sales growth over

the next five years. Across the AmAc region,
country organizations have formulated five-
year transformational growth plans, focusing
on what mr. Boehm calls “down-to-earth
operating necessities. countries are deciding
which sectors we need to be in, what capa-
bilities we need to build, what new jobs we
need to create, and what kind of talent we
need to hire.”

The rapid pace of growth in AmAc coun-
tries is compressing the timetable for evo-
lution of Novartis organizations in emerging
markets. These organizations often begin as
representative offices, operating in collab-
oration with a local distributor. The middle
East represents a significant population,
and a large and expanding pharmaceutical
market, mr. Boehm said.

in saudi Arabia, for example, the govern-
ment is aggressively promoting develop-
ment of a domestic pharmaceutical sector
as a complement to the nation’s flagship oil
and gas industry. During 2012, Novartis
upgraded its local organization in saudi
Arabia from a representative office to a
full-fledged country pharmaceutical organi-
zation. The move will lead to significant
investment but also will require new capa-
bilities. Under an agreement with the saudi
government, Novartis will steadily increase
the proportion of saudi nationals in the new
country organization. This underscores the
commitment of Novartis to provide employ-
ment opportunities and invest in expansion
of a skilled workforce.

state-oF-the-art productioN

saudi Arabia is not an isolated case: Novartis
is playing a key role in ambitions to develop
national healthcare industries across the
Asia-Pacific region, including investments
unveiled during 2012 to further strengthen
links between Novartis and singapore.

For example, Alcon, the eye care division
of Novartis, opened a new site in singapore
for production of ophthalmic solutions and

suspensions. in a separate accord, Novartis
and singapore’s Economic Development
Board announced a five-year extension of
support for the Novartis institute for Tropical
Diseases (NiTD), the singapore-based re-
search center focusing on “neglected” infec-
tious diseases. Novartis also announced plans
in 2012 to construct a state-of-the-art bio-
technology production site in singapore.
The new facility will focus on manufacturing
based on cell-culture technology, and will com-
plement rapid expansion in china and india.

The concentration of four Novartis man-
ufacturing sites in singapore has spurred
yet another leadership development initia-
tive – this time focused specifically on tech-
nical operations, or TechOps. A new Novartis
TechOps Academy, expected to open in
2013, will offer talented associates a fast
track into the global technical operations
network. Over five years, participants will
rotate among the singapore sites, and gain
hands-on experience in four different man-
ufacturing environments, from production
of pharmaceuticals and contact lenses to
the new biologics facility.

“We believe it will be an enormously
attractive opportunity for people who want
to build a career in technical operations,”
said christopher snook, Head Group country
management and Novartis country President,
singapore. “We often speak about our sci-
entific and commercial communities and
constituencies, but it is important to build
those for manufacturing as well – especially
with quality such an important consider-
ation today.”
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NOVARTIS HEALTH, SAFETY AND ENVIRONMENT (HSE) DATA 2012

Vaccines and
Novartis Group 1 Pharmaceuticals NIBR Alcon 2 Sandoz Diagnostics Consumer Health 3

2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011

HSE personnel 494 487 212 207 32 26 58 66 121 127 36 26 22 24

Lost-time injury and illness rate (LTIR) 0.14 0.19 0.12 0.13 0.01 0.09 0.17 0.33 0.15 0.18 0.09 0.17 0.27 0.21

Total recordable case rate 0.45 0.61 0.43 0.54 0.45 0.57 0.57 0.88 0.36 0.52 0.34 0.55 0.50 0.62

Total production (1 000 t) 213 221 33 29 0 0 78 69 85 85 0.2 0.3 17 37

Contact water use (million m3) 17.2 17.1 3.9 4.1 0.6 0.6 2.8 2.7 8.3 8.3 1.1 1.0 0.5 0.4

Energy use (million GJ) 19.3 19.3 5.4 5.4 1.3 1.3 3.0 2.9 7.5 7.7 1.6 1.5 0.6 0.6

Emissions

Effluent discharge (million m3) 17.7 18.0 3.9 4.1 0.6 0.6 2.3 2.4 8.3 8.3 1.3 1.1 1.4 1.5

COD into water (1 000 t) 4.0 3.9 0.8 0.7 0 0 0 0 3.1 3.0 0 0 0 0

Sulfur dioxide SO2 (t) 47 71 8.3 3.7 0.4 0.5 2.1 2.1 35 64 0.1 0.1 0.1 0.4

Nitrogen oxide NO2 (t) 294 317 93 102 10 11 50 51 119 129 13 13 10 11

Halogenated VOCs (t) 110 147 1.0 2.1 6.8 6.8 0 0 102 138 0 0 0 0

Non-halogenated VOCs (t) 934 1 071 227 233 27 25 51 65 617 718 1.1 1.1 11 29

GHG Scope 1,
combustion and process (1 000 t) 458 462 130 136 19 17 66 63 183 189 43 39 17 18

GHG Scope 1, vehicles (1 000 t) 174 192 88 101 0.1 0.1 40 47 27 27 4.2 4.2 7.1 7.8

GHG Scope 2, purchased energy (1 000 t) 1 019 1 049 213 220 80 79 263 265 330 353 95 91 38 41

Operational waste

Non-hazardous waste not recycled (1 000 t) 41 48 6.7 7.3 1.6 1.6 5.3 6.1 8.4 8.8 16 21 3.0 3.6

Hazardous waste not recycled (1 000 t) 91 94 63 65 1.2 1.2 0.8 0.9 23 23 1.2 1.3 1.9 2.2

Non-hazardous waste recycled (1 000 t) 53 48 13 12 1.4 1.4 12 13 22 17 1.6 1.9 2.5 3.2

Hazardous waste recycled (1 000 t) 94 87 20 20 0 0 5.3 2.4 68 64 0.1 0.1 0 0

1 Novartis Group includes Novartis Corporate
2 Alcon data includes CIBA Vision, which was previously part of Consumer Health
3 Consumer Health data includes Animal Health and OTC

For more information on Health, Safety and Environment at Novartis, please see www.novartis.com/hse2012
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to the audit and compliance committee of
the Board of directors of Novartis aG, Basel
We have performed assurance procedures
to provide limited assurance on the following
aspects of the 2012 corporate Responsi-
bility (cR) reporting of Novartis AG and its
consolidated subsidiaries (Novartis Group).

suBject matter

The subject of our assurance procedures
related to the data and information disclosed
in the consolidated cR reporting of Novartis
Group for the year ended December 31, 2012
was limited to the following:
– Reporting processes with respect to the cR

reporting and cR key figures as well as the
related control environment in relation to
data aggregation of cR key figures.

– cR key performance indicators on page
66, the “Novartis Access to Healthcare
Programs 2012” figures on page 73, and the
“Novartis Health, safety and Environment
(HsE) Data 2012” on page 82 as pub-
lished in the “Novartis Annual Report
2012” (cR indicators).

criteria

The management reporting processes with
respect to the cR reporting and cR key figures
were assessed against Novartis Group inter-
nal policies and procedures, as set forth in
the following:
– corporate citizenship (cc) Policy including

cc Guidelines and the code of conduct.
– Procedures, by which cR and Health,

safety and Environment (HsE) data is
gathered, collated and aggregated
internally.

respoNsiBility aNd limitatioNs

The accuracy and completeness of cR indi-
cators are subject to inherent limitations
given their nature and methods for determin-
ing, calculating and estimating such data.
Our Assurance Report should therefore be
read in connection with Novartis Group
guidelines, definitions and procedures on
the reporting of its cR performance.

The Board of Directors of Novartis AG is
responsible for preparation and reporting
of cR information. Our responsibility is to
provide limited assurance on the results of
our work in accordance with the interna-
tional standard on Assurance Engagements
(isAE) 3000.

assuraNce procedures

Our assurance procedures included the
following:
– evaluation of the application of Group

guidelines
Reviewing application of the Novartis Group
internal cR reporting guidelines.

– management inquiry
interviewing personnel responsible for
internal reporting and data collection at
Group, divisional and local level.

– assessment of key figures
Performing tests on a sample basis of evi-
dence supporting selected HsE data con-
cerning completeness, accuracy, adequacy
and consistency.

– inspection of documentation and analysis
of relevant policies and principles
inspecting relevant documentation on a
sample basis, including Group cR poli-
cies, management reporting structures
and documentation.

– assessment of the processes and data
consolidation
Reviewing the management reporting pro-
cesses for cR reporting and assessing the
consolidation process of data at Group level.

coNclusioN

Based on our work described in this report,
nothing has come to our attention that
causes us to believe that the data and infor-
mation outlined in the subject matter as
defined above and disclosed in the cR
reporting has not been prepared in accor-
dance with Novartis Group internal policies
and procedures.

Pricewaterhousecoopers AG

Peter m. Kartscher Raphael Rutishauser

Basel, January 22, 2013

iNdepeNdeNt assuraNce report oN the Novartis corporate respoNsiBility reportiNG
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Novartis strives to create sustainable value.
Our corporate governance framework is
designed to support this. While it complies
with all applicable laws and implements
best corporate governance standards, it is
tailor-made for Novartis.
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INTRODUCTION

The corporate governance framework of Novartis reflects a system
of checks and balances between the powers of the shareholders,
the Board of Directors and the management with the goal to safe-
guard the interests of Novartis and its shareholders while creating
sustainable value.

Since the creation of Novartis in 1996, the Board of Directors
has continuously improved the corporate governance framework of
Novartis by proactively implementing emerging best corporate gov-
ernance standards long before these were embedded in the Swiss
Code of Best Practice for Corporate Governance (“the Swiss Code”)
or in the law.

In 1999, Novartis established the new position of Lead Director
as a check and balance following the election of Chief Executive
Officer Daniel Vasella, M.D., to the additional post of Chairman.
Moreover, three new Board committees – the Compensation Com-
mittee, the Audit and Compliance Committee and the Corporate
Governance and Nomination Committee – were created, composed
exclusively of independent Board members.

In 2002, five years before legislation came into force in 2007,
requiring companies to disclose the total compensation of their
executive management group as well as the highest compensation
attributed to a member of the executive management, Novartis had
already implemented even more rigorous disclosure standards by
reporting the individual annual compensation of all members of the
Executive Committee.

In 2004, two years earlier than required for non-US corpora-
tions, Novartis complied with the challenging certification require-
ments under the US Sarbanes-Oxley Act, in particular Section 404
of this Act.

In 2009, the Board of Directors established a new Risk Commit-
tee that oversees the Group’s enterprise risk management,
strengthening the Board of Directors’ supervisory function over
management in this critical area. While fostering a culture of risk-
adjusted decision making, the Risk Committee ensures that reason-
able risk-taking and innovation are not constrained.

In 2010, the Chairman and CEO functions were separated. In
addition several emerging best corporate governance standards
were proactively implemented, including the introduction of a “say-
on-pay” shareholder vote, and making changes to the executive
compensation system to further strengthen the alignment of incen-
tives with the long-term success of Novartis and a number of new
disclosures, including on qualifications of Board members.

In 2011, the first “say-on-pay” vote was held, where the share-
holders endorsed the compensation system of Novartis.

Novartis evaluates emerging best governance standards and
adopts those that are found to be appropriate for Novartis. These
standards are then tailored to Novartis, its business, management,
stakeholders and shareholders with a view to create a corporate
governance regime that supports the creation of sustainable value.
This cannot be achieved by implementing corporate governance
standards “as is” (“one size fits all approach”) and becomes impos-
sible if corporate governance standards (embedded in corporate gov-
ernance codes) are converted into binding, “one size fits all” rules as
is currently contemplated in Switzerland.

In Switzerland, there will be a popular vote on March 3, 2013,
on the so-called “Minder Initiative.” The Swiss voters will de facto
have to choose between the Minder Initiative and the indirect
counter-proposal to this initiative proposed by Parliament. The lat-
ter would likely enter into force, if the Minder Initiative were
defeated by the voters. Both proposals include binding shareholder
votes on the compensation system and on Board and executive
compensation, a ban or binding shareholder approval of certain
extraordinary payments (such as “payments in advance” or “golden
parachutes”), yearly re-election of all board members, and election
of the Chairman by the shareholders.

However, while the Minder Initiative (that claims to strengthen
shareholder rights) limits shareholder rights by mandatory rules
that the shareholders cannot change, the indirect counter-proposal,
while also shifting rights from the boards to the shareholders, does
not patronize the shareholders as the Minder Initiative does, as it
allows, for example, the shareholders to decide whether their vote
on executive compensation shall be binding or non-binding or
whether they want to elect the Chairman or not. Moreover, it does
not contain certain additional rules as proposed under the Minder
Initiative, such as an obligation of all pension plans to vote all their
shares (which in practice would almost be impossible to do, except
if pension plans “blindly” followed the voting recommendation of
proxy advisory firms, making such firm de facto “super-sharehold-
ers”), and criminal sanctions (imprisonment of up to three years)
for violations of the Minder rules. Therefore, the indirect counter-
proposal is the better choice for shareholders. It offers them the
same additional rights as the Minder Initiative but does not limit
their choices. This also applies to Switzerland as the Minder Initia-
tive would substantially damage the international competitiveness
of Switzerland and of Swiss based companies. For example: A bind-
ing shareholder vote on executive compensation would make it dif-
ficult for Swiss based companies to hire top managers, who would
not know when they sign an employment contract whether such
contract could be honored by their employer. Moreover, while the
indirect counter-proposal could be implemented rapidly, the word-
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ing of the Minder Initiative is too sketchy and imprecise to allow a
rapid implementation.

Outside of Switzerland, we note an encouraging development in
that regulators start to acknowledge and seem to become willing to
regulate many corporate governance issues that have been high-
lighted by issuers for a long time but did not make it “on the cor-
porate governance agenda” yet: The US Securities Exchange Com-
mission in its “Concept Release on the U.S. Proxy System” and, the
European Commission in its green paper entitled “The EU Corpo-
rate Governance Framework” have noted a number of such issues,
including deficiencies in the proxy system, potential conflicts of
interest and a lack of accuracy and transparency of proxy advisory
firms, and what the European Commission called “inappropriate
short-termism among investors.”

On that last point, we note that in July 2012 John Kay, an eco-
nomics professor at the London School of Economics, issued a
report on the UK equity markets and long-term decision making,
which had been commissioned by the UK Government. Kay’s prin-
cipal conclusion is that institutional investors focus too much on
short-term profits. This may lead investors to not support corporate
strategies designed to achieve long-term growth and to support
activist hedge funds that want to pressure corporations in taking
actions to increase short-term profits to the detriment of the long-
term prospects of the company.

Kay proposes, among other points, that incentives of asset man-
agers should encourage them to hold portfolios judged on the basis
of the long-term absolute performance of companies, that mis-
aligned incentives in the remuneration practices of both company
executives and asset managers should be eliminated, that invest-
ment costs and stock lending practices should be disclosed, that
the duty of Board members is directed to their company and not to
its share price, and that companies should aim to develop relation-
ships with investors rather than with “the market.”

At the heart of good corporate governance lies a strong board
of directors, which represents the interests of the shareholders and
other stakeholders, and the professionalism and integrity of man-
agement, creating the foundation for sustainable value. While the
size, composition and structure of the board of directors are easy
to describe and can be easily checked from the outside, it is diffi-
cult to demonstrate that the core processes, like information flow
and decision making, are state-of-the-art. It is even more difficult, if
not impossible, to describe the prevailing board culture, although
the latter is essential for its effective function. Novartis aims to fos-
ter an atmosphere in which Board members can pose challenging
questions, voice dissenting views and secure access to independ-
ent information through extensive contacts with senior Novartis
executives – inside and outside the boardroom. Diversity of a board
of directors is a critical success factor for its work. The Novartis
Board of Directors today is diverse in terms of education, experi-
ence, geographical origin and interpersonal skills.
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BOARD OF DIRECTORS

GENERAL MEETING OF THE SHAREHOLDERS (“AGM”)

Approves annual report and financial statements, decides appropriation
of available earnings and dividend, elects Board members and External Auditors

EXTERNAL AUDITORS

Opines on compliance of financial
statements with applicable

standards and on effectiveness
of internal controls over

financial reporting

EXECUTIVE COMMITTEE

Coordinates Novartis business operations

FINANCE
COMMITTEE

DEAL
COMMITTEE

DISCLOSURE
COMMITTEE

GOVERNANCE BODIES

CHAIRMAN’S
COMMITTEE

AUDIT AND
COMPLIANCE
COMMITTEE

RISK
COMMITTEE

COMPENSATION
COMMITTEE

CORPORATE
GOVERNANCE AND

NOMINATION
COMMITTEE

Sets strategic direction of Novartis, appoints and oversees
key executives, approves major transactions and investments

SUMMARY OF OUR CORPORATE GOVERNANCE REGIME

LEADERSHIP STRUCTURE

Separate Chairman and CEO

BOARD GOVERNANCE

STRUCTURE

Independence: All Board members except Dr. Vasella, are inde-
pendent. Dr. Vasella will be independent as from February 1, 2013.
Board Committees: The Board has delegated certain of its duties to
five Board committees:
– Chairman’s Committee
– Audit and Compliance Committee
– Corporate Governance and Nomination Committee
– Compensation Committee
– Risk Committee

COMPOSITION

The Novartis Board of Directors is diverse in terms of education,
experience, geographical origin and interpersonal skills. The biog-
raphies of the Board members (pages 105 – 108) set out their par-
ticular qualifications.

PROCESSES

The processes of the Board have a decisive influence on the effec-
tiveness of the Board. The Board has implemented best practices
for all such processes. Important elements include the agenda of
Board meetings (making sure that the Board deals with all impor-
tant topics), information of the Board (ensuring that the Board
receives sufficient information from management to perform its
supervisory duty and to make decisions that are reserved for the
Board), and Board room behavior (ensuring an efficient and bal-
anced decision making process).
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SHAREHOLDER RIGHTS

Each share registered entitles the holder to one vote at General
Meetings. The General Meeting passes resolutions and elections
with the absolute majority of the votes represented at the meeting:
The approval of two-thirds of the votes represented at the meeting
is required by law for certain important resolutions.

Shareholders with 10% of the share capital may request an
extraordinary General Meeting of shareholders and shareholders
having shares with an aggregate nominal value of CHF 1 million can
put items on the agenda of a General Meeting of shareholders.

Shareholders have the right to receive dividends, appoint prox-
ies, and hold such other rights as are granted under Swiss Law.

Only shareholders registered in the Novartis share register may
exercise their voting rights. The registration does not affect the trad-
ability of Novartis shares.

Shareholders with shares in excess of 2% of the registered share
capital that want to vote also those shares exceeding the 2% thresh-
old need an approval from the Board. The purpose of this approval
is to prevent that a minority shareholder can dominate the General
Meeting to the disadvantage of the majority of the shareholders.
This is necessary given that many shareholder do not register their
shares and can therefore not vote their shares, and because share-
holder representation at General Meetings has traditionally been
low in Switzerland.

OUR CORPORATE GOVERNANCE FRAMEWORK

LAWS AND REGULATIONS

Novartis is subject to the laws of Switzerland, in particular Swiss
company and securities laws, and to the securities laws of the
United States as applicable to foreign private issuers of securities.

In addition, Novartis is subject to the rules of the Swiss Stock
Exchange (SIX Swiss Exchange), including the Directive on Informa-
tion relating to Corporate Governance.

Novartis is also subject to the rules of the New York Stock
Exchange (NYSE) as applicable to foreign private issuers of securi-
ties. The NYSE requires Novartis to describe any material ways in
which its corporate governance differs from that of domestic US
companies listed on the NYSE. These differences are:

– shareholders of Novartis do not receive written reports from com-
mittees of the Board of Directors;

– the external auditors are appointed by the shareholders at the
Annual General Meeting, as opposed to being appointed by the
Audit and Compliance Committee;

– while the shareholders cannot vote on all equity-compensation
plans, they are entitled to hold a consultative vote on the compen-
sation system of Novartis. The vote takes place before every sig-
nificant change to the compensation system, but at least every
third Annual General Meeting;

– the Board of Directors has set up a separate Risk Committee that
is responsible for risk oversight, as opposed to delegating this
responsibility to the Audit and Compliance Committee;

– the Chairman of the Board of Directors and the Audit and Com-
pliance Committee share responsibility for and authority to super-
vise the internal audit function; and

– the full Board of Directors has responsibility for setting the objec-
tives relevant to the compensation of the Chief Executive Officer,
and for the evaluation of the performance of the Chief Executive
Officer.

SWISS CODE OF BEST PRACTICE FOR CORPORATE GOVERNANCE

Novartis applies the Swiss Code of Best Practice for Corporate Gov-
ernance.

NOVARTIS CORPORATE GOVERNANCE STANDARDS

Novartis has incorporated the corporate governance standards
described above into the Articles of Incorporation and the Regula-
tions of the Board of Directors, its Committees and the Executive
Committee (www.novartis.com/corporate-governance).

The Corporate Governance and Nomination Committee regu-
larly reviews these standards and principles in the light of prevail-
ing best practices and makes recommendations for improvements
of the corporate governance framework of Novartis for considera-
tion by the full Board of Directors.

Additional corporate governance information can be found on the
Novartis website: http://www.novartis.com/corporate-governance

Printed copies of the Novartis Articles of Incorporation, Regula-
tions of the Board and Charters of Board Committees can be
obtained by writing to: Novartis AG, Attn: Corporate Secretary,
Lichtstrasse 35, CH-4056 Basel, Switzerland.
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OUR SHAREHOLDERS

SHARES

SHARE CAPITAL OF NOVARTIS AG

The share capital of Novartis AG is CHF 1 353 096 500 fully paid-
in and divided into 2 706 193 000 registered shares, each with a
nominal value of CHF 0.50. Novartis has neither authorized nor con-
ditional capital. There are no preferential voting shares; all shares
have equal voting rights. No participation certificates, non-voting
equity securities (Genussscheine) or profit-sharing certificates have
been issued.

Novartis shares are listed and traded on the SIX Swiss Exchange
(Valor No. 001200526, ISIN CH0012005267, symbol: NOVN) as
well as on the NYSE in the form of American Depositary Receipts
(ADRs) representing Novartis American Depositary Shares (ADSs)
(Valor No. 567514, ISIN US66987V1098, symbol: NVS).

The holder of an ADS has the rights enumerated in the Deposit
Agreement (such as the right to vote and to receive a dividend). The
ADS depositary of Novartis, JPMorgan Chase Bank, New York, hold-
ing the Novartis shares underlying the ADSs, is registered as share-
holder in the share register of Novartis. An ADS is not a Novartis
share and an ADS holder is not a Novartis shareholder. ADS hold-
ers exercise their voting rights by instructing the depositary to exer-
cise their voting rights. Each ADS represents one Novartis share.

SHARE REPURCHASE PROGRAMS

Novartis began repurchasing its shares in 1999. Since then, five
share repurchase programs have been completed with the repur-
chase of shares worth CHF 19 billion. Shares repurchased under
the first program were not cancelled. However, shares repurchased
under the other four programs were cancelled. At the Annual Gen-
eral Meeting in February 2008, shareholders authorized the Board
of Directors to launch a sixth program to repurchase shares up to
a maximum amount of CHF 10 billion via a second trading line on
the SIX Swiss Exchange. In 2008, a total of six million shares were
repurchased at an average price of CHF 49.42 per share and can-
celled. The share repurchase program was suspended in April 2008
in favor of debt repayment. In December 2010, the Board of Direc-
tors announced the reactivation of the share repurchase program
to minimize dilution to existing Novartis shareholders in connec-
tion with the proposed merger of Alcon, Inc. into Novartis. In 2010,
no shares were repurchased under the share repurchase program.
In 2011, 39 430 000 shares were repurchased under the share
repurchase program. In 2012, no shares were repurchased under
the share repurchase program.

CHANGES IN SHARE CAPITAL

During the last three years there were the following changes to the
share capital of Novartis:

In 2011, for the purpose of completing the merger of Alcon, Inc.
into Novartis AG, the share capital was increased by CHF 54 million,
from CHF 1 318 811 500 to CHF 1 372 811 500, through the
issuance of 108 000 000 fully paid-in registered shares with a nom-
inal value of CHF 0.50 each.

In 2012, Novartis reduced its share capital by CHF 19.715 mil-
lion, from CHF 1 372 811 500 to CHF 1 353 096 500 by cancelling
39.43 million shares repurchased on the second trading line dur-
ing 2011.

CAPITAL CHANGES

Number of shares

Changes Changes
Year As of Jan 1 in shares As of Dec 31 in CHF

2010 2 637 623 000 2 637 623 000

2011 2 637 623 000 108 000 000 2 745 623 000 54 000 000

2012 2 745 623 000 – 39 430 000 2 706 193 000 – 19 715 000

A table with additional information on changes in the Novartis share
capital can be found in Note 6 to the Financial Statements of
Novartis AG.

CONVERTIBLE OR EXCHANGEABLE SECURITIES

Novartis has not issued convertible or exchangeable bonds,
warrants, options or other securities granting rights to Novartis
shares, other than options granted to associates as an element of
compensation.
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SHAREHOLDINGS

SIGNIFICANT SHAREHOLDERS

According to the share register, as of December 31, 2012, the fol-
lowing registered shareholders (including nominees and the ADS
depositary) held more than 2% of the total share capital of Novartis
with the right to vote these shares:1

– Shareholders: Novartis Foundation for Employee Participation,
with its registered office in Basel, Switzerland, holding 4.0%; and
Emasan AG, with its registered office in Basel, Switzerland, hold-
ing 3.3%;

– Nominees: JPMorgan Chase Bank, New York, holding 11.4%;
Nortrust Nominees, London, holding 3.3%; and The Bank of New
York Mellon, New York, holding 5.0% through its nominees, Mellon
Bank, Everett, (3.3%) and The Bank of New York Mellon, Brussels,
Belgium, (1.7%); and

– ADS depositary: JPMorgan Chase Bank, New York, holding 11.7%.

1 Excluding 4.1% of the share capital held by Novartis AG, together with Novartis affiliates,
as treasury shares.

According to a disclosure notification filed with Novartis AG, Norges
Bank (Central Bank of Norway), Oslo, Norway, held 2.3% of the
share capital of Novartis AG as of December 31, 2012.

According to disclosure notifications filed with Novartis AG and
the SIX Swiss Exchange, each of the following shareholders held
between 3% and 5% of the share capital of Novartis AG as of Decem-
ber 31, 2012:
– Capital Group Companies, Inc., Los Angeles, USA
– BlackRock, Inc., New York, USA

Disclosure notifications pertaining to shareholdings in Novartis AG
that were filed with Novartis AG and the SIX Swiss Exchange are pub-
lished on the latter’s electronic publication platform, and can be
accessed via the database search page:
http://www.six-exchange-regulation.com/obligations/disclosure/
major_shareholders_en.html

Novartis has not entered into any agreement with any share-
holder regarding the voting or holding of Novartis shares.

CROSS SHAREHOLDINGS

Novartis has no cross shareholdings in excess of 5% of capital or
voting rights with any other company.

DISTRIBUTION OF NOVARTIS SHARES

The information in the following tables relates only to registered
shareholders and does not include holders of unregistered shares.
Also, the information provided in the tables below cannot be
assumed to be representative of the entire Novartis investor base
since nominees and JPMorgan Chase Bank, as ADS depositary, are
registered as shareholders for a large number of beneficial owners.

As of December 31, 2012, Novartis had approximately 161 000
registered shareholders.

The following table provides information about the distribution
of registered shareholders by number of shares held:

NUMBER OF SHARES HELD

Number of
registered % of registered

As of December 31, 2012 shareholders share capital

1–100 20 133 0.05

101–1 000 95 483 1.58

1 001–10 000 40 581 4.23

10 001–100 000 3 740 3.57

100 001–1 000 000 488 5.23

1 000 001–5 000 000 74 6.06

5 000 001 or more 1 34 54.01

Total registered shareholders/shares 160 533 74.73

Unregistered shares 25.27

Total 100.00

1 Including significant registered shareholders as listed above

The following table provides information about distribution of re-
gistered shareholders by type:

REGISTERED SHAREHOLDERS BY TYPE

As of December 31, 2012 Shareholders in % Shares in %

Individual shareholders 96.07 12.08

Legal entities 3.84 37.26

Nominees, fiduciaries and ADS depositary 0.09 50.66

Total 100.00 100.00

The following table provides information about registered share-
holders by country:

REGISTERED SHAREHOLDERS BY COUNTRY

As of December 31, 2012 Shareholders in % Shares in %

France 2.84 1.31

Germany 4.56 3.55

Switzerland 1 89.15 42.13

United Kingdom 0.51 2.75

United States 0.32 46.24

Other countries 2.62 4.02

Total 100.00 100.00

1 Excluding 4.1% of the share capital held by Novartis AG, together with Novartis affiliates, as
treasury shares
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SHAREHOLDER RIGHTS

RIGHT TO VOTE (“ONE SHARE, ONE VOTE”)

Each share registered with the right to vote entitles the holder to
one vote at General Meetings.

ADS holders may vote by instructing JPMorgan Chase Bank,
the ADS depositary, to exercise the voting rights attached to the
registered shares underlying the ADSs. JPMorgan Chase Bank
exercises the voting rights for registered shares underlying ADSs
for which no voting instructions have been given by providing
a discretionary proxy to the independent proxy (unabhängiger
Stimmrechtsvertreter) appointed by Novartis pursuant to Swiss law.

RESOLUTIONS AND ELECTIONS AT GENERAL MEETINGS

The General Meeting passes resolutions and elections with the
absolute majority of the votes represented at the meeting. However,
under the Articles of Incorporation (www.novartis.com/corporate-
governance) the approval of two-thirds of the votes represented at
the meeting is required for:
– An alteration of the purpose of Novartis AG;
– The creation of shares with increased voting powers;
– An implementation of restrictions on the transfer of registered

shares and the removal of such restrictions;
– An authorized or conditional increase of the share capital;
– An increase of the share capital out of equity, by contribution in

kind, for the purpose of an acquisition of property, or the grant of
special rights;

– A restriction or suspension of rights or options to subscribe;
– A change of location of the registered office of Novartis AG; or
– The dissolution of Novartis AG.

In addition, the law provides for a special quorum also for other re-
solutions, such as, for example, for a merger or spin-off.

OTHER SHAREHOLDER RIGHTS

Shareholders representing at least 10% of the share capital may
request that an extraordinary General Meeting of shareholders be
convened. Shareholders representing shares with an aggregate
nominal value of at least CHF 1 million may request that an item be
included in the agenda of a General Meeting of shareholders. Such
requests must be made in writing at least 45 days before the date
of the General Meeting, specify the item to be included in the
agenda and contain the proposal on which the shareholder
requests a vote.

Shareholders have the right to receive dividends, appoint
another shareholder, the corporate proxy, the independent proxy or
a custody proxy as proxy and hold such other rights as are granted
under Swiss Law.

SHAREHOLDER REGISTRATION

No restrictions apply on the transferability of Novartis shares. How-
ever, only shareholders registered in the Novartis share register
may exercise their voting rights. In order to be registered, a share-
holder must declare that he or she acquired the shares in his or her
own name and for his or her own account. The Articles of Incorpo-
ration provide that the Board of Directors may register nominees
with the right to vote. For restrictions on registration of nominees,
please see below.

The Articles of Incorporation provide that no shareholder shall
be registered with the right to vote for more than 2% of the regis-
tered share capital. The Board of Directors may, upon request, grant
an exemption from this restriction. Exemptions are in force for the
registered Significant Shareholders listed under – Our Sharehold-
ers – Shareholdings – Significant Shareholders. In 2012, an exemp-
tion was requested and granted to Norges Bank (Central Bank of
Norway), Oslo, Norway.

The same restrictions apply to holders of ADSs as those hold-
ing Novartis shares.

Given that shareholder representation at General Meetings has
traditionally been low in Switzerland, Novartis considers the restric-
tion on registration necessary to prevent a minority shareholder
from dominating a General Meeting.

The Articles of Incorporation provide that no nominee shall be
registered with the right to vote for more than 0.5% of the regis-
tered share capital. The Board of Directors may, upon request, grant
an exemption from this restriction if the nominee discloses the
names, addresses and the number of shares of the persons for
whose account it holds 0.5% or more of the registered share capi-
tal. Exemptions are in force for the nominees listed under – Our
Shareholders – Shareholdings – Significant Shareholders.

The same restrictions apply to holders of ADSs as those hold-
ing Novartis shares.

The restrictions on registration contained in the Articles of
Incorporation may only be removed by a resolution of the General
Meeting of shareholders, with approval of at least two-thirds of the
votes represented at the meeting.

Shareholders, ADS holders or nominees that are linked to each
other or act in concert to circumvent the restrictions on registration
are treated as one person or nominee for the purposes of the
restrictions on registration.
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BOARD OF DIRECTORS

Chairman: D. Vasella
Vice Chairman: U. Lehner

D. Azar
W. Brody
S. Datar
A. Fudge
P. Landolt

E. Vanni
A. von Planta
W. Wiedeking
M.M.T. Yang
R.M. Zinkernagel

CHAIRMAN’S
COMMITTEE

D. Vasella (Chairman)
S. Datar
U. Lehner

S. Datar (Chairman)
U. Lehner
E. Vanni
A. von Planta
W. Wiedeking

A. von Planta (Chairman)
S. Datar
A. Fudge
U. Lehner
W. Wiedeking

E. Vanni (Chairman)
W. Brody
S. Datar
U. Lehner
M.M.T. Yang

U. Lehner (Chairman)
A. Fudge
P. Landolt
A. von Planta
R.M. Zinkernagel

AUDIT AND
COMPLIANCE
COMMITTEE

RISK COMMITTEE COMPENSATION
COMMITTEE

CORPORATE GOVER-
NANCE AND NOMI-
NATION COMMITTEE

COMPOSITION OF THE BOARD OF DIRECTORS AND ITS COMMITTEES

NO RESTRICTION ON TRADING OF SHARES

The registration of shareholders in the Novartis share register or in
the ADS register kept by JPMorgan Chase Bank does not affect the
tradability of Novartis shares or ADSs. No restrictions are imposed
by Novartis or JPMorgan Chase Bank on the trading of registered
Novartis shares or ADSs. Registered Novartis shareholders or ADS
holders may, therefore, purchase or sell their Novartis shares or
ADSs at any time, including prior to a General Meeting regardless
of the record date. The record date serves only to determine the
right to vote at a General Meeting of Novartis.

CHANGE-OF-CONTROL PROVISIONS

NO OPTING UP, NO OPTING OUT

The Swiss Stock Exchange Act provides that anyone who, directly,
indirectly or acting in concert with third parties, acquires equity
securities exceeding 33 1/3% of the voting rights of a company –

whether or not such rights are exercisable – is required to make an
offer to acquire all listed equity securities of that company. A com-
pany may raise this threshold to 49% of the voting rights (“opting
up”) or may, under certain circumstances, waive the threshold
(“opting out”). Novartis has not adopted any such measures.

CHANGE-OF-CONTROL CLAUSES

There are no change-of-control clauses (including no “golden para-
chutes,” special provisions on the cancellation of contractual
arrangements, agreements concerning special notice periods or
long-term contracts exceeding 12 months, waivers of lock-up
periods for options, shorter vesting periods, and no additional
contributions to pension funds) benefiting Board members. With
respect to members of the Executive Committee, see below under –
Our Management – Contracts with Members of the Executive
Committee.

OUR BOARD OF DIRECTORS
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ELECTION AND TERM OF OFFICE

All Board members are elected individually.
Board members are elected to terms of office of three years or

less by shareholders at General Meetings. The terms of office
among Board members are to be coordinated so that approxi-
mately one-third of all Board members are subject each year to re-
election or election. Under Swiss law, a General Meeting of share-

holders is entitled to remove any Board member at any time,
regardless of his or her remaining term of office.

The average tenure of Board members is eight years and the
average age is 62. A Board member must retire after reaching age
70. Under special circumstances, shareholders may grant an
exemption from this rule and re-elect a Board member for addi-
tional terms of office of no more than three years at a time.

First election Last election End of
Name Nationality Year of birth at AGM at AGM current Term

Daniel Vasella, M.D. CH 1953 1996 2010 2013

Ulrich Lehner, Ph.D. D 1946 2002 2011 2014

Dimitri Azar, M.D. US 1959 2012 - 2015

William Brody, M.D., Ph.D. US 1944 2009 2012 2014

Srikant Datar, Ph.D. US 1953 2003 2012 2015

Ann Fudge US 1951 2008 2011 2014

Pierre Landolt, Ph.D. CH 1947 1996 2011 2014

Enrico Vanni, Ph.D. CH 1951 2011 2011 2014

Andreas von Planta, Ph.D. CH 1955 2006 2012 2015

Dr. Ing. Wendelin Wiedeking D 1952 2003 2012 2015

Marjorie M.T. Yang CHN 1952 2007 2010 2013

Rolf M. Zinkernagel, M.D. CH 1944 1999 2012 2014

BOARD MEMBER QUALIFICATIONS

The Corporate Governance and Nomination Committee determines
the criteria for the selection of the Board members and Board com-
mittee members. Factors considered include skills and knowledge,
diversity of viewpoints, professional backgrounds and expertise,
business and other experience relevant to the business of Novartis,
the ability and willingness to commit adequate time and effort to
Board and committee responsibilities, the extent to which person-
ality, background, expertise, knowledge and experience will interact
with other Board members to build an effective and complemen-
tary Board, and whether existing board memberships or other posi-
tions held by a candidate could lead to a conflict of interest.

The biographies of the Board members (pages 105 – 108) set
out the particular qualifications that led the Board of Directors to
conclude that a Board member is qualified to serve on the Board of
Directors, creating a Board that today is diverse in terms of back-
ground, qualifications, interests and skills.

BOARD DIVERSITY

Diversity of a Board of Directors is a critical success factor for its
effectiveness and, thus, when the Corporate Governance and Nom-
ination Committee identifies new Board member candidates for the
purpose of proposing these to the shareholders for election, to
maintain or even improve diversity of the Board is an important cri-
teria. The Board’s aspiration is to have a diverse Board in all aspects
of diversity. This includes diversity in terms of geographic origin,
background, gender, race, faith, education, experience, viewpoint,
interests and technical and interpersonal skills.

This has resulted in the Novartis Board being diverse in the
above aspects.
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ROLE OF THE BOARD OF DIRECTORS AND THE BOARD COMMITTEES

The Board of Directors is responsible for the overall direction and
supervision of the management and holds the ultimate decision-
making authority for Novartis AG, except for those decisions
reserved to the shareholders.

The Board of Directors has delegated certain responsibilities to
five committees: Chairman’s Committee, Compensation Commit-
tee, Audit and Compliance Committee, Corporate Governance and
Nomination Committee and Risk Committee as set out below
(responsibilities described with the terms “overseeing” or “review-
ing” are subject to final approval by the Board of Directors).

Number of meetings held
in 2012/approximate average
duration (hrs) of each meeting

Responsibilities Membership comprises Attendance Link

THE BOARD OF DIRECTORS 9/8.5

The primary responsibilities of the Board of Directors include: Daniel Vasella 1 9 Articles of Incorporation of
– Setting the strategic direction of the Group; Ulrich Lehner 9 Novartis AG
– Determining the organizational structure and governance of the Group; Dimitri Azar 2 7
– Appointing, overseeing and dismissing key executives and planning William Brody 9 Regulations of the Board

their succession; Srikant Datar 9 of Directors, its Committees
– Determining and overseeing the financial planning, accounting, Ann Fudge 9 and the Executive Committee

reporting and controlling; Pierre Landolt 8 of Novartis AG
– Approving the annual financial statements and the corresponding Enrico Vanni 9 (Board Regulations)

financial results releases; and Andreas von Planta 9
– Approving major transactions and investments. Wendelin Wiedeking 9 http://www.novartis.com/

Marjorie M.T. Yang 7 corporate-governance
Rolf M. Zinkernagel 9

THE CHAIRMAN’S COMMITTEE 5/2.5

The primary responsibilities of this committee include: Daniel Vasella 1 5 Charter of the Chairman’s
– Commenting on significant matters before the Board of Directors Srikant Datar 5 Committee

makes a decision; Ulrich Lehner 5
– Recommending key executive appointments to the Board of Directors; http://www.novartis.com/
– Dealing with Board matters arising in between Board meetings, corporate-governance

including the taking of required preliminary actions; and
– Approving transactions and investments as delegated by the

Board of Directors.

THE AUDIT AND COMPLIANCE COMMITTEE 6/3

The primary responsibilities of this committee include: Srikant Datar 1,3 6 Charter of the Audit and
– Overseeing the internal auditors; Ulrich Lehner 3 6 Compliance Committee
– Supervising the external auditors and selecting and nominating Enrico Vanni 6

the external auditors for election by the meeting of the shareholders; Andreas von Planta 6 http://www.novartis.com/
– Overseeing the accounting policies, financial controls and Wendelin Wiedeking 5 corporate-governance

compliance with accounting and internal control standards;
– Approving quarterly financial statements and financial results releases;
– Overseeing internal control and compliance processes and procedures;

and
– Overseeing compliance with laws and external and internal regulations.
The Audit and Compliance Committee has the authority to retain
external consultants and other advisors.

1 Chair
2 Since February 2012
3 Audit Committee Financial Expert as defined by the US Securities and Exchange Commission (SEC)
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Number of meetings held
in 2012/approximate average
duration (hrs) of each meeting

Responsibilities Membership comprises Attendance Link

THE RISK COMMITTEE 4/2

The primary responsibilities of this committee include: Andreas von Planta 1 4 Charter of the Risk Committee
– Ensuring that Novartis has implemented an appropriate and effective Srikant Datar 4

risk management system and process; Ann Fudge 4 http://www.novartis.com/
– Ensuring that all necessary steps are taken to foster a culture Ulrich Lehner 4 corporate-governance

of risk-adjusted decision making without constraining reasonable Wendelin Wiedeking 4
risk-taking and innovation;

– Approving guidelines and reviewing policies and processes; and
– Reviewing with management, internal auditors and external auditors

the identification, prioritization and management of the risks, the
accountabilities and roles of the functions involved with risk management,
the risk portfolio and the related actions implemented by management.

The Risk Committee has the authority to retain
external consultants and other advisors.

THE COMPENSATION COMMITTEE 6/2.5

The primary responsibilities of this committee include: Enrico Vanni 1 6 Charter of the
– Designing, reviewing and recommending to the Board compensation William Brody 6 Compensation Committee

policies and programs; Srikant Datar 6
– Advising the Board on the compensation of the Board members; Ulrich Lehner 6 http://www.novartis.com/
– Approving the employment terms of key executives; Marjorie M.T. Yang 4 corporate-governance
– Deciding on the variable compensation of the Chief Executive Officer,

the members of the Executive Committee and other key executives
for the past year; and

– Deciding on the base salary and the total target compensation
of the Chief Executive Officer, the members of the Executive Committee
and other key executives for the coming year.

The Compensation Committee has the authority to retain external
consultants and other advisors.

THE CORPORATE GOVERNANCE AND
NOMINATION COMMITTEE 3/2

The primary responsibilities of this committee include: Ulrich Lehner 1 3 Charter of the Corporate
– Designing, reviewing and recommending to the Board corporate Ann Fudge 3 Governance and Nomination

governance principles; Pierre Landolt 3 Committee
– Reviewing on a regular basis the Articles of Incorporation with a view Andreas von Planta 3

to reinforcing shareholder rights; Rolf M. Zinkernagel 3 http://www.novartis.com/
– Reviewing on a regular basis the composition and size of the Board corporate-governance

and its committees;
– Reviewing annually the independence status of each Board member;
– Reviewing directorships and agreements of board members for

conflicts of interest and dealing with conflicts of interest;
– Identifying candidates for election as Board member;
– Assessing existing Board members and recommending to the Board

whether they should stand for re-election;
– Preparing and reviewing the succession plan for the CEO; and
– Developing and reviewing an orientation program for new Board members

and an ongoing education plan for existing Board members.
The Corporate Governance and Nomination Committee has the authority
to retain external consultants and other advisors.

1 Chair
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THE FUNCTIONING OF THE BOARD OF DIRECTORS

The Novartis Board of Directors takes decisions as a whole, supported
by its five Board committees (Chairman’s Committee, Compensation
Committee, Audit and Compliance Committee, Corporate Gover-
nance and Nomination Committee and Risk Committee). Each Board
committee has a written charter outlining its duties and responsi-
bilities and is led by a Chair elected by the Board of Directors.

The Board of Directors and its Board committees meet regularly
throughout the year. The Chairs set the agendas of their meetings.
Any Board member may request a Board meeting, a meeting of a
Board committee or the inclusion of an item on the agenda of such
meetings. Board members are provided, in advance of meetings,
with materials intended to prepare them to discuss the items on the
agenda.

THE CHAIRMAN

The Chairman provides leadership to the Board of Directors in its
governance role, oversees that the strategy agreed by the Board of
Directors is implemented by the Chief Executive Officer and his
reports, provides support and advice to the Chief Executive Officer,
reviews the yearly objectives and prepares the performance evalu-
ation of the Chief Executive Officer before approval by and feed-
back session with the Board of Directors, works closely with the
Chief Executive Officer in nominating and evaluating members and
permanent attendees of the Executive Committee and in establish-
ing succession plans for key management positions, represents
Novartis with stakeholders and oversees Internal Audit.

MEETINGS OF THE BOARD OF DIRECTORS

The Board of Directors has meetings with the members of the Exec-
utive Committee as well as private meetings without members of the
Executive Committee.

Topics addressed in the meetings with the Executive Committee
include strategy, business reviews and major projects, investments
and transactions. Topics addressed in private meetings include per-
formance evaluation of top management, succession planning and
Board self-evaluation.

In 2012, there were nine meetings of the Board of Directors and
three meetings of the independent Board members. Given that as
of February 1, 2013 all Board members will be independent no
meetings of the independent Board members, led by the Vice
Chairman, will be held going forward.

INDEPENDENCE OF BOARD MEMBERS

The independence of Board members is a key corporate gover-
nance issue. Accordingly, Novartis established independence crite-
ria that are intended to reflect international best-practice standards.
These independence criteria (last revised on December 14, 2011)
can be found on the Novartis website:
www.novartis.com/investors/governance-documents.shtml

The Corporate Governance and Nomination Committee annually
submits to the Board of Directors a proposal concerning the deter-
mination of the independence of each Board member. For this
assessment, the Committee considers all relevant facts and circum-
stances of which it is aware.

In its meeting of December 12, 2012, the Board of Directors deter-
mined that all of its members except Dr. Vasella are independent.
Dr. Vasella will be independent as from February 1, 2013, when the
three year look-back period for having been an employee of
Novartis will end (Dr. Vasella was until January 31, 2010 also the
Chief Executive Officer). The Board of Directors has delegated Rolf
M. Zinkernagel, M.D., to the Scientific Advisory Board of the Novartis
Institute for Tropical Diseases (NITD), and both Dr. Zinkernagel, M.D.
and William Brody, M.D. to the Board of Directors of the Genomics
Institute of the Novartis Research Foundation (GNF). The Board of
Directors concluded that these activities are supervisory and not
consultatory in nature and do not affect Dr. Zinkernagel’s or Dr.
Brody’s independence as a Board member.

RELATIONSHIP OF NON-EXECUTIVE BOARD MEMBERS WITH NOVARTIS

With the exception of Dr. Vasella none of the Board members is or was
a member of the management of Novartis AG or of any other Novartis
Group company in the three financial years preceding 2012.

There are no significant business relationships of any Board
member with Novartis AG or with any other Novartis Group company.

PERFORMANCE AND EFFECTIVENESS EVALUATION OF THE BOARD

PROCESS

Every year the Board conducts an evaluation of its performance and
effectiveness. The process is kicked-off by each Board member
completing a questionnaire on the performance and effectiveness
of the Board and of each Board committee of which he/she is a
member. This is then the basis for a deep, qualitative review of the
Board’s performance. The review is led by the Chairman who holds
individual discussions with each Board member, followed-up by
discussions by the full Board and by each Board Committee. Iden-
tified gaps and shortcomings are recorded and related remediation
actions are agreed.
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On a regular basis this internal process is extended to cover
individual Board member assessments and/or the process is con-
ducted by an independent outside consultant.

CONTENT

The performance review examines performance and effectiveness,
strength and weaknesses, individual and for the full Board and each
Board committee. The review includes composition, structure,
processes, tasks and governance of the Board and its committees,
effectiveness of meetings, behavior, team dynamics and interac-
tions, quality of briefing materials and presentations, follow-up
actions on decisions, relationship to senior management, and the
role and leadership of the Chairman. The list of performance crite-
ria is customized for each committee, addressing their specific
tasks and responsibilities.

INFORMATION AND CONTROL SYSTEMS OF THE BOARD OF DIRECTORS
VIS-À-VIS MANAGEMENT

INFORMATION ON THE MANAGEMENT

The Board of Directors ensures that it receives sufficient informa-
tion from the Executive Committee to perform its supervisory duty
and to make decisions that are reserved for the Board of Directors.
The authority of the Board of Directors to determine the compen-
sation of the members of the Executive Committee is an important
element to ensure the alignment of Executive Committee members
with the interests of Novartis and its shareholders.

The Board of Directors obtains the information required to perform
its duties through several means:
– the Chief Executive Officer informs the Board regularly about cur-

rent developments;
– the minutes of Executive Committee meetings are made available

to the Board members;
– meetings or teleconferences are held as required between Board

members and the Chief Executive Officer;
– the Board of Directors regularly meets with all members of the

Executive Committee;
– the Board of Directors is updated in detail by each Division Head

on a quarterly basis;
– by invitation, other members of management are invited to attend

Board meetings to report on areas of the business within their
responsibility; and

– Board members are entitled to request information from mem-
bers of the Executive Committee or any other Novartis associate,
and may also visit any Novartis site.

BOARD COMMITTEES

Board committees regularly meet with management and, at times,
outside consultants to review the business, better understand appli-
cable laws and policies affecting the Group and support the Board
of Directors and the management in meeting the requirements and
expectations of stakeholders and shareholders.

In particular, the Chief Financial Officer, the Group General
Counsel and representatives of the external auditors are invited to
meetings of the Audit and Compliance Committee. Furthermore,
the Heads of Internal Audit, Financial Reporting and Accounting,
Compliance, Quality, as well as the Business Practices Officers,
report on a regular basis to the Audit and Compliance Committee.

The Audit and Compliance Committee reviews financial reporting
processes on behalf of the Board of Directors. For each quarterly
and annual release of financial information, the Disclosure Review
Committee reviews the release for accuracy and completeness of
disclosures. The Disclosure Review Committee is chaired by the
Chief Financial Officer and is attended by the Group General Counsel,
the Heads of the Divisions, the Heads of Finance of the Divisions
and the Heads of the following Corporate Functions: Treasury,
Financial Reporting and Accounting, Internal Audit and Investor
Relations. Decisions made by the Disclosure Review Committee are
reviewed by the Audit and Compliance Committee before publication
of the quarterly and annual releases.

The Risk Committee oversees the risk management system and
processes, as well as reviews the risk portfolio of the Group to
ensure appropriate and professional management of the risks. For
this purpose the Corporate Risk Management function and the
risk owners of the Divisions report on a regular basis to the Risk
Committee. The Group General Counsel and the Head of Internal
Audit are also invited to the meetings.



2 | GROUP REV IEW 17 | HEALTHCARE PORTFOL IO 65 | CORPORATE RESPONS IB I L I TY 8 7 | C O R P O R AT E G O V E R N A N C E 121 | COMPENSAT ION REPORT 147 | F INANC IAL REPORT 103
Our Board of Directors

NOVARTIS MANAGEMENT INFORMATION SYSTEM

Novartis produces comprehensive consolidated financial state-
ments on a monthly basis for the total Group and its divisions.
These are typically available within ten days of the end of the month
and include the following:
– consolidated income statement of the month, quarter-to-date and

year-to-date in accordance with International Financial Reporting
Standards (IFRS), as well as adjustments to arrive at Core results
as defined by Novartis. The IFRS and Core figures are compared
to the prior year period and targets in both USD and on a constant
currency basis;

– consolidated balance sheet as of the month end in accordance
with IFRS in USD;

– consolidated cash flow on a monthly, quarter-to-date and year-
to-date basis in accordance with IFRS in USD; and

– supplementary data on a monthly, quarterly and year-to-date
basis such as free cash flow and gross and net liquidity, head-
count, personnel costs, working capital, earnings per share and
economic value added as defined by Novartis and on a USD basis
where applicable.

The above information is made available to the members of the
Board on a monthly basis. An analysis of the key deviations from
prior year or target is also provided.

The Board also receives on a quarterly basis an outlook of the
full year results in accordance with IFRS and Core, together with
related commentary prior to the release of the quarterly results.

On an annual basis, in the fourth quarter of the year, the Board
receives and approves the operating and financial targets for the
following year.

In the middle of the year, the Board also reviews and approves
the Strategic Plan for the next five years and the consolidated
income statement in USD in accordance with IFRS and Core (as
defined by Novartis) contained in the Plan.

The Board does not have direct access to Novartis’ financial and
management reporting systems but can at any time request more
detailed financial information on any aspect that is presented to it.

INTERNAL AUDIT

The Internal Audit function carries out operational and system
audits in accordance with an audit plan approved by the Audit and
Compliance Committee; assists organizational units in the accom-
plishment of objectives by providing an independent approach to
the evaluation, improvement and effectiveness of their internal con-
trol framework; prepares reports regarding the audits it has
performed; and reports actual or suspected irregularities to the
Audit and Compliance Committee and the Chairman. The Audit and
Compliance Committee regularly reviews the scope of Internal
Audit, the audit plans and the results of the internal audits.

RISK MANAGEMENT

The Corporate Risk Management function reports to the independ-
ent Risk Committee of the Board of Directors. The Compensation
Committee works closely with the Risk Committee to ensure that
the compensation system does not lead to excessive risk-taking by
management (for details see our Compensation Report).

Organizational and process measures have been designed to
identify and mitigate risks at an early stage. Organizationally, the
individual divisions are responsible for risk and risk mitigation, with
specialized corporate functions, such as Group Finance, Group Quality
Operations, Corporate Health, Safety, Environment and Business
Continuity, providing support and controlling the effectiveness of
risk management by the Divisions in these respective areas.

RELATIONS WITH SHAREHOLDERS

Communication with shareholders allows the shareholders to be
better informed on Novartis’ strategy, business operations and gov-
ernance, and the Board to learn about expectations and concerns
of the shareholders and to address these.

The CEO, with the investor relations team and supported by the
Chairman, is responsible for ensuring effective communication with
shareholders.

Novartis communicates with its shareholders through the
Annual General Meeting, meetings with groups of shareholders or
with individual shareholders, and through written or electronic
communication with shareholders.

At the Annual General Meeting the Chairman and the Vice-
Chairman, the members of the Executive Committee and represen-
tatives of the external auditors are present and can answer ques-
tions of shareholders. Meetings with shareholders may be attended
by the Chairman, CEO, CFO, members of the Executive Committee
and other members of senior management.

Topics discussed with shareholders include strategy, business
performance and corporate governance.
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From left to right: Ulrich Lehner, Dimitri Azar, Pierre Landolt, Ann Fudge, Wendelin Wiedeking, Andreas von Planta, Srikant Datar, Daniel Vasella,
Rolf M. Zinkernagel, Enrico Vanni, Marjorie Mun Tak Yang, William Brody

BOARD OF DIRECTORS

MEMBERS HONORARY CHAIRMAN

Alex Krauer, Ph.D.

CORPORATE SECRETARY

Charlotte Pamer-Wieser, Ph.D.

Daniel Vasella, M.D.
Chairman
Swiss, age 59

Ulrich Lehner, Ph.D.
Vice Chairman
German, age 66

Dimitri Azar, M.D.
American, age 53

William Brody, M.D., Ph.D.
American, age 68

Srikant Datar, Ph.D.
American, age 59

Ann Fudge
American, age 61

Pierre Landolt, Ph.D.
Swiss, age 65

Enrico Vanni, Ph.D.
Swiss, age 61

Andreas von Planta, Ph.D.
Swiss, age 57

Dr. Ing. Wendelin Wiedeking
German, age 60

Marjorie Mun Tak Yang
Chinese, age 60

Rolf M. Zinkernagel, M.D.
Swiss, age 68
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Daniel Vasella, M.D.
Swiss, age 59

Function at Novartis AG Daniel Vasella, M.D., is Chairman
of the Board of Directors for Novartis AG. He served as
Chief Executive Officer (CEO) and executive member of
the Board of Directors for 14 years following the merger
that created Novartis in 1996. Dr. Vasella was appointed
Chairman in April 1999.

Other activities Dr. Vasella is a member of the boards of
directors of US-based PepsiCo Inc. and American Express
Co. He is also a member of the International Board of
Governors of the Peres Center for Peace in Israel, the
International Business Leaders Advisory Council for the
Mayor of Shanghai, and is a foreign honorary member of
the American Academy of Arts and Sciences. He further
is a member of the board of trustees of the Carnegie
Endowment for International Peace. In addition, Dr. Vasella
serves as a member of several industry associations and
educational institutions.

Professional background Before the Novartis merger,
Dr. Vasella was CEO of Sandoz Pharma Ltd. and a member
of the Sandoz Group Executive Committee. From 1988 to
1992, he was with Sandoz Pharmaceuticals Corporation
in the United States, prior to which he held a number of
medical positions in Switzerland. He graduated with an
M.D. from the University of Bern in Switzerland and com-
pleted executive training at the Harvard Business School
in the United States. He also was awarded an honorary
doctorate by the University of Basel, Switzerland.

Key knowledge/experience Leadership, Biomedical
Science and Global Marketing experience – former CEO of
Novartis; advisory panel member for international orga-
nizations. Industry experience – board member for global
consumer goods company and global financial services
company.

Ulrich Lehner, Ph.D.
German, age 66

Function at Novartis AG Ulrich Lehner, Ph.D., has been a
member of the Board of Directors since 2002. He qualifies
as an independent Non-Executive Director. He serves as
Vice Chairman, and Chairman of the Corporate Governance
and Nomination Committee. He is also a member of the
Audit and Compliance Committee, the Risk Committee,
the Chairman’s Committee, and the Compensation
Committee. The Board of Directors has appointed him as
Audit Committee Financial Expert.

Other activities Mr. Lehner is a member of the share-
holders’ committee of Henkel AG & Co. KGaA, chairman
of the supervisory board of Deutsche Telekom AG, and
serves as a member of the supervisory boards of E.ON AG,
ThyssenKrupp AG, Porsche Automobil Holding SE and
Henkel Management AG, all in Germany. He is also a
member of the shareholders’ committee of Dr. August
Oetker KG and Krombacher Brauerei, both in Germany.

Professional background Mr. Lehner graduated in busi-
ness administration and mechanical engineering from
the Darmstadt University of Technology, Germany, in
1975. From 1975 to 1981, he was an auditor with KPMG
Deutsche Treuhand-Gesellschaft AG in Duesseldorf. In
1981, he joined Henkel KGaA. After heading the control-
ling department of Fried. Krupp GmbH in Germany from
1983 to 1986, Mr. Lehner returned to Henkel as finance
director. From 1991 to 1994, he headed Henkel Asia-
Pacific Ltd. in Hong Kong, and from 1995 to 2000, he
served as executive vice president, finance/logistics, of
Henkel KGaA. From 2000 to 2008, Mr. Lehner served as
chairman of the management board of Henkel KGaA.

Key knowledge/experience Leadership and Global
experience – chairman of supervisory board of global
telecommunication company; former chairman of the
management board of global consumer goods company.
Industry experience – member of supervisory boards of
global energy, automotive and manufacturing technology
companies.

Dimitri Azar, M.D.
American, age 53

Function at Novartis AG Dimitri Azar, M.D., has been a
member of the Board of Directors since February 2012.
He qualifies as an independent Non-Executive Director.

Other activities Dr. Azar is dean of the College of Medicine
and professor of ophthalmology, bioengineering and
pharmacology at the University of Illinois at Chicago in
the United States, where he formerly was head of the
Department of Ophthalmology and Visual Sciences. He
sits on the board of trustees of the Chicago Ophthalmo-
logical Society and the Association of Research in Vision
and Ophthalmology. Dr. Azar is a member of the American
Ophthalmological Society and holds committee positions
with the American Academy of Ophthalmology.

Professional background Dr. Azar began his career at the
American University Medical Center, Beirut, Lebanon, and
completed his fellowship and residency training at the
Massachusetts Eye and Ear Infirmary at Harvard Medical
School in the United States. His research on matrix-met-
alloproteinases in corneal wound healing and angiogen-
esis has been funded by the National Institutes of Health
since 1993. Dr. Azar practiced at the Wilmer Ophthalmo-
logic Institute at The Johns Hopkins Hospital School of
Medicine, then returned to the Massachusetts Eye and
Ear Infirmary as director of the cornea and external
disease. He became professor of ophthalmology with
tenure at Harvard Medical School in 2003. Dr. Azar holds
an Executive Master of Business Administration from the
University of Chicago, Booth School of Business.

Key knowledge/experience Leadership, Healthcare and
Education experience – dean and professor of leading US
university medical school. Biomedical Science experience
– federally funded clinician-scientist and research fellow-
ship recipient.
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William Brody, M.D., Ph.D.
American, age 68

Function at Novartis AG William Brody, M.D., Ph.D., has
been a member of the Board of Directors since 2009. He
qualifies as an independent Non-Executive Director. He is
a member of the Compensation Committee.

Other activities Dr. Brody is president of the Salk Institute
for Biological Studies, La Jolla, California, United States.
He is also a member of the boards of directors of the
US-based International Business Machines Corp. and
Kool Smiles Inc., and the mutual funds boards of T. Rowe
Price. He is a member of numerous professional associa-
tions, and also serves on the advisory boards of various
government and nonprofit organizations.

Professional background Dr. Brody earned his bachelor’s
and master’s degrees in electrical engineering from the
Massachusetts Institute of Technology before completing
his M.D. and Ph.D. at Stanford University, all in the United
States. Following training in cardiovascular surgery and
radiology he held various academic positions, including
professor for radiology and electrical engineering at
Stanford University, and director of the department of
radiology at The Johns Hopkins University. From 1996 to
2009, he was president of The Johns Hopkins University,
and since 2009, president of the Salk Institute for Bio-
logical Studies in the United States. He is a member of the
US National Academy of Engineering and the Institute of
Medicine.

Key knowledge/experience Leadership, Biomedical
Science, Healthcare and Education experience – president
of leading US scientific research institution; former pres-
ident of leading US university. Global, Engineering and
Technology experience – former board member of global
technology company.

Srikant Datar, Ph.D.
American, age 59

Function at Novartis AG Srikant Datar, Ph.D., has been
a member of the Board of Directors since 2003. He
qualifies as an independent Non-Executive Director. He is
Chairman of the Audit and Compliance Committee, and a
member of the Chairman’s Committee, the Risk Committee
and the Compensation Committee. The Board of Directors
has appointed him as Audit Committee Financial Expert.

Other activities Mr. Datar is Arthur Lowes Dickinson
Professor at the Graduate School of Business Adminis-
tration at Harvard University. He is also a member of the
boards of directors of ICF International Inc. and Stryker
Corp., both in the United States, and of HCL Technologies
in India.

Professional background Mr. Datar graduated with
distinction in mathematics and economics from the
University of Bombay, India, in 1973. He is a Chartered
Accountant, and holds two master’s degrees and a doc-
torate from Stanford University. Mr. Datar has worked as
an accountant and planner in industry, and as a professor
at Carnegie Mellon University, Stanford University and
Harvard University, all in the United States. His research
interests are in the areas of cost management, measure-
ment of productivity, new product development, time-
based competition, incentives, and performance evalua-
tion. He is the author of many scientific publications,
and has received several academic awards and honors.
Mr. Datar has advised and worked with numerous compa-
nies in research, development and training.

Key knowledge/experience Leadership and Education
experience – former senior associate dean and current
professor of leading US university. Global and Industry
experience – board member of global professional services
firm; board member of global leading medical technology
company; board member of Indian high-tech company.

Ann Fudge
American, age 61

Function at Novartis AG Ann Fudge has been a member
of the Board of Directors since 2008. She qualifies as an
independent Non-Executive Director. She is a member of
the Corporate Governance and Nomination Committee,
and the Risk Committee.

Other activities Ms. Fudge serves on the boards of
directors of General Electric Co. in the United States;
Unilever NV, London and Rotterdam, Netherlands; and
Infosys Ltd., India. She is a trustee of the New York-based
Rockefeller Foundation, and is chairman of the US
Programs Advisory Panel of the Bill & Melinda Gates
Foundation. Ms. Fudge is further a member of the Harvard
University Corporation Committee on Finance. She is also
on the board of the Council on Foreign Relations.

Professional background Ms. Fudge received her bach-
elor’s degree from Simmons College and her Masters of
Business Administration from Harvard University Graduate
School of Business in the United States. She is former
chairman and CEO of Young & Rubicam Brands, New
York. Before that, she served as president of the Bever-
ages, Desserts and Post Division of Kraft Foods Inc.,
Northfield, Illinois.

Key knowledge/experience Leadership and Marketing
experience – former chairman and CEO of global marketing
communications company; former president of leading
consumer products business unit. Global and Industry
experience – board member of global technology company
and global consumer goods company.
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Pierre Landolt, Ph.D.
Swiss, age 65

Function at Novartis AG Pierre Landolt, Ph.D., has been a
member of the Board of Directors since 1996. He qualifies
as an independent Non-Executive Director. He is a member
of the Corporate Governance and Nomination Committee.

Other activities Mr. Landolt is currently chairman of the
Sandoz Family Foundation and oversees the development
of the foundation in several investment fields. He is also
a partner with unlimited liabilities of the Swiss private
bank Landolt & Cie. In Switzerland, he is chairman of
Emasan AG and Vaucher Manufacture Fleurier SA, and
vice chairman of Parmigiani Fleurier SA. He is a member of
the board of EcoCarbone SAS, France, and Amazentis SA,
Switzerland. He is also vice chairman of the Montreux
Jazz Festival Foundation. In Brazil, Mr. Landolt serves as
president of the Instituto Fazenda Tamanduá, the Instituto
Estrela de Fomento ao Microcrédito, AxialPar Ltda. and
Moco Agropecuaria Ltda.

Professional background Mr. Landolt graduated with a
bachelor’s degree in law from the University of
Paris–Assas. From 1974 to 1976 he worked for Sandoz
Brazil. In 1977 he acquired an agricultural estate in the
semi-arid Northeast Region of Brazil, and over several
years converted it into a model farm in organic and
biodynamic production. Since 1997 Mr. Landolt has been
associate and chairman of AxialPar Ltda, Brazil, an invest-
ment company focused on sustainable development. In
2000 he co-founded EcoCarbone SAS, a company active
in the design and development of carbon-sequestration
processes. In 2007 he co-founded Amazentis SA, a startup
company active in the convergence space of medication
and nutrition.

Key knowledge/experience Banking and Industry experi-
ence; International and Emerging Market experience –
partner of private bank; chairman and vice chairman of
luxury goods companies. Leadership and Global experi-
ence – President of large family investment holding;
board member of global agribusiness company.

Enrico Vanni, Ph.D.
Swiss, age 61

Function at Novartis AG Enrico Vanni, Ph.D., has been a
member of the Board of Directors since 2011. He quali-
fies as an independent Non-Executive Director. He is
Chairman of the Compensation Committee, and a member
of the Audit and Compliance Committee.

Other activities Since his retirement as director of
McKinsey & Company in 2007, Mr. Vanni has been an
independent consultant. He is currently a member of
several boards of directors, in industries from healthcare
to private banking, for nonlisted companies including
Eclosion2, Denzler & Partners SA and Banque Privée BCP
(Suisse) SA, all based in Switzerland.

Professional background Mr. Vanni holds an engineering
degree in chemistry from the Federal Polytechnic School
of Lausanne, Switzerland, a Ph.D. in chemistry from the
University of Lausanne, as well as a Master of Business
Administration from INSEAD in Fontainebleau, France. He
began his career as a research engineer at International
Business Machines Corp. in California, United States, and
joined McKinsey & Company in Zurich in 1980. He man-
aged the Geneva office for McKinsey from 1988 to 2004,
and consulted for companies in the pharmaceutical, con-
sumer and finance sectors. He led McKinsey’s European
pharmaceutical practice and served as member of the
partner review committee of the firm prior to his retire-
ment in 2007. As an independent consultant, Mr. Vanni
has continued to support leaders of pharmaceutical and
biotechnology companies on core strategic challenges
facing the healthcare industry.

Key knowledge/experience Global industry experience –
senior consultant of global pharmaceutical/biotech
companies, consumer goods and financial institutions.
Science experience – research engineer in technology
company and management of projects in global pharma-
ceutical R&D. Leadership experience – office management of
global consultant company and leadership of its European
pharmaceutical practice.

Andreas von Planta, Ph.D.
Swiss, age 57

Function at Novartis AG Andreas von Planta, Ph.D., has
been a member of the Board of Directors since 2006.
He qualifies as an independent Non-Executive Director.
He is Chairman of the Risk Committee, and is a member
of the Audit and Compliance Committee as well as the
Corporate Governance and Nomination Committee.

Other activities Mr. von Planta is chairman of the
Schweizerische National-Versicherungs-Gesellschaft AG
and a board member of Holcim Ltd., both in Switzerland.
He is also a board member of various Swiss subsidiaries
of foreign companies and other nonlisted Swiss compa-
nies. He is a member of the Board of Editors of the “Swiss
Review of Business Law” and is a former chairman of the
Geneva Association of Business Law. Mr. von Planta is
chairman of the regulatory board of the SIX Swiss
Exchange AG.

Professional background Mr. von Planta holds lic. iur. and
Ph.D. degrees from the University of Basel, Switzerland,
and an LL.M. from Columbia University School of Law,
New York, United States. He passed his bar examinations
in Basel in 1982. Since 1983 he has lived in Geneva and
worked for the law firm Lenz & Staehelin, where he
became a partner in 1988. His areas of specialization
include corporate law, corporate governance, corporate
finance, company reorganizations, and mergers and
acquisitions.

Key knowledge/experience Leadership and Global experi-
ence – chairman of insurance company; board member
of global construction materials manufacturer. Industry
experience – partner of leading Swiss law firm.
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Dr. Ing. Wendelin Wiedeking
German, age 60

Function at Novartis AG Dr. Ing. Wendelin Wiedeking has
been a member of the Board of Directors since 2003. He
qualifies as an independent Non-Executive Director. He is
a member of the Audit and Compliance Committee and
of the Risk Committee.

Other activities Mr. Wiedeking was chairman of the
executive board of Porsche Automobil Holding SE and
of Dr. Ing. h.c. F. Porsche AG, both in Germany, until
July 2009. Since then he has been an entrepreneur.

Professional background Mr. Wiedeking graduated in
mechanical engineering in 1978 and worked as a
scientific assistant in the machine tool laboratory of
the Rhine-Westphalian College of Advanced Technology
in Germany. His professional career began in 1983 in
Germany as director’s assistant in the production and
materials management area of Dr. Ing. h.c. F. Porsche AG
in Stuttgart-Zuffenhausen. In 1988, he moved to Glyco
Metall-Werke KG in Wiesbaden as division manager,
where he advanced by 1990 to the position of CEO
and chairman of the board of management of Glyco AG.
In 1991, he returned to Dr. Ing. h.c. F. Porsche AG as
production director. A year later, the supervisory board
appointed him spokesman of the executive board (CEO),
then chairman in 1993.

Key knowledge/experience Leadership, Global and Indus-
try experience – former chairman and CEO of global auto-
motive company. Engineering and Technology experience –
former chairman and CEO of manufacturing supply com-
pany.

Marjorie Mun Tak Yang
Chinese, age 60

Function at Novartis AG Marjorie Mun Tak Yang has been
a member of the Board of Directors since 2008. She
qualifies as an independent Non-Executive Director. She
is a member of the Compensation Committee.

Other activities Ms. Yang is chairman of the Esquel Group,
Hong Kong, China. She is a member of the Executive
Council of the Hong Kong Special Administrative Region.
In China, she is a member of the National Committee of
the Chinese People’s Political Consultative Conference.
She currently serves on the boards of Swire Pacific Ltd.,
and The Hong Kong and Shanghai Banking Corp. Ltd. in
Hong Kong, and on the boards of a number of nonlisted
companies. In January 2010 she was appointed as
Chairman of the Council of the Hong Kong Polytechnic
University. She also serves on the advisory boards of
Harvard Business School, and Tsinghua School of
Economics and Management, in the United States and
China, respectively. From 2001 to 2011, Ms. Yang was a
member of the MIT Corporation.

Professional background Ms. Yang graduated with a
bachelor’s degree in mathematics from Massachusetts
Institute of Technology and holds a master’s degree from
Harvard Business School, both in the United States. From
1976 to 1978, she was an associate in Corporate Finance,
Mergers and Acquisitions, with the First Boston Corp. in
New York, United States. In 1979, she returned to Hong
Kong and became a founding member of Esquel Group.
She was appointed chairman of the Group in 1995.

Key knowledge/experience Leadership, Global and
Industry experience – chairman of global textile manufac-
turing company. Education and Science experience –
trustee of leading US research university; leadership roles
at multiple universities.

Rolf M. Zinkernagel, M.D.
Swiss, age 68

Function at Novartis AG Rolf M. Zinkernagel, M.D., has
been a member of the Board of Directors since 1999. He
qualifies as an independent Non-Executive Director. He is
a member of the Corporate Governance and Nomination
Committee.

Other activities Dr. Zinkernagel was vice president of the
International Union of Immunological Societies until 2010.
He is a member of the scientific advisory boards of
Bio-Alliance AG, Germany; Aravis General Partner Ltd.,
Cayman Islands and Switzerland; Telormedix, Switzerland;
X-Biotech, Canada; Novimmune, Switzerland; Cancevir,
Switzerland; MannKind, United States; and the Biomedical
Sciences International Advisory Council, Singapore.
Dr. Zinkernagel is also a science consultant to Chilka Ltd.,
Cayman Islands; Ganymed, Germany; and Zhen-Ao Group,
China.

Professional background Dr. Zinkernagel graduated from
the University of Basel, Switzerland, with an M.D. in 1970.
From 1992 to 2008, he was a professor and director of
the Institute of Experimental Immunology at the
University of Zurich, and after retirement in 2008 contin-
ues to be active at the University of Zurich. Dr. Zinkernagel
has received many awards and prizes for his work and
contribution to science, notably the Nobel Prize in medicine,
which he was awarded in 1996.

Key knowledge/experience Biomedical Science and
Education experience – former professor and director at
leading Swiss university. Leadership and Global experience –
member of scientific advisory boards of numerous global
biotech companies; member of major international
research councils.
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Joseph Jimenez
Chief Executive Officer

COMPOSITION OF THE EXECUTIVE COMMITTEE

Felix R. Ehrat
General Counsel

Jonathan Symonds
Chief Financial Officer

Jeff George
Sandoz

Andrin Oswald
Vaccines and
Diagnostics

Brian McNamara1

OTC

George Gunn
Animal Health

Corporate
Responsibility

Kevin Buehler
Alcon

Mark C. Fishman
Biomedical Research

David Epstein
Pharmaceuticals

Juergen Brokatzky-
Geiger

Human Resources

1Permanent attendee until December 31, 2012, full member as per January 1, 2013

OUR MANAGEMENT

COMPOSITION OF THE EXECUTIVE COMMITTEE

The Executive Committee is headed by the Chief Executive Officer. The
members of the Executive Committee are appointed by the Board of
Directors. The Chairman may appoint or remove non-voting Perma-
nent Attendees to attend the meetings of the Executive Committee. As
of December 31, 2012, there was 1 Permanent Attendee attending
meetings of the Executive Committee.

The organizational structure and the details of the responsibility
of the Executive Committee are set forth in the Board Regulations
(www.novartis.com/corporate-governance).

The Board of Directors has not concluded any contracts with
third parties to manage the business.

ROLE AND FUNCTIONING OF THE EXECUTIVE COMMITTEE

The Board of Directors has delegated to the Executive Committee
the coordination of the Group’s business operations. This includes:
– Developing policies, strategies and strategic plans for approval by

the Board of Directors and implementing those approved by the
Board of Directors;

– Submitting to the Board of Directors and its committees proposed
changes in management positions of material significance, invest-
ments, financial measures, acquisitions or divestitures, contracts
of material significance and budgets;

– Preparing and submitting quarterly and annual reports to the
Board of Directors or its committees;

– Informing the Board of Directors of all matters of fundamental
significance to the businesses;

– Recruiting, appointing and promoting senior management;
– Ensuring the efficient operation of the Group and achievement of

optimized results;
– Promoting an active internal and external communications policy;

and
– Dealing with any other matters as are delegated by the Board of

Directors to the Executive Committee.

THE CHIEF EXECUTIVE OFFICER

In addition to other duties that may be assigned by the Board of
Directors, the Chief Executive Officer, supported by the Executive
Committee, is responsible overall for the management and per-
formance of the business, leads the Executive Committee, builds
and maintains an effective executive team and represents Novartis
with major customers, financial analysts, investors and with the
media.

CONTRACTS WITH MEMBERS OF THE EXECUTIVE COMMITTEE

In accordance with good corporate governance, employment con-
tracts with members of the Executive Committee do not contain
unusually long notice periods, change-of-control clauses (including
no “golden parachutes,” special provisions on the cancellation of
contractual arrangements, agreements concerning special notice
periods or long-term contracts exceeding 12 months, waivers of
lock-up periods for options, shorter vesting periods, and no addi-
tional contributions to pension funds) or severance payments.
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From left to right: Juergen Brokatzky-Geiger, Mark C. Fishman, Jeff George, Andrin Oswald, George Gunn, Joseph Jimenez, Felix R. Ehrat, Kevin Buehler,
Brian McNamara, David Epstein, Jonathan Symonds

EXECUTIVE COMMITTEE

MEMBERS

Joseph Jimenez
American, age 53

Juergen Brokatzky-Geiger, Ph.D.
German, age 60

Kevin Buehler
American, age 55

Felix R. Ehrat, Ph.D.
Swiss, age 55

David Epstein
American, age 51

Mark C. Fishman, M.D.
American, age 61

Jeff George
American, age 39

George Gunn, MRCVS
British, age 62

Brian McNamara
American, age 46

Andrin Oswald, M.D.
Swiss, age 41

Jonathan Symonds
British, age 53

SECRETARY

Bruno Heynen
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Joseph Jimenez
American, age 53

Joseph Jimenez has been Chief Executive Officer (CEO) of
Novartis since 2010. Mr. Jimenez is responsible for leading the
company’s diversified healthcare portfolio of leading businesses
in innovative pharmaceuticals, eye care, generics, vaccines and
diagnostics, and OTC and animal health. Previously Mr. Jimenez
served as Division Head, Novartis Pharmaceuticals. He led the
transformation of the pharmaceutical portfolio to balance mass
market and specialty products, and significantly increased the
percentage of sales from newly launched products. Mr. Jimenez
also worked to realign the division’s commercial approach to
focus on the individual needs of customers, and incorporated
more technological tools to better connect with patients and

customers. Mr. Jimenez joined Novartis in April 2007 as Division
Head, Novartis Consumer Health. Previously, he served as pres-
ident and CEO of the North America business for the H.J. Heinz Co.,
and as president and CEO of Heinz in Europe from 2002 to 2006.
Prior to joining Novartis, he was a nonexecutive director of
AstraZeneca PLC, United Kingdom, from 2002 to 2007. He was
also an adviser for the private equity organization Blackstone
Group in the United States. Mr. Jimenez is a member of the
board of directors of Colgate-Palmolive Co., New York. He grad-
uated in 1982 with a bachelor’s degree from Stanford University
and in 1984 with a Master of Business Administration from the
University of California, Berkeley.

Juergen Brokatzky-Geiger, Ph.D.
German, age 60

Juergen Brokatzky-Geiger, Ph.D., has been Head of Human
Resources of Novartis since 2003. He is a member of the
Executive Committee of Novartis. Mr. Brokatzky-Geiger joined
Ciba-Geigy Ltd. in 1983 as a Ph.D. chemist in the Pharmaceuticals
Division in Switzerland. After a job rotation in the United States,
he held positions of increasing responsibility in Research and
Development (R&D), including Group Leader of Process R&D,
Head of Process R&D, and Head of Process Development and

Pilot Plant Operations. During the merger of Ciba-Geigy and
Sandoz in 1996, Mr. Brokatzky-Geiger was appointed Integration
Officer of Technical Operations. He later became the Head of
Chemical and Analytical Development, and served as the Global
Head of Technical R&D from 1999 to 2003. Mr. Brokatzky-Geiger
is a member of the board of Bachem AG in Switzerland. He grad-
uated with a Ph.D. in chemistry from the University of Freiburg,
Germany, in 1982.

Felix R. Ehrat, Ph.D.
Swiss, age 55

Felix R. Ehrat, Ph.D., has been Group General Counsel since Octo-
ber 2011. He is a member of the Executive Committee of
Novartis. Mr. Ehrat is a leading practitioner of corporate, banking,
and mergers and acquisitions law, as well as an expert in corpo-
rate governance and arbitration. He started his career as an asso-
ciate with Baer & Karrer Ltd. in Zurich in 1987, became partner
in 1992, and advanced to senior partner (2003 to 2011) and
executive chairman of the board (2007 to 2011) of the firm.
Mr. Ehrat is chairman of Globalance Bank AG in Switzerland,
and board member of several organizations in the cultural field.
Previously, Mr. Ehrat was, among other things, chairman of Banca
del Gottardo, and a board member of Julius Baer Holding AG,

Austriamicrosystems AG, Charles Voegele Holding AG and Carlo
Gavazzi Holding AG. Mr. Ehrat was admitted to the Zurich bar in
1985 and received his doctorate of law from the University of
Zurich in 1990. In 1986, he completed an LL.M. at McGeorge
School of Law in the United States. Some of his past member-
ships and positions include: the International Bar Association,
where he was co-chair of the Committee on Corporate and M&A
Law from 2007 to 2008; Association Internationale des Jeunes
Avocats, where he was president from 1998 to 1999; and the
Swiss Arbitration Association, the Zurich Bar Association, and the
Swiss Bar Association.

Kevin Buehler
American, age 55

Kevin Buehler has been Division Head, Alcon, since 2011. He is
a member of the Executive Committee of Novartis. Mr. Buehler
was president and CEO of Alcon Inc. from 2009 to 2011. He
began his career with Alcon in 1984 as a regional sales manager
in the Consumer Products Division, and held positions of
increasing responsibility before being named director of sales
and marketing. In 1996, he became director of Alcon’s US
Managed Care and Falcon Generic Pharmaceutical groups, and
became vice president in 1998. The following year he returned
to the US Consumer Products Division as vice president and
general manager. Mr. Buehler moved to the International Division

in 2002 as vice president and regional manager, Latin America
and Caribbean. He was later named area vice president, Latin
America, Canada, Australia and Far East. Mr. Buehler also served
as senior vice president, global markets, and chief marketing
officer. Prior to joining Alcon, he worked for The Gillette Co. and
Snyder Drug Stores, both in the United States. Mr. Buehler holds a
bachelor’s degree from Carroll University in Waukesha, Wisconsin,
in the United States, with concentrations in business adminis-
tration and political science. He completed the Harvard Program
for Management Development in 1993.
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David Epstein
American, age 51

David Epstein has been Division Head, Novartis Pharmaceuticals,
since 2010. He is a member of the Executive Committee of
Novartis. Prior to his current appointment, Mr. Epstein served as
Head of Novartis Oncology for nearly 10 years. In addition,
Mr. Epstein has led the Molecular Diagnostics Unit since its
creation in 2008. Before joining Novartis, Mr. Epstein was an
associate in the strategy practice of the consulting firm Booz
Allen Hamilton Inc. in the United States. Mr. Epstein joined Sandoz,
a predecessor company of Novartis, in 1989, and held various

leadership positions of increasing responsibility for the company,
including Chief Operating Officer of Novartis Pharmaceuticals
Corporation in the United States and Head of Novartis Specialty
Medicines. Mr. Epstein graduated with a bachelor’s degree in
pharmacy from The Ernest Mario School of Pharmacy at Rutgers,
The State University of New Jersey, in 1984, and with a Master
of Business Administration in finance and marketing from New
York’s Columbia University Graduate School of Business in 1987.

Mark C. Fishman, M.D.
American, age 61

Mark C. Fishman, M.D., has been President of the Novartis
Institutes for BioMedical Research (NIBR) since 2002. He is a
member of the Executive Committee of Novartis. Before joining
Novartis in 2002, Dr. Fishman was chief of cardiology and director
of the Cardiovascular Research Center at Massachusetts General
Hospital, and was professor of medicine at Harvard Medical
School, both in the United States. Dr. Fishman completed his
internal medicine residency, chief residency and cardiology

training at Massachusetts General Hospital. Dr. Fishman graduated
with a bachelor’s degree from Yale College in 1972 and an M.D.
from Harvard Medical School in 1976. He has been honored with
many awards and distinguished lectureships, and is a member
of the Institute of Medicine of the National Academies and a
Fellow of the American Academy of Arts and Sciences, both in
the United States.

Jeff George
American, age 39

Jeff George has been Division Head, Sandoz, since 2008. He is a
member of the Executive Committee of Novartis. Mr. George
joined the Vaccines and Diagnostics Division of Novartis in 2007
as Head of Commercial Operations for Western and Eastern
Europe. He then advanced to Head of Emerging Markets for the
Middle East, Africa, Southeast Asia and CIS at Novartis Pharma-
ceuticals. Before joining Novartis, Mr. George was a Senior Director
of Strategy and Business Development at Gap Inc., San Francisco,
United States. From 2001 to 2004, he was an Engagement

Manager with McKinsey & Company, also in San Francisco.
Mr. George received a Master of Business Administration from
Harvard University in 2001. He graduated in 1999 with a master’s
degree from The Johns Hopkins University’s School of Advanced
International Studies, where he studied international economics
and emerging markets political economy. In 1996, he received
his bachelor’s degree in international relations from Carleton
College in Northfield, Minnesota, in the United States.

George Gunn, MRCVS
British, age 62

George Gunn has been Division Head, Novartis Animal Health,
and Head, Corporate Responsibility, since 2011. He is a member
of the Executive Committee of Novartis. Before joining Novartis,
Mr. Gunn was president of Pharmacia Animal Health, based in
the United States. Previously, he spent more than 15 years in
positions of increasing responsibility in healthcare companies.
He worked as a veterinary surgeon for nine years before entering
the industry. Mr. Gunn joined Novartis in 2003 as Head of
Novartis Animal Health, North America. In 2004, he assumed his

position as Head of the Animal Health Business Unit. In addition
to this role, he was Division Head, Novartis Consumer Health,
from 2008 to 2011. Mr. Gunn graduated with a bachelor of
veterinary medicine and surgery degree from the Royal (Dick)
School of Veterinary Studies in the United Kingdom in 1973. He
graduated with a diploma in veterinary state medicine from the
same school in 1978. In 2008, he received an honorary doctorate
in veterinary medicine and surgery from the University of
Edinburgh, Scotland.
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Brian McNamara
American, age 46

Brian McNamara has been Division Head, Novartis OTC and a
permanent attendee of the Executive Committee of Novartis
since February 2012. As of January 1, 2013, he is a member of the
Executive Committee of Novartis. Prior to this role, Mr. McNamara
served as President, Americas Region, for Novartis OTC. Since
joining Novartis OTC in 2004 as Senior Vice President and
General Manager of Novartis OTC North America, Mr. McNamara
has worked on a number of strategic initiatives. Mr. McNamara
also served as President of Novartis OTC Europe from 2007 until
2010. Mr. McNamara began his career at Procter & Gamble Co.,
Cincinnati, United States, where he gained extensive experience

in consumer and brand marketing, product supply, and cus-
tomer leadership. Mr. McNamara has served on the board of
directors and the executive committee of the Consumer Health-
care Products Association in the United States. He is also a former
board member of the Association of the European Self-Medi-
cation Industry and chairman of its economic affairs committee.
Mr. McNamara received a Master of Business Administration in
Finance from the University of Cincinnati and a bachelor’s
degree in electrical engineering from Union College, both in the
United States.

Andrin Oswald, M.D.
Swiss, age 41

Andrin Oswald, M.D., has been Division Head, Novartis Vaccines
and Diagnostics, since 2008. He is a member of the Executive
Committee of Novartis. Previously, Dr. Oswald was CEO of Speedel
Holding AG and Global Head of Pharmaceutical Development
Franchises in the Novartis Pharmaceuticals Division, both in
Switzerland. Dr. Oswald joined Novartis in 2005 as Assistant to
the Chairman and CEO. Before his appointment as Head of

Development Franchises, he served as Head of the Country
Pharmaceuticals Organization (CPO) and Country President
for Novartis in South Korea. Dr. Oswald joined Novartis from
McKinsey & Company, Switzerland, where he was an associate
principal. Between 2002 and 2003, he was a delegate of the
International Committee of the Red Cross (ICRC) to Nepal. He
holds a doctorate in medicine from the University of Geneva.

Jonathan Symonds
British, age 53

Jonathan Symonds has been Chief Financial Officer (CFO) of
Novartis since 2010. He is a member of the Executive Committee
of Novartis. Before joining Novartis in 2009, Mr. Symonds was
partner and managing director of Goldman Sachs Group Inc. in
the United Kingdom. He also has eight years of experience as
CFO of AstraZeneca PLC, and previously held positions as Group
Finance Director at Zeneca and partner at KPMG. From 2004 to
2007, Mr. Symonds was a director of Diageo PLC and chairman
of the audit committee. Other previous roles include director

and audit committee chairman of Qinetiq PLC, chairman of the
100 Group of Finance Directors, joint chairman of the Business
Tax Forum, board member of the Accounting Standards Board,
and founder of the Oxford University Centre for Business Taxation
Research, all in the United Kingdom. Mr. Symonds graduated
with a first-class degree in business finance from the University
of Hertfordshire, United Kingdom, in 1980, and became a Fellow
of Chartered Accountants in 1982. He is a Commander of the
British Empire (CBE).
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OUR INDEPENDENT EXTERNAL AUDITORS

DURATION OF THE MANDATE AND TERMS OF OFFICE

Based on a recommendation by the Audit and Compliance Commit-
tee, the Board of Directors nominates an independent auditor for
election at the Annual General Meeting. PricewaterhouseCoopers
(PwC) assumed its existing auditing mandate for Novartis in 1996.
Peter Kartscher, auditor in charge, and Michael P. Nelligan, global
relationship partner, began serving in their respective roles in 2009.
The Audit and Compliance Committee ensures that the auditor in
charge is rotated at least every five years.

INFORMATION TO THE BOARD OF DIRECTORS AND THE AUDIT
AND COMPLIANCE COMMITTEE

The independent auditor, PwC, is responsible for opining on whether
the audited consolidated financial statements comply with Interna-
tional Financial Reporting Standards (IFRS) and Swiss law and
whether the separate parent company financial statements of Novartis
AG comply with Swiss law. Additionally, PwC is responsible for opin-
ing on the effectiveness of internal control over financial reporting.

The Audit and Compliance Committee, acting on behalf of the
Board of Directors, is responsible for overseeing the activities of
PwC. During 2012, the Audit and Compliance Committee held 6
meetings. At each of these meetings, PwC was invited to attend dur-
ing the discussion of agenda items that dealt with accounting,
financial reporting or auditing matters and any other matters rele-
vant for their audit.

On an annual basis, PwC provides to the Audit and Compliance
Committee the written disclosures required by Rule 3526, “Com-
munications with Audit Committees Concerning Independence,” of
the Public Company Accounting Oversight Board (PCAOB), and the
Audit and Compliance Committee and PwC discuss PwC’s inde-
pendence from Novartis and Novartis’ management.

The Audit and Compliance Committee recommended to the
Board of Directors, and the Board of Directors approved, inclusion
of the audited financial statements in the Annual Report for the year
ended December 31, 2012.

The Audit and Compliance Committee, on a regular basis, eval-
uates the performance of PwC and, once yearly, based on a per-
formance evaluation, determines whether PwC should be proposed
to the Annual General Meeting for election. Also, once yearly, the
auditor in charge and the global relationship partner report to the
Board of Directors on the activities of PwC during the current year
and on the audit plan for the coming year and answer any questions
or concerns Board members might have on the performance of
PwC, or on the work PwC has conducted or is planning to conduct.

In order to assess the performance of PwC, the Audit and Com-
pliance Committee requires a self-evaluation report from PwC, holds
private meetings with the Chief Executive Officer, the Chief Finan-
cial Officer and with the Head of Internal Audit and, if necessary,
obtains an independent external assessment. The Board of Direc-
tors also meets with the auditor in charge and the global relation-
ship partner. Criteria applied for the performance assessment of
PwC include technical and operational competence, independent
and objective view, sufficient resources employed, focus on areas of
significant risk to Novartis, willingness to probe and challenge, abil-
ity to provide effective, practical recommendations and open and
effective communication and coordination with the Audit and Com-
pliance Committee, the Internal Audit function and management.

PRE-APPROVAL OF AUDIT AND NON-AUDIT SERVICES

The Audit and Compliance Committee’s pre-approval is required
for all services provided by PwC. These services may include audit
services, audit-related services, tax services and other services.

Pre-approval is detailed as to the particular services or cate-
gories of services, and is subject to a specific budget. PwC and man-
agement report, on a quarterly basis, to the Audit and Compliance
Committee regarding the extent of services provided in accordance
with this pre-approval and the fees for the services performed to
date. The Audit and Compliance Committee may also pre-approve
additional services on a case-by-case basis.

AUDITING AND ADDITIONAL FEES

PwC charged the following fees for professional services rendered
for the 12-month periods ended December 31, 2012 and Decem-
ber 31, 2011:

2012 2011
USD thousands USD thousands

Audit Services 28 960 30 060

Audit-Related Services 2 300 2 480

Tax Services 500 1 550

Other Services 190 190

Total 31 950 34 280

Audit Services are defined as the standard audit work performed
each year in order to issue opinions on the parent company and
consolidated financial statements of the Group, to issue opinions
relating to the effectiveness of the Group’s internal controls over
financial reporting, and to issue reports on local statutory financial
statements. Also included are audit services that can only be pro-
vided by the Group auditor, such as auditing of non-recurring trans-
actions and implementation of new accounting policies, audits of
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accounting infrastructure system controls, pre-issuance reviews of
quarterly financial results, consents and comfort letters and any
other audit services required for SEC or other regulatory filings.

Audit-Related Services include those other assurance services
provided by the independent auditor but not restricted to those that
can only be provided by the auditor signing the audit report. They
comprise amounts for services such as acquisition due diligence
and related audits, audits of pension and benefit plans, IT infra-
structure control assessments, contractual audits of third-party
arrangements, assurance services on corporate citizenship report-
ing and compliance with corporate integrity agreements, and con-
sultation regarding new accounting pronouncements.

Tax Services represent tax compliance, tax returns, assistance
with historical tax matters and other tax-related services.

Other Services include training in the finance area, advice for
process improvements, benchmarking studies, assessment of cer-
tain non-financial processes and license fees for use of accounting
and other reporting guidance databases.

FURTHER INFORMATION

THE GROUP STRUCTURE OF NOVARTIS

NOVARTIS AG AND GROUP COMPANIES

Under Swiss company law, Novartis AG is organized as a corporation
which has issued shares of common stock to investors. The registered
office of Novartis AG is Lichtstrasse 35, CH-4056 Basel, Switzerland.

Business operations are conducted through Novartis Group
companies. Novartis AG, a holding company, owns directly or indi-
rectly all companies worldwide belonging to the Novartis Group.
Except as described below, the shares of these companies are not
publicly traded. The most important Novartis subsidiaries and asso-
ciated companies are listed in Note 31 to the Group’s consolidated
financial statements.

DIVISIONS

The businesses of Novartis are divided on a worldwide basis into six
operating divisions, Pharmaceuticals, Alcon (eye care), Vaccines
and Diagnostics, Sandoz (generics), Over-the-Counter and Animal
Health, and Corporate activities.

MAJORITY HOLDINGS IN PUBLICLY TRADED GROUP COMPANIES

Novartis AG holds 76% of Novartis India Limited, with its registered
office in Mumbai, India, and listed on the Bombay Stock Exchange
(ISIN INE234A01025, symbol: HCBA). The total market value of the
24% free float of Novartis India Limited was USD 92.6 million at
December 31, 2012, using the quoted market share price at the year
end. Applying this share price to all the shares of the company the
market capitalization of the whole company was USD 392.5 million,
and that of the shares owned by Novartis was USD 299.9 million.

SIGNIFICANT MINORITY HOLDINGS IN PUBLICLY TRADED COMPANIES

Novartis AG holds
– 33.3% of the bearer shares of Roche Holding AG, with its regis-

tered office in Basel, Switzerland, and listed on the SIX Swiss
Exchange (Valor No. 1203211, ISIN CH0012032113, symbol:
RO). The market value of the Group’s interest in Roche Holding
AG, as of December 31, 2012, was USD 10.9 billion. The total mar-
ket value of Roche Holding AG was USD 173.9 billion. Novartis
does not exercise control over Roche Holding AG, which is inde-
pendently governed, managed and operated.

– 24.9% of Idenix Pharmaceuticals, Inc., with its registered office in
Delaware, USA, and listed on NASDAQ (Valor No. 1630029, ISIN
US45166R2040, symbol: IDIX). The total market value of the
75.1% free float of Idenix Pharmaceuticals, Inc. was USD 487.7
million at December 31, 2012, using the quoted market share
price at the year end. Applying this share price to all the shares
of the company the market capitalization of the whole company
was USD 649.3 million and that of the shares owned by Novartis
was USD 161.6 million. Novartis does not exercise control over
Idenix Pharmaceuticals, Inc., which is independently governed,
managed and operated.

INFORMATION OF OUR STAKEHOLDERS

INTRODUCTION

Novartis is committed to open and transparent communication
with shareholders, financial analysts, customers, suppliers and
other stakeholders. Novartis aims to disseminate material develop-
ments in its businesses in a broad and timely manner that complies
with the rules of the SIX Swiss Exchange and the NYSE.
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COMMUNICATIONS

Novartis publishes an Annual Report each year that provides infor-
mation on the Group’s results and operations. In addition to the
Annual Report, Novartis prepares an annual report on Form 20-F
that is filed with the SEC. Novartis discloses quarterly financial
results in accordance with IFRS and issues press releases from time
to time regarding developments in its businesses.

Novartis furnishes press releases relating to financial results
and material events to the SEC via Form 6-K. An archive containing
Annual Reports, annual reports on Form 20-F, and quarterly results
releases, as well as related materials such as slide presentations
and conference call webcasts, is on the Novartis Investor Relations
website (www.novartis.com/investors). The archive is available on
the Novartis website:
http://www.novartis.com/newsroom/media-releases/index.shtml

Information contained in reports and releases issued by Novartis is
only correct and accurate at the time of release. Novartis does not
update past releases to reflect subsequent events and advises
against relying on them for current information.

INVESTOR RELATIONS PROGRAM

An Investor Relations team manages the Group’s interaction with
the international financial community. Several events are held each
year to provide institutional investors and analysts various oppor-
tunities to learn more about Novartis.

Investor Relations is based at the Group’s headquarters in
Basel, Switzerland. A part of the team is located in New York to coor-
dinate interaction with US investors. Information is available on the
Novartis website: www.novartis.com/investors. Investors are also
welcome to subscribe to a free e-mail service on this site.

WEBSITE INFORMATION

Topic Information

Share Capital

Articles of Incorporation of Novartis AG
http://www.novartis.com/corporate-governance
Novartis key share data
http://www.novartis.com/key-share-data

Shareholder Rights

Articles of Incorporation of Novartis AG
http://www.novartis.com/corporate-governance
Investor Relations information
http://www.novartis.com/investors

Board Regulations

Board Regulations
http://www.novartis.com/corporate-governance

Executive Committee

Executive Committee
http://www.novartis.com/executive-committee

Novartis Code for Senior Financial Officers

Novartis Code of Ethical Conduct for CEO and Senior Financial Officers
http://www.novartis.com/corporate-governance

Additional Information

Novartis Investor Relations
http://www.novartis.com/investors
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COMPENSATION REPORT

Novartis aspires to be an employer of choice
and to attract and retain best-in-class talent
around the world.

Our compensation plans are designed to
support our position as a preeminent global
healthcare company. They provide competi-
tive compensation and benefits for world-
class talent in a competitive market. They are
aligned with our business performance objec-
tives that are key to our sustained success
while being transparent, coherent and consis-
tent with our pay-for-performance philosophy.
Our compensation system aims to encourage
innovation and entrepreneurship and, at the
same time, deter excessive risk-taking at the
expense of the long-term condition of the
Group.

The Compensation Report describes our
compensation system and philosophy, and
provides details on the compensation related
to 2012 performance.

CONTENTS

Management Summary 122

Compensation of Executives and Other Associates 124

Compensation Governance 141

Risk Management 142

Compensation of the Board of Directors 143



N OVA R T I S G R O U P A N N UA L R E P O R T 2 0 1 2122

MANAGEMENT SUMMARY

STAKEHOLDERS OUTREACH AND ENGAGEMENT

Novartis compensation policies and practices aim to create long-term
value for the Group through its talented and dedicated associates.

Our Board and management reach out regularly to our stake-
holders to gather feedback on our compensation system. This
includes telephone and in-person discussions with individual and
institutional investors and proxy advisors. In addition, we answer
and take into consideration all written queries and comments. We
regularly analyze market practices and take advice from the Com-
pensation Committee’s independent advisors.

With the benefit of this feedback, in 2012, the Compensation
Committee undertook a strategic review of our compensation sys-
tem, and is proposing several fundamental changes to the compen-
sation structure for the CEO and the members of the Executive
Committee from 2014 onwards. These changes have been approved
by the Board and will be submitted to a consultative shareholder
vote at the Annual General Meeting in 2013. Further details of the
proposed changes are set out in a separate summary attached to
the Notice of Annual General Meeting 2013.

In addition, based on the Compensation Committee’s annual
review of our compensation system, in 2012, we have decided with
immediate effect to:
– Increase our level of disclosure regarding performance, in partic-

ular, for the CEO against his 2012 objectives.
– Further pursue the shift from the Equity Plan “Select” (our time-

vesting long-term incentive program) to the Long-Term Perfor-
mance Plan “LTPP” (our performance-vesting long-term incentive
program) for members of the Executive Committee.

– Exclude the CEO and the members of the Executive Committee
from receiving Special Share Awards that are granted on a discre-
tionary basis and are not contingent on the achievement of future
targets.

NOVARTIS PERFORMANCE IN 2012 AND CEO COMPENSATION

In 2012, overall net sales for the Group were maintained in line with
the prior year in constant currencies (cc), despite global economic
challenges and the loss of our exclusivity of Diovan. Core operating
income was slightly below the prior year in cc. Strong new product
launches helped rejuvenate our portfolio. Recently launched prod-
ucts accounted for 29% of Group net sales, including Gilenya,
Tasigna, Lucentis and Afinitor in our Pharmaceuticals Division.
Growth in emerging markets (i.e. 6% on average) contributed
USD 13.8 billion to Group net sales.

The Pharmaceuticals Division exceeded its net sales goals and
significantly surpassed its operating income targets, while Alcon,

Sandoz and Animal Health performed in line with financial targets.
Our OTC business and Vaccines and Diagnostics Division were
below target, as both were impacted by quality issues and produc-
tion bottlenecks.

The company continued to focus on driving growth through sci-
ence-based innovation, which helped us maintain one of the indus-
try’s strongest pipelines: our Pharmaceutical R&D projects include
71 new compounds, which is among the highest in the industry.
Sandoz had 12 first-to-files and further expanded its lead in differ-
entiated products including biosimilars and dermatology. The Vac-
cines and Diagnostics Division received a positive opinion from the
EMA’s Committee for Medicinal Products for Human Use (CHMP)
for Bexsero – our groundbreaking meningococcal disease vaccine.

The company took significant measures to improve production
quality. Quality issues at a US production site affected the perform-
ance of OTC and Animal Health, which together make up our Con-
sumer Health Division. Both businesses are expected to return to
growth in 2013 amid continued improvement measures.

Overall, the company delivered solid financial results and, for
the 16th consecutive year, we propose to raise the annual dividend.
Adding the share price appreciation to the dividend, we delivered a
total shareholder return of 11.8% in CHF (and 15% in USD for ADS
holders) over 2012.

The Board of Directors assessed that, under the CEO’s leader-
ship and with its strong pipeline of innovative products, the com-
pany is strategically well-positioned to operate successfully in the
evolving healthcare industry.

The Board of Directors determined that the CEO met most of
the objectives that were set at the start of the year in challenging
market conditions and fully acknowledged the breakthroughs in
innovation and the efficiency gains. For more details on the 2012
CEO performance, see page 124.

Based on the assessment of both the company and individual
performance, the Compensation Committee determined that the
CEO earned an annual incentive payout of CHF 1.4 million and long-
term incentive “Select” of CHF 4.8 million. In addition, based on the
achievement of Novartis Economic Value Added over the last three
years, the CEO earned 76 937 shares, representing a value of
CHF 4.7 million. The CEO’s total compensation for 2012 (i.e. base
salary, variable compensation, pension and other benefits) was
CHF 13.2 million. This represents a total reduction of 15.9% from
2011, or 9.8% excluding the value of the 2011 LSSP match (our
leveraged share savings plan). The Compensation Committee deter-
mined that this was appropriate, given that the company’s overall
performance in 2012 was lower in certain areas than in 2011.

The CEO’s total compensation for 2012 is set out in the table
below.
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2011 2012

Total 15 722 386 13 228 188

Equity Plan “Select” 6 160 047

Base compensation 1 916 667

CEO COMPENSATION FOR PERFORMANCE YEAR 2012 VERSUS PRIOR YEAR
(MARKET VALUE, IN CHF)

Annual incentive 1 760 033

Long-Term Performance Plan 4 550 524

Pension benefits 172 193

Future LSSP/ESOP match 1 056 033

Other benefits 106 889

2 025 000

1 370 300

4 795 941

4 747 013

128 734

0

161 200 CEO COMPENSATION REALIZED/UNREALIZED (MARKET VALUE, CHF)

2011 2012

8 271 047

63%

8 334 113

Realized 53%

7 216 080

Unrealized 46%

172 193

Pension 1%

161 200

1%

4 795 941

36%

PAY-FOR-PERFORMANCE
Compensation of executives is strongly linked to
our performance. Our compensation programs are designed to pay
our executives relative to Novartis performance, measured against
stretched financial goals, individual performance and behavior, as well
as share performance.

COMPETITIVE COMPENSATION
Regular benchmarking ensures that compensation opportunities offered
to executives enable Novartis to attract and retain top talent. Generally,
Novartis compensation programs aim at compensating associates at the
median level of compensation, with upper quartile (>75th percentile) for
sustained superior performance.

EQUITY OWNERSHIP
To align the interests of our management with our shareholders, we
require our CEO and the members of the Executive Committee to hold
a substantial value in company shares in relation to their annual
compensation.

SAFEGUARDS
Our plans contain a number of features to ensure that business risks are
appropriately managed, while delivering sustainable returns to shareholders.
In particular, safeguards are maintained to limit circumstances in which
inappropriate risks might be taken:
– Our incentive programs have an appropriate balance between short-term

and long-term performance measures with different time horizons and
pay out forms (cash and equity).

– All incentive plan payouts are capped at 200% of target.
– Our executive employment contracts include clawback clauses, and

do not contain provisions for severance payments, or change-of-control
clauses.

– Employment contracts for our CEO and the members of the Executive
Committee provide a notice period of 12 months.

– The Compensation Committee reviews annually the performance of
Novartis key executives against the Novartis Values and Behaviors and
the performance of Novartis and its divisions.

It is important to note that not all of the 2012 compensation is
finally acquired. A significant portion is deferred and prospectively
payable at a future date subject to performance at the end of the
performance cycle and employment conditions. If the CEO leaves

Novartis for reasons other than retirement, disability or death, his
unvested long-term incentive compensation is forfeited, even in
case of termination without cause. The chart below sets out the por-
tion acquired immediately (“realized”) and the portion deferred
and prospectively payable at a future date (“unrealized”).

The Compensation Committee has determined that the CEO’s
annual base salary for 2013 is increased by 1.5% from 2012, in
line with general salary increases for other Swiss associates.

KEY FEATURES OF OUR 2012 COMPENSATION SYSTEM FOR THE CEO AND THE MEMBERS OF THE EXECUTIVE COMMITTEE
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SUMMARY OF COMPENSATION DELIVERY TO THE CEO AND THE MEMBERS OF THE EXECUTIVE COMMITTEE

Performance
Compensation element Purpose measurement Vesting Target/Cap Delivery

Base compensation Provides a reasonable, competitive level – - – Cash
of fixed compensation in recognition of
the position and responsibilities held

Short-term incentive Rewards performance against short-term Business and - Target: Up to 60% of base Cash
Annual incentive (annual) individual and divisional or Individual compensation

Group targets, and demonstrable performance Cap: 200% of target
progress against longer-term objectives

Leverage Share Retains key executives within Novartis, – LSSP:5-year – Shares (LSSP: 1:1 /
Saving Plan “LSSP” / while aligning with the long-term time-vesting ESOP: 2:1 matching paid
Employee Share interests of our shareholders ESOP: 3-year out if executive decides
Option Plan “ESOP” time-vesting to invest the annual

incentive in shares)

Long-term incentive Ties compensation directly to the Business and 3-year Target: Up to 200% of base Restricted shares,
Equity plan long-term performance of our shares Individual time-vesting compensation tradable options
“Select” to further align with the interests of performance Cap: 200% of target or Restricted Share Units

our shareholders at grant (RSU)

Long-Term Motivates commitment to longer-term Novartis Economic 3-year Target: Up to 175% of base Shares
Performance objectives and sustained financial Value Added (NVA) performance- compensation
Plan “LTPP” performance for our shareholders at vesting vesting Cap: 200% of target

COMPENSATION OF EXECUTIVES AND OTHER
ASSOCIATES

2012 CEO PERFORMANCE

INTRODUCTION

The CEO’s individual objectives for 2012 were based on a balanced
scorecard with a mix of quantitative and qualitative targets for the
Group in four key areas; financial performance, innovation and
growth, organizational health and customer satisfaction; and
adherence to our values and behaviors. Below is a review of his
2012 performance in each area.

FINANCIAL PERFORMANCE

The CEO’s objectives for 2012 included financial targets based on
net sales, operating income, earnings per share and free cash flow.
Overall performance for the Group in 2012 was in line with expec-
tations set at the beginning of the year, with strong performance
from the Pharmaceuticals Division, in particular, driving Group net
sales in line with targets and the prior year in constant currencies
(cc), and core operating income surpassing the target and only
slightly below the prior year in cc. This is despite the loss of our
exclusivity of Diovan, our largest product. Alcon, Animal Health and
Sandoz performed in line with financial targets. Due to quality
issues and production bottlenecks, goals set for our OTC business
and Vaccines and Diagnostics Division were not met.

INNOVATION AND GROWTH

The CEO’s objectives for 2012 included targets to extend our lead
in innovation and accelerate growth, which are intended to deliver
breakthroughs in areas of highest medical unmet need and help
mitigate the effect of the loss of our exclusivity of Diovan. Overall
performance for the Group in 2012 exceeded the goals set by the
Board. Novartis invested more than USD 9 billion in research and
development, significantly advancing our promising pipeline projects
and securing 17 major approvals across our portfolio in 2012. The
Novartis pharmaceuticals pipeline is expected to deliver a record
number of near-term pivotal study readouts, filings and approvals
which, together with recently launched products, is expected to drive
sales growth. In 2012, our Pharmaceutical R&D projects include 71
new compounds, which is among the highest in the industry, and
Sandoz had 12 first-to-files. Vaccines and Diagnostics received a pos-
itive opinion from the EMA’s Committee for Medicinal Products for
Human Use (CHMP) for Bexsero. Sales from recently launched prod-
ucts accounted for 29% of Group net sales, while continually
improved growth in emerging markets contributed USD 13.8 billion
to Group net sales.

ORGANIZATIONAL HEALTH

The CEO’s objectives for 2012 included goals for strengthening
quality control, driving productivity, developing people and enhanc-
ing the Group’s reputation. In 2012, Novartis made a significant
investment and strengthened measures toward achieving “quality
beyond compliance.” As a result, the vast majority of inspections by
regulatory authorities were assessed as good or satisfactory. While
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there is still work to do at our Consumer Health facility in Lincoln,
Nebraska and at some of the Sandoz sites, our Broomfield, Colorado
site, which was under an FDA warning letter, had a satisfactory re-
inspection by the FDA and achieved compliance. Productivity meas-
ures helped us to achieve overall savings of around USD 2.8 billion
in 2012 for the Group. We further deepened and broadened pro-
grams to strengthen our leadership, to develop talent and to renew
our focus on employee engagement.

CUSTOMER SATISFACTION

In 2012, our “Customers First” initiative to improve cross-divisional
collaboration and better serve our customers’ needs delivered
incremental sales of more than USD 0.8 billion, exceeding the
objective.

PERFORMANCE EVALUATION SYSTEM AND COMPENSATION
DETERMINATION

To foster a high performance culture, Novartis applies a uniform
People Performance Management process worldwide, based on
quantitative and qualitative criteria, including Novartis Values and
Behaviors. Novartis associates, including the CEO and the members
of the Executive Committee, are subject to a three-tier formal
process.

OBJECTIVE SETTING

Objective setting for the CEO
At the beginning of each performance year, the Chairman meets
with the CEO to discuss his objectives for the coming year follow-
ing a balanced scorecard approach. The Board of Directors reviews
and approves these objectives and ensures that they are in line with
the Group’s goals of fostering sustainable performance, balancing
short- and long-term goals, and not rewarding inappropriate or
excessive risk taking at the expense of the long-term condition of
the Group.

The financial criteria for short-term performance appraisal of the
CEO include growth objectives for net sales, operating income, net
income, free cash flow, earnings per share as well as relevant market
shares. For long-term performance appraisal, the financial criterion is
the Novartis Economic Value Added (NVA). NVA is a measure of the
Group’s performance, taking into account Group operating income
adjusted for interest, taxes and charge for the cost of capital or, more
simply, the value created in excess of the expected return of the
company’s investors (i.e. the shareholders and debt holders). See also
page 186 of the Financial Report for information regarding NVA
calculation.

Objective setting for the members of the Executive Committee and
associates
At the beginning of each performance year, the CEO and each of the
executives directly reporting to him determine together the busi-
ness objectives and respective metrics applicable to each of the
divisional and global functional leaders. The CEO then presents the
business objectives of the members of the Executive Committee to
the Board of Directors.

In the same manner, each line manager and each associate
directly reporting to her or him set the objective and metrics appli-
cable to the next-level associate. As a principle, all written objectives
are reviewed by two hierarchical levels, including the direct and the
indirect supervisors.

Objectives are set each year at ambitious levels to motivate a
high degree of business performance appropriately balancing the
short- and long-term objectives.

Decisions and actions must be consistent with Novartis Values
and Behaviors, which describe the desired conduct of associates
and set boundaries and guidelines as an important building block
for the culture of our Group. The Novartis Values and Behaviors
focus on quality, innovation and integrity.

Novartis does not disclose specific business objectives for the
upcoming years, as it would give our competitors insight into our
key market strategies and areas that could be used against Novartis
competitively by industry consultants or competitors targeting
existing customers.

PERFORMANCE EVALUATION

Our performance management system and “pay-for-performance”
principle have spurred a culture of meritocracy at Novartis. We
believe that pay-for-performance is only sustainable when fair per-
formance evaluation procedures ensure integrity and fairness. Per-
formance evaluation is conducted at all levels of the organization.

The People Performance Management evaluation process con-
sists of two reviews per year – a mid-year and a year-end review.
During such formal meetings, associates and managers evaluate
performance against the objectives set at the beginning of the year.
In assessing performance, managers focus on results-oriented
measures, as well as on how results were achieved. The “four eyes”
principle ensures that associates’ annual objectives and performance
evaluations are reviewed separately by two levels of supervisors.

Our People Performance Management evaluation process is
complemented with an annual Organization and Talent Review in
which organizational needs and career aspirations of associates are
discussed. The review includes the assessment of strengths, weak-
nesses and potential for personal growth. The Organization and Tal-
ent Review has become an integral tool for top management in suc-
cession planning, and the scope of the program has steadily
expanded globally throughout the organization.
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Because performance appraisals impact significant elements of
reward, we review each year the consistency of performance rat-
ings across the entire Group.

Process for performance evaluation of the CEO
At the end of a business year, the CEO prepares and presents to the
Chairman and, later, to the Board of Directors the actual results
against the previously agreed-upon objectives, taking into account
the audited financial results as well as Novartis Values and Behaviors.
On this basis, the Board of Directors discusses the performance of the
CEO without him being present. It evaluates the extent to which tar-
geted objectives have been achieved and, to the extent possible, com-
pares these results with peer industry companies, taking into account
general economic and financial criteria and industry developments.
The Board of Directors later shares its assessment with the CEO. In
addition, the Board of Directors assesses periodically the Group busi-
ness performance and progress of the CEO against his objectives and
incentive plan targets.

Process for performance evaluation of the members of the Executive
Committee
In January, the Board of Directors meets with the CEO to review and
discuss the performance and objectives of the members of the Exec-
utive Committee for the previous year, taking into account the finan-
cial results, the level of achievement of financial and non-financial
objectives, as well as Novartis Values and Behaviors and the general
economic and business environment. In addition to the year-end
review, the mid-year performance of the CEO is reviewed by the Chair-
man while the results of the members of the Executive Committee are
evaluated by the CEO and then discussed with the Chairman. As for
the CEO, the Board of Directors assesses, periodically the Group or
divisional business performance and progress of the members of the
Executive Committee against their objectives.

COMPENSATION DETERMINATION

Compensation determination for the CEO
Based on the performance evaluation made by the Board of Direc-
tors, the Compensation Committee decides at its January meeting
on the CEO’s total compensation and the target compensation for
the coming year without the presence of the CEO. In reaching its
decision, the Compensation Committee takes into account other
relevant factors, including available benchmark information and the
advice of the Compensation Committee advisor.

Compensation determination for the members of the Executive
Committee
In the presence of the CEO and based on his recommendations, the
Compensation Committee decides on the variable compensation
for the members of the Executive Committee and other selected
key executives for the previous year. At the same meeting, the Com-
pensation Committee decides on the target compensation for these
executives for the coming year.

Compensation determination for other associates
Based on the year-end performance rating, line managers and next-
level line managers determine the incentive awards for each asso-
ciate under review, as well as the target compensation for the com-
ing year. The Compensation Committee determines the grants for
all equity compensation plans in aggregate.

EXECUTIVE COMPENSATION PROGRAM AND STRUCTURE

PHILOSOPHY AND COMPENSATION PRINCIPLES

Philosophy and goals
Since Novartis was created, management has forged a distinctive
culture and inspired all associates with the shared aspiration of
being one of the world’s most respected healthcare companies. In
order to realize this aspiration, Novartis must attract and retain the
best-in-class talent worldwide and reward associates according to
their performance.

Our compensation system aims to foster personal accountabil-
ity based on clear individual and organizational objectives, and also
underlines the importance of competence and integrity as drivers
of sustainable business success. Consequently, compensation
includes, in addition to a fixed base compensation, a significant
variable compensation element. The size of the variable compensa-
tion element is based on Group or divisional results and on individ-
ual performance against a written set of objectives. Moreover, to
further align our compensation programs with the interests of
shareholders, a large proportion of variable compensation for exec-
utives is paid in the form of equity – Novartis shares (or similar
equity instruments) or share options with a three-year vesting period.

The core principles of our compensation policy and people
development have resulted in both sustained performance and
superior leadership. Novartis has reported a strong performance
year over year and, for the 16th consecutive year, propose to raise
the annual dividend payout to shareholders.
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BENCHMARK COMPARATOR COMPANIES

Abbott Laboratories

Amgen

AstraZeneca

Bristol-Myers Squibb

Eli Lilly and Company

GlaxoSmithKline

Johnson & Johnson Sanofi

Merck & Co.

Pfizer

Roche

Compensation principles
The compensation system for Novartis associates is based on the
following five principles:

Principle I: Pay-for-Performance
Compensation of executives and associates is strongly linked to
achievements of business and individual performance objectives.
The objectives are set at ambitious levels each year to motivate a
high degree of business performance with emphasis on short- and
long-term quantifiable objectives.

Principle II: Competitive Compensation
Compensation at competitive levels are essential to attract and
retain talented and diverse associates. Our target compensation
levels reflect total compensation for comparable positions at rele-
vant benchmark companies.

Principle III: Balanced Rewards to Create Sustainable Value
Shareholders expect their investment to deliver sustainable returns
while ensuring that risks are appropriately managed. Novartis
incentives underpin the long-term strategic planning that is essen-
tial to address the challenges of innovation and the long develop-
ment and commercialization cycles that characterize our industry.
We believe that the way in which we motivate and reward our asso-
ciates encourages performance, loyalty and entrepreneurship, and
creates sustainable value which is in the long-term interest of our
shareholders, employees and communities.

Principle IV: Business Ethics
At Novartis, all associates are expected to achieve their business
results through ethical practices, reflected also in our Code of Con-
duct. To ensure that these requirements are complied with, Novartis
has implemented a number of safeguards, such as a stringent risk
management policy and clawback provisions, for most compensa-
tion plans and for the majority of associates.

Principle V: Equity Ownership
Investors expect the leaders of the companies to act like owners. In the
Board of Directors’ view, that alignment works best when key execu-
tives have meaningful multiples of their base compensation invested
in the equity of their company. Novartis grants equity compensation,
which for the most senior executives represents a substantial portion
of total compensation. Under this principle, Novartis sets share
ownership guidelines for a number of key executives of the Group.

SETTING COMPENSATION LEVEL AND PERFORMANCE TARGETS
FOR VARIABLE PAY

For Novartis to attract and retain key talent it is important to offer
competitive compensation levels on a global basis. In line with the
compensation philosophy of Novartis the CEO, a member of the
Executive Committee, or an associate achieving their objectives is
generally awarded a compensation level compared to the median
level of the relevant benchmarks. In the event of under- or over-per-
formance the actual compensation may be lower or higher than the
benchmark median. In the event of exceptional and sustained per-
formance actual compensation may be awarded at the top quartile
of the market benchmarks of peer companies in order to encour-
age and reward superior performance.

The Compensation Committee reviews the compensation of the
CEO and of the members of the Executive Committee annually and
compares them to the relevant compensation level of similar posi-
tions at peer companies. For this purpose, Novartis uses benchmark
data from well-known market data providers and other relevant data
sources. In particular the mix of short-term and long-term incentives,
the mix of cash and share-based compensation, the level of deferred
compensation as well as current compensation policies are reviewed.
Further, the data analysis conducted by the market data providers
takes into account factors such as recent market trends and best
practice in compensation. The Compensation Committee’s inde-
pendent advisor reviews and evaluates the data received, and pro-
vides additional insight and evaluation as appropriate.

The comparator companies consist of competitors in the health-
care industry which are operating on a global basis and have the
same or similar business model, business size, international com-
petition, and need for talent and skills.

Benchmark
Peers

Benchmark criteria (in USD billion) Novartis1 Median2

Net sales/Revenue 56.7 44.2

Market capitalization 152.0 100.3

Operating income 11.5 10.3

Net income 9.6 6.8

Total assets 124.2 65.1

1 As of December 31, 2012
2 As at last reported quarter end
Source: S&P Research Insight, trailing four quarters



N OVA R T I S G R O U P A N N UA L R E P O R T 2 0 1 2128

COMPENSATION ELEMENTS

Annual Base
Compensation

Variable
Compensation

Benefits

Long-Term Performance Plan (LTPP)

Equity Plan “Select”

Special Share Awards

Short-term
incentive

Long-term incentive

VARIABLE COMPENSATION

Annual incentive

Leveraged Share Savings Plan (LSSP)
Equity Share Ownership Plan (ESOP or ESOP UK)

Compensation of the CEO and the members of the Executive Com-
mittee is benchmarked relative to the healthcare companies in the
table above. For other executives, excluding the CEO and the mem-
bers of the Executive Committee, compensation is benchmarked
either relative to these healthcare companies or, for non-industry
specific positions, to market data from companies outside of the
healthcare industry with scope, size and complexity that approxi-
mate the size and nature of the Novartis business. This reflects the
fact that competition for talent is not limited to only the healthcare
industry.

ELEMENTS OF OUR COMPENSATION PROGRAMS

The primary elements of our compensation system are:
– Annual base compensation: A fixed annual salary
– Variable compensation: Rewards for individual and business

performance
– Benefits: Including pension and healthcare benefits

Annual Base Compensation (Salary)
The level of base compensation reflects each associate’s key areas
of responsibilities, job characteristics, seniority, experience and skill
sets. It is paid in cash, typically monthly, and is set according to
local practice, designed to provide our associates with fixed com-
pensation to ensure a reasonable standard of living relative to that
offered by our peer companies.

In general, base compensation is reviewed annually to ensure
that competitive pay is maintained.

Variable Compensation
The goal of variable compensation is to reward Novartis associates
according to their performance and in a manner consistent with the
“pay-for-performance” principle.

At managerial levels, variable compensation is generally com-
posed of annual cash incentive and an equity based long-term
incentive. Novartis believes that variable compensation should
specifically emphasize long-term incentives to align the interests of
our associates with those of long-term shareholders. This also

reflects the crucial importance of innovation and the long product
development and commercialization cycles that characterize our
industry. The amount of variable compensation is based on results
and calculated as a percentage (0-200%) of target variable com-
pensation.

Short-term incentive
The annual incentive ensures that associates focus on individual
objectives and objectives defined by the business over a single
financial year. These include objectives such as market share, inno-
vation, and people management, which also positively influence the
long-term performance. It rewards performance in the last 12
months in relation to these objectives and reinforces the “pay-for-
performance” principle.

In principle, the annual incentive is paid in cash and is capped
at 200% of target. However, a number of associates in certain coun-
tries and certain key executives worldwide are encouraged to invest
their annual incentive in a share savings plan. Under the share sav-
ings plan, they will receive their annual incentive awards fully or
partially in Novartis shares in lieu of cash. As a reward for their par-
ticipation in the share savings plan, Novartis matches their invest-
ments in shares after a holding period of three or five years. As a
rule, no shares are matched under these plans if an associate leaves
Novartis prior to the expiration of the holding period for reasons
other than retirement, disability or death. Thus, through the partic-
ipation in the share savings plan our associates are incentivized to
remain with Novartis for the long-term, while sharing in the future
financial success of Novartis and further aligning with the long-term
interests of our shareholders.
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Novartis currently has three share savings plans:
– Leveraged Share Savings Plan (LSSP): Worldwide 29 key executives

were invited to participate in a leveraged share savings plan based
on their performance in 2012. Instead of cash, their annual incen-
tive was awarded in shares and subject to a holding period of five
years. At the end of the holding period, Novartis will match the
invested shares at a ratio of 1-to-1 (i.e. one share awarded for
each invested share).

– Employee Share Ownership Plan (ESOP): In Switzerland, the ESOP
is available to about 13 341 associates. Participants within this
plan may choose to receive the incentive (i) 100% in shares, (ii)
50% in shares and 50% in cash or (iii) 100% in cash. After expi-
ration of a three-year holding period of Novartis shares invested
under the ESOP, each participant will receive one free matching
share for every two Novartis shares invested. A total of 5 557 asso-
ciates chose to receive shares under the ESOP for their perform-
ance in 2012.

– United Kingdom Plan (ESOP UK): In the United Kingdom, 2 743
associates can invest up to 5% of their monthly salary in shares (up
to a maximum of GBP 125) and also may be invited to invest all or
part of their net annual incentive in shares. Two invested shares are
matched with one share with a holding period of three years. Dur-
ing 2012, 1 576 associates elected to participate in this plan.

Associates may participate in only one of these plans in any given year.

Long-term incentive
The long-term incentive is designed to focus on our objective of
long-term sustainable shareholder value creation and to support
our “pay-for-performance” principle by using equity based com-
pensation with a three year vesting period.

These long-term incentives awarded by Novartis aim at retaining
our key talent, encouraging the realization of multi-year business
objectives and aligning our associates with our shareholders’ interests
by tying the value realized to the change in the share price at vesting.

The equity based long-term incentive is subject to the achievement
of predetermined performance objectives either at grant or at vesting.

Novartis offers two long-term incentive plans, the Equity Plan
“Select” based on yearly results with a three-year vesting period
and the Long-Term Performance Plan based on rolling three-year
global performance objectives.

In exceptional cases, Novartis may also grant special share awards.
Novartis uses shares repurchased in the market to fulfill obliga-

tions to deliver shares as required by the variable compensation plans
and special share awards, thus avoiding any dilution to shareholders.

Novartis does not have any approved conditional capital to obtain
shares for delivery of our share awards.

Equity Plan “Select”
The Equity Plan “Select” is a global equity incentive plan under
which eligible associates, including members of the Executive Com-
mittee, may annually be awarded a grant capped at 200% of tar-
get. The Equity Plan “Select” allows its participants to choose the
form of their equity compensation in restricted shares (or, in some
jurisdictions, RSUs1), tradable share options, or a combination of
both, with a vesting period of three years.

Tradable share options expire on their 10th anniversary from
grant date. Each tradable share option granted to associates enti-
tles the holder to purchase after vesting (and before the 10th
anniversary from grant date) one Novartis share at a stated exercise
price that equals the closing market price of the underlying share
at the grant date.

1 In some jurisdictions, Restricted Share Units (RSU) are granted rather than shares. Each RSU is
equivalent in value to one Novartis share and is converted into one share at the vesting date. RSUs
do not carry any dividend or voting rights, except for the USA where employees receive a dividend
equivalent during the vesting period for 2010 and 2011 grants. Each restricted share is entitled to
voting rights and payment of dividends during the vesting period.

The terms of the tradable share options granted since 2009 are
shown in the table below.

TERMS OF SHARE OPTIONS

Exercise price Vesting (years) Term
Grant year (CHF/USD) (CH/other countries) (years)

2013 61.70/66.07 3/3 10

2012 54.20/58.33 3/3 10

2011 54.70/57.07 2/3 10

2010 55.85/53.70 2/3 10

2009 53.65/46.42 2/3 10

If a participant leaves Novartis for reasons other than retirement, dis-
ability or death, unvested shares, RSUs and share options are for-
feited, unless determined otherwise by the Compensation Commit-
tee (for example, in connection with a reorganization or divestment).

A total of 12 352 participants received 0.8 million restricted
shares, 6.0 million RSUs and 25.2 million tradable share options
under the Novartis Equity Plan “Select” for their performance in
2012, representing a participation rate of about 10% of all full-
time-equivalent associates worldwide.

As of December 31, 2012, 95.3 million share options granted to
associates were outstanding, covered by an equal number of shares
and corresponding to 3.9% of the total number of outstanding
Novartis shares.
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2012 EQUITY VALUE AWARDED UNDER THE EQUITY PLAN “SELECT”

4%

96%

Executive Committee members Other associates

Approximately 4% of the total equity value awarded under the
Equity Plan “Select” was granted to the members of the Executive
Committee.

Long-Term Performance Plan
The Long-Term Performance Plan (LTPP) is an equity plan for key
executives designed to foster long-term commitment by aligning
the incentives of key executives to the performance of Novartis. The
LTPP is offered to selected executives, who are in key positions and
have a significant impact on the long-term success of Novartis. It is
capped at 200% of target. For members of the Executive Commit-
tee, LTPP represents between 20% and 44% of their total variable
compensation at target. The rewards are based on rolling three year
global performance objectives focused on the Novartis Economic
Value Added (NVA) measured annually. The NVA is calculated based
on Group operating income adjusted for interest, taxes and cost of
capital charge. The performance realization of a plan cycle is
obtained right after the end of the third plan year by adding
together the annual NVA realizations of all plan years of the plan
cycle. The performance ratio for a plan cycle is obtained by divid-
ing the performance realization for the plan cycle with the perform-
ance target for the plan cycle, expressing the result as a percentage.
The LTPP only allows a payout if the actual NVA exceeds predeter-
mined target thresholds.

To support the alignment of interests of the members of the
Executive Committee with those of the Group and of our sharehold-
ers, the Long-Term Performance Plan represents a substantial and
increasing portion of their variable compensation targets.

On January 17, 2013, 132 key executives earned 456 712
shares under the Long-Term Performance Plan, based on NVA
achievement that exceeded our target performance for the per-
formance period 2010 to 2012.

LONG-TERM PERFORMANCE PLAN PARTICIPANTS HISTORY

Plan participants
Grant year Performance Award year (number of key
= Target setting period = Payout in shares executives)

2013 2013–2015 2016 133

2012 2012–2014 2015 136

2011 2011–2013 2014 136

2010 2010–2012 2013 132

2009 2009–2011 2012 138

Special Share Awards
Selected associates may exceptionally receive special awards of
restricted shares or RSUs. These Special Share Awards provide an
opportunity to reward outstanding achievements or exceptional
performance and aim at retaining key contributors. They are based
on a formal internal selection process, in which the individual per-
formance of each candidate is thoroughly assessed at several man-
agement levels. The CEO and the members of the Executive Com-
mittee are excluded from receiving this type of award.

In exceptional circumstances, special equity grants may be
awarded to attract special expertise and new talent into the organ-
ization. These grants are consistent with market practice and the
Novartis philosophy to attract, retain and motivate best-in-class tal-
ent around the world.

Restricted special awards generally have a five-year vesting
period. If an associate leaves Novartis for reasons other than retire-
ment, disability or death, unvested shares or RSUs are generally for-
feited. Worldwide 787 associates at different levels in the organiza-
tion were awarded a total of 0.8 million shares or RSUs in 2012.

Benefits
The primary purpose of pension and healthcare plans is to establish
a level of security for associates and their dependents with respect to
age, health, disability and death. The level of pension and healthcare
benefits provided to associates is country-specific and influenced by
local market practice and regulations, and is reviewed regularly.

The Group has a policy to change from defined-benefit (DB)
pension plans to defined-contribution (DC) pension plans. All the
major plans have now been aligned with our benefits strategy as far
as reasonably practicable, with the exception of the Alcon DB pen-
sion plans, for which Novartis has established a global timeline for
their conversion into DC pension plans.

Novartis may provide other benefits in a specific country
according to local market practice and regulations, including
length-of service awards and perquisites. Associates who have been
transferred on an international assignment can also receive bene-
fits in line with Novartis policies.
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ANNUAL INCENTIVE AND EQUITY PLAN “SELECT” CALCULATION FORMULA

Actual annual incentive or actual Equity Plan “Select” grant

=

×××

Individual performance multiplier

Financial and
non-financial

objectives

Novartis Values
and Behaviors

Business
performance

multiplier

Annual
base
salary

Target
incentive

percentage

SUMMARY OF COMPENSATION SYSTEM

Performance metrics

Compensation Compensation Performance Method of Number of
element plan period at risk payments Main drivers At award At vesting participants

Base Base salary – Cash Position, experience, – – All
compensation sustained performance associates

Variable compensation

Short-term Annual incentive 12 months 1 Cash and/or Financial measures such Achievement of individual, – 16 113 2

incentive (including LSSP, shares as net sales, operating business and financial
ESOP, ESOP UK) 1 income, free cash flow, annual objectives or

market share, innovation achievement of milestones
and ongoing efforts to in individual objectives
optimize organizational or long-term strategic
effectiveness and plans, Novartis Values
productivity and Behaviors

Long-term Equity Plan 3 years Restricted Financial measures such Achievement of individual, Share price 12 352
incentive “Select” shares, as net sales, operating business and financial

tradable income, free cash flow, annual objectives or
options market share, innovation achievement of milestones
or RSUs and ongoing efforts to in individual objectives

optimize organizational or long-term strategic
effectiveness and plans, Novartis Values
productivity and Behaviors

Long-Term 3 years Shares Achievement of long-term – Novartis 132
Performance profit, measured through Economic
Plan Novartis Economic Value Value Added

Added (NVA) targets at
Group level

Special 3 5 years Restricted Rewarding particular Selective assessment Share price 787
Share Awards shares achievements or

or RSUs exceptional performance

Benefits Position, tenure, age, – –
sustained performance

1 If the associate invests the annual incentive into a shares savings plan, any matching shares are subject to risk for the vesting/holding period of five years (LSSP, with a 1:1 matching) or three years
(ESOP or ESOP UK, with a 2:1 matching).

2 Number of particpants in LSSP, ESOP and ESOP UK.
3 Executive Committee members are excluded from receiving this type of award.

TARGET INCENTIVE LEVELS AND PERFORMANCE MEASURES

Annual Incentive and Equity Plan “Select”
Under both the annual incentive and Equity Plan “Select,” Novartis
defines a target incentive as a percentage of base compensation for
each participating associate at the beginning of each performance
period – traditionally the start of each calendar year. Depending on
the role and the level of responsibility of the associates, target
incentive percentages may reach up to 60% of base compensation
for the annual incentive and 200% for the Equity Plan “Select.”

The annual incentive and the Equity Plan “Select” are designed
to drive the achievement of Novartis’ stretched annual financial and
operational business targets, as well as the delivery of personal
objectives. No awards are granted for performance ratings below a
certain threshold.

The Award Calculation Formula under both the annual incen-
tive and the Equity Plan “Select” is the following:
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LONG-TERM PERFORMANCE PLAN PERIOD

Plan Year 2010 Plan Year 2011 Plan Year 2012

Grant date =
Target setting in RSUs

Award date =
Payout in shares

Plan period

LONG-TERM PERFORMANCE PLAN PAYOUT

=×
Number of

granted RSUs

Novartis Economic
Value Added

Perfomance factor

Long-Term
Performance Plan

payout

Business and the individual performance multipliers may range
from zero to 1.5, and thus have an equivalent weighting in the for-
mula. However, payouts are subject to a cap at 200% of target.

Performance measures that comprise the business perform-
ance factor drive the achievement of stretched annual financial and
operational targets at Group, divisional and regional levels. These
targets are determined based on each executive’s area of respon-
sibility, at either Group, divisional or regional level, and may include
targets based on net sales, operating income, free cash flow, mar-
ket share, personnel cost or milestones in research and develop-
ment. These financial and operational targets have been selected
because they define in a balanced way how successful we are in
meeting our strategic objectives and creating sustainable value to
our shareholders.

The individual performance factor comprises two separate ele-
ments. The first element drives the achievement of individually set
financial and non-financial objectives. Depending on functional
responsibility, non-financial objectives typically include innovation;
product launches; successful implementation of growth and produc-
tivity initiatives; process improvements; leadership and people man-
agement and successful acquisitions, disposals and licensing trans-
actions. The second element ensures that performance is achieved
in line with the highest standards in business conduct, as outlined
in the Novartis Values and Behaviors. Our leaders are expected to
exhibit role-model behavior on a daily basis, and to inspire other
associates to do the same.

Once performance has been evaluated, a matrix determines the
individual performance factor which is derived from the combina-
tion of the two ratings received.

Typically, the annual incentive is paid out in February following
the realization of the yearly objectives. Performance under the
Equity Plan “Select” is further determined by the development of
the share price over the following three-year vesting period, and is
contingent on continued employment with Novartis.

For those who have chosen to receive their annual incentive
under the LSSP or ESOPs plans, as well as for those receiving
awards under the Equity Plan “Select” the number of shares
awarded is determined by dividing the actual incentive amount by
the closing price of the shares on the grant date. In North America,
if associates choose to receive part or all of their grant under the
Equity Plan “Select” in tradable share options on American Deposi-
tary Shares (ADSs), the resulting number of tradable share options
is determined by dividing the respective incentive amount by a
value that equals 95% of the value of the options on ADSs as deter-

mined in accordance with International Financial Reporting Stan-
dards (IFRS). For associates in other countries, the divisor equals
90% of the IFRS value of options on shares.

Long-Term Performance Plan
LTPP drives the achievement of long-term shareholder value cre-
ation over rolling three year performance periods. The performance
measure (NVA) is assessed annually and targets are set at the begin-
ning of each year. Following the three-year performance period,
achievement against the three annual targets is aggregated in order
to determine the final payout.

Depending on the role and the level of responsibility of the asso-
ciates, the target incentive percentages may reach up to 175% of
base compensation for LTPP. If performance over the three year vest-
ing period falls below a predetermined threshold of 90% of target, or
if the participant leaves Novartis during the performance period for
reasons other than retirement, disability or death, none of the award
vests. A maximum of 200% of the target award may vest for outstand-
ing performance.

At the beginning of every performance period, plan participants
are granted RSUs, which are converted into Novartis shares after
the performance period.

At the end of the three-year performance period, the Compensation
Committee adjusts the number of RSUs earned based on actual
performance. RSUs are converted into unrestricted Novartis shares
without an additional vesting period. In the United States, awards may
also be delivered in cash under the US deferred compensation plan.
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As from January 2014, the following changes to the compensation programs for the CEO and the members of the Executive Committee would apply:

All variable compensation is performance-based and separate performance measures are used for short-term and long-term incentive plans.

The short-term incentive plan is based on an individual balanced scorecard of 1-year financial and non-financial performance measures, together with assessed
values and behaviors. This incentive is paid half in cash and half in shares deferred for 3 years.

The two long-term incentive plans are based on different performance measures and are paid in shares after a 3-year performance period.

The Long-Term Performance Plan (LTPP) includes 3-year forward-looking financial and innovation measures, either at Group or divisional level, depending
on the role and responsibilities held by the executive.

The Long-Term Relative Performance Plan (LTRPP) rewards for performance of the Group’s Total Shareholder Return (TSR) measured over a 3-year period
relative to a peer group of comparator companies as determined by the Board.

The new compensation programs for executives no longer contain discretionary or matching share awards or share options.

PROPOSED CHANGES TO THE COMPENSATION SYSTEM FOR THE CEO AND THE MEMBERS OF THE EXECUTIVE COMMITTEE FROM 2014 – KEY HIGHLIGHTS

SUMMARY OF PROPOSED PROGRAM

Proposed program Annual Base Salary Annual incentive LTPP LTRPP

Performance measures 1-year targets on area of 3-year targets based on 3-year relative Group
individual responsibility internal divisional or TSR against an external
and assessed values and Group financial and peer group
behaviors innovation measures

Delivery at end of Cash 50% cash immediately / Shares subject to Shares subject to a
performance period 50% shares with 3-year performance thresholds performance threshold

time vesting

+ + +

PROPOSED CHANGES TO THE COMPENSATION SYSTEM FOR THE CEO
AND THE MEMBERS OF THE EXECUTIVE COMMITTEE FROM 2014

Our Board and management continually reach out to our stakehold-
ers to gather feedback on our compensation system to see if there
are ways we can better align with the interests of our shareholders
and promote transparency.

Based on this, the Compensation Committee has undertaken a
strategic review of the compensation system over the last 12 months

and the Board of Directors has approved a number of changes to
apply from 2014 onwards, subject to a consultative shareholder vote
at the Annual General Meeting in 2013.

The overall design of the proposed program includes an annual
incentive plan and two separate long-term incentive plans.

Further details of the proposed changes are set out in a sepa-
rate summary attached to the Notice of Annual General Meeting
2013.
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COMPENSATION OF MEMBERS OF THE EXECUTIVE COMMITTEE FOR 2012

The following compensation table discloses the compensation
earned by the CEO and the members of the Executive Committee
for performance in 2012. The following paragraphs describe the
principles underlying the data in the table.

ALIGNMENT OF REPORTING AND PERFORMANCE

The compensation table synchronizes the reporting of annual com-
pensation with the performance in the given year, i.e., all amounts
awarded for performance in 2012, including the future LSSP/ESOP
match, are disclosed in full.

DISCLOSURE STRUCTURE

The compensation table shows the compensation granted to the
CEO and each member of the Executive Committee for perform-
ance in 2012 for all compensation elements – base compensation,
variable compensation and benefits – as previously described.

The column “Future LSSP/ESOP match” reflects shares to be
awarded in the future if the Executive Committee member remains
with Novartis for at least three or five years, respectively.

VALUATION PRINCIPLES

In order to allow a comparison with other companies, the Compen-
sation Committee decided to disclose shares, restricted shares,
RSUs and ADS at their market value on the date of grant. Market
value is the current quoted share price at which a director or an
associate is granted a share, a restricted share or a restricted share
unit at grant date. The market value of share options is calculated
by using an option pricing valuation model as per grant date.
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EXECUTIVE COMMITTEE MEMBER MARKET VALUE COMPENSATION FOR PERFORMANCE YEAR 2012 1

Base Total
compensation Variable compensation Benefits Total compensation

Short-term incentive plans Long-term incentive plans

Including
Long-Term Future future

Performance Pension Other LSSP/ESOP LSSP/ESOP
Equity Plan “Select” Plan benefits benefits match9 match10,11

Shares Shares Options Shares Shares
Cash Cash (Market (Market (Market (Market (Market

Currency (Amount) (Amount) value)2 value)3 value)4 value)5 (Amount)6 (Amount)7 (Amount)8 value) (Amount)

Joseph Jimenez

(Chief Executive Officer) CHF 2 025 000 1 370 300 0 4 795 941 0 4 747 013 161 200 128 734 13 228 188 0 13 228 188

Juergen Brokatzky-Geiger CHF 708 750 0 625 330 1 250 536 0 731 145 148 594 10 084 3 474 439 625 330 4 099 769

Kevin Buehler 12 USD 1 118 333 202 897 504 048 2 827 532 0 1 753 300 413 056 62 930 6 882 096 504 048 7 386 144

Felix R. Ehrat CHF 743 333 0 750 149 1 500 112 0 432 702 158 498 0 3 584 794 750 149 4 334 943

David Epstein USD 1 158 332 525 953 727 166 3 132 643 0 1 666 814 325 563 26 191 7 562 662 727 166 8 289 828

Mark C. Fishman USD 990 000 23 265 966 736 3 960 038 0 1 547 029 242 832 118 319 7 848 219 966 736 8 814 955

Jeff George CHF 791 667 220 000 220 022 880 027 0 636 250 111 932 55 412 2 915 310 110 011 3 025 321

George Gunn CHF 862 500 716 300 0 1 193 710 0 1 213 762 108 382 0 4 094 654 0 4 094 654

Naomi Kelman

(until February 29, 2012) 13 USD 102 782 51 667 0 0 0 0 3 196 904 469 1 062 114 0 1 062 114

Andrin Oswald CHF 791 667 0 304 058 608 054 0 636 250 118 132 38 520 2 496 681 304 058 2 800 739

Jonathan Symonds CHF 916 667 0 621 011 1 552 557 0 1 377 021 161 817 17 135 4 646 208 621 011 5 267 219

Brian Mc Namara

(as from March 1, 2012) 14 USD 500 000 94 169 140 002 464 869 0 260 580 45 053 19 710 1 524 383 140 002 1 664 385

Total 15 CHF 10 466 057 3 148 166 4 711 715 21 513 910 0 14 673 602 1 933 597 1 310 446 57 757 493 4 601 704 62 359 197

See note 12 to the Financial Statements of Novartis AG for 2011 data.

1 Does not include reimbursement for travel and other necessary business expenses incurred in
the performance of their services as these are not considered compensation.

2 Participants elected to invest some or all of the value of their annual incentive in the Leveraged
Share Savings Plan (LSSP) with a five-year vesting period or the Swiss Employee Share
Ownership Plan (ESOP) with a three-year vesting period rather than to receive cash.

3 Novartis shares granted under the Novartis Equity Plan “Select” have a three-year vesting
period.

4 Novartis share options granted under the Novartis Equity Plan “Select” are tradable. Share
options granted outside North America will expire on January 17, 2023, have a three-year
vesting period and have an exercise price of CHF 61.70 per share (the closing price of Novartis
shares on the grant date of January 17, 2013). Based on the option pricing valuation model as
per grant date, the value of the share options granted outside North America used in this table
was CHF 4.28. Share options on ADSs granted to participants in North America will expire on
January 17, 2023, have a three-year vesting period and an exercise price of USD 66.07 per ADS
(the closing price of Novartis ADSs on the grant date of January 17, 2013). Based on the option
pricing valuation model as per grant date, the value of the share options on ADSs granted to
participants in North America used in this table was USD 4.37.

5 Awarded based on the achievement of Novartis Economic Value Added (NVA) objectives over
the performance period ended December 31, 2012.

6 Service costs of pension and post-retirement healthcare benefits accumulated in 2012.
7 Includes perquisites and other compensation valued at market price. Does not include cost
allowances and tax-equalization payments regarding the international assignment of David
Epstein, Jeff George and Andrin Oswald. Does not include an annual pension in payment for
Kevin Buehler as a result of a change of control clause (USD 491 174). Does not include
dividend equivalents paid in 2012 to Kevin Buehler (USD 529 387) for pre Alcon merger RSUs
grants, to David Epstein (USD 138 011), Mark C. Fishman (USD 189 845) and Brian Mc Namara
(USD 17 122) for RSUs grants made in or prior to 2010.

8 The value of all equity grants included in this table has been calculated based on market value.

9 Reflects shares to be awarded in the future under the share saving plans, either the five-year
Leveraged Share Savings Plan (LSSP) or the three-year Swiss Employee Share Ownership Plan
(ESOP). Participants will receive additional shares (“matching shares”) after the expiration of
either the five- or three-year vesting period.

10 The values of the shares, RSUs and share options reflected in this table have been calculated
based on market value. The closing share price on the grant date January 17, 2013 was CHF
61.70 per Novartis share and USD 66.07 per ADS.

11 All amounts are gross amounts (i.e., before deduction of social security and income tax due by
the executives). The employer social security contribution is not included.

12 Excludes 35 153 performance shares awarded to Kevin Buehler, against the share price of USD
54.51 for performance prior to the Alcon merger.

13 Naomi Kelman stepped down from the Executive Committee as per February 29, 2012. The
base compensation and benefits information in the table reflects her pro rata compensation
over the period from January 1, 2012 to February 29, 2012 (i.e. the period during which she
was member of the Executive Committee). The other compensation (“Other benefits”) includes
the contractual compensation and benefits from March 1, 2012 to December 31, 2012 due in
compensation for the twelve-month notice set forth in her employment contract. The other
compensation (“Other benefits”) does not include the fair market compensation (USD
1 263 223 related to the period between March 1, 2012 and December 31, 2012) for refraining
to compete with any business of Novartis for twelve months following her departure. Ms.
Kelman will receive this payment in 2013 partly in cash and partly in shares subject to her
continued compliance with the non-compete terms. Of the 88 000 shares reported in the
Annual Report 2011 as a Special Share Award, 70 500 shares have forfeited, while 17 500
shares contractually vested in 2012.

14 The table reflects the compensation as Permanent Attendee to the Executive Committee from
March 1, 2012 until December 31, 2012.

15 Amounts in USD for Kevin Buehler, David Epstein, Mark C. Fishman, Naomi Kelman and Brian
Mc Namara were converted at a rate of CHF 1.00 = USD 1.067, which is the same average
exchange rate used in the Group’s consolidated financial statements.
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EXECUTIVE COMMITTEE MEMBER MARKET VALUE REALIZED/UNREALIZED COMPENSATION FOR PERFORMANCE YEAR 2012 1

Realized compensation Unrealized compensation Pension benefits Total

Short-term Long-Term Future
Base incentive Performance Other Equity Plan LSSP/ESOP

compensation plans Plan benefits “Select” match

Cash
(Amount)

and Shares and
Shares Shares Options Shares

Cash (Market (Market (Market (Market
Currency (Amount) value) value) (Amount) (Amount) %2 value) value) (Amount) %2 (Amount) %2 (Amount)

Joseph Jimenez

(Chief

Executive Officer) CHF 2 025 000 1 370 300 4 747 013 128 734 8 271 047 63% 4 795 941 0 4 795 941 36% 161 200 1% 13 228 188

Juergen

Brokatzky-Geiger CHF 708 750 625 330 731 145 10 084 2 075 309 51% 1 250 536 625 330 1 875 866 46% 148 594 3% 4 099 769

Kevin Buehler USD 1 118 333 706 945 1 753 300 62 930 3 641 508 49% 2 827 532 504 048 3 331 580 45% 413 056 6% 7 386 144

Felix R. Ehrat CHF 743 333 750 149 432 702 0 1 926 184 44% 1 500 112 750 149 2 250 261 52% 158 498 4% 4 334 943

David Epstein USD 1 158 332 1 253 119 1 666 814 26 191 4 104 456 50% 3 132 643 727 166 3 859 809 47% 325 563 3% 8 289 828

Mark C. Fishman USD 990 000 990 001 1 547 029 118 319 3 645 349 41% 3 960 038 966 736 4 926 774 56% 242 832 3% 8 814 955

Jeff George CHF 791 667 440 022 636 250 55 412 1 923 351 64% 880 027 110 011 990 038 33% 111 932 3% 3 025 321

George Gunn CHF 862 500 716 300 1 213 762 0 2 792 562 68% 1 193 710 0 1 193 710 29% 108 382 3% 4 094 654

Naomi Kelman

(until

February 29, 2012) USD 102 782 51 667 0 904 469 1 058 918 100% 0 0 0 0% 3 196 0% 1 062 114

Andrin Oswald CHF 791 667 304 058 636 250 38 520 1 770 495 63% 608 054 304 058 912 112 33% 118 132 4% 2 800 739

Jonathan Symonds CHF 916 667 621 011 1 377 021 17 135 2 931 834 56% 1 552 557 621 011 2 173 568 41% 161 817 3% 5 267 219

Brian Mc Namara

(as from

March 1, 2012) USD 500 000 234 171 260 580 19 710 1 014 461 61% 464 869 140 002 604 871 36% 45 053 3% 1 664 385

Total CHF 10 466 057 7 859 881 14 673 602 1 310 446 34 309 986 55% 21 513 910 4 601 704 26 115 614 42% 1 933 597 3% 62 359 197

1 See also detailed information provided in the table “EXECUTIVE COMMITTEE MEMBER COMPENSATION FOR PERFORMANCE YEAR 2012 (Market value)” on the previous page.
2 Percentage of total compensation.

Realized compensation is the portion that is earned and paid
immediately.

Unrealized compensation is the portion that is deferred and
prospectively payable at a future date, subject to performance and
employment conditions at the end of the performance cycle.
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EXECUTIVE COMMITTEE MEMBER – EQUITY AWARDS FOR PERFORMANCE YEAR 2012 (NUMBER OF EQUITY INSTRUMENTS)

Variable compensation

Short-term
incentive plans Long-term incentive plans

Long-Term Future
Equity Plan “Select” Performance Plan LSSP/ESOP match

Shares Shares Options Shares Shares
(Number)2 (Number)3 (Number)3 (Number) (Number)

Joseph Jimenez (Chief Executive Officer) 0 77 730 0 76 937 0

Juergen Brokatzky-Geiger 10 135 20 268 0 11 850 10 135

Kevin Buehler 7 629 42 796 0 26 537 7 629

Felix R. Ehrat 12 158 24 313 0 7 013 12 158

David Epstein 11 006 47 414 0 25 228 11 006

Mark C. Fishman 14 632 59 937 0 23 415 14 632

Jeff George 3 566 14 263 0 10 312 1 783

George Gunn 0 19 347 0 19 672 0

Naomi Kelman (until February 29, 2012) 0 0 0 0 0

Andrin Oswald 4 928 9 855 0 10 312 4 928

Jonathan Symonds 10 065 25 163 0 22 318 10 065

Brian Mc Namara (as from March 1, 2012) 1 2 119 7 036 0 3 944 2 119

Total 76 238 348 122 0 237 538 74 455

1 The table reflects the compensation as Permanent Attendee to the Executive Committee from March 1, 2012 until December 31, 2012.
2 These shares have a five-year vesting period under LSSP and a three-year vesting period under ESOP.
3 These shares and the options awarded under the Equity Plan “Select” have a three-year vesting period.
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As the table below shows, most executive compensation is variable
and awarded under the long-term incentive plans. This ensures
alignment with the interests of Novartis and its shareholders.

EXECUTIVE COMMITTEE MEMBER ACTUAL COMPENSATION MIX IN 2012 –
BASE AND VARIABLE COMPENSATION 1

Variable (%)

Base Annual Long-term
salary incentive incentive2

Joseph Jimenez 15.7% 10.6% 73.8%

Juergen
Brokatzky-Geiger 21.4% 18.9% 59.8%

Kevin Buehler 17.5% 11.0% 71.5%

Felix R. Ehrat 21.7% 21.9% 56.4%

David Epstein 16.1% 17.4% 66.6%

Mark C. Fishman 13.2% 13.2% 73.6%

Jeff George 28.8% 16.0% 55.2%

George Gunn 21.6% 18.0% 60.4%

Andrin Oswald 33.8% 13.0% 53.2%

Jonathan Symonds 20.5% 13.9% 65.6%

Brian Mc Namara
(as from March 1, 2012) 3 34.3% 16.0% 49.7%

Total 4 19.2% 14.4% 66.4%

1 Excludes pension, other benefits and future LSSP/ESOP match.
2 Long-term incentive includes Equity Plan “Select” and LTPP grants.
3 Permanent Attendee to the Executive Committee.
4 Excludes Naomi Kelman who stepped down from the Executive Committee as per February 29,
2012.

SHARES AND SHARE OPTIONS OWNED BY MEMBERS OF
THE EXECUTIVE COMMITTEE

The following tables show the total number of vested and unvested
Novartis shares (including share units but excluding unvested
matching share units from leveraged share savings plans and
unvested target units from the Long-Term Performance Plan) and
the total number of share options owned by members of the Execu-
tive Committee as of January 17, 2013.

As of January 17, 2013, none of the members of the Executive
Committee together with “persons closely linked” to them (see def-
inition under “Share Ownership Requirements”) owned 1% or more
of the outstanding shares of Novartis, either directly or through
share options.

As of December 31, 2012, all members of the Executive Com-
mittee who have served at least three years on the Executive
Committee have met or exceeded their personal Novartis owner-
ship requirements.

SHARES OWNED BY EXECUTIVE COMMITTEE MEMBERS

Number of
shares1

Joseph Jimenez 565 007

Juergen
Brokatzky-Geiger 268 498

Kevin Buehler 502 859

Felix R. Ehrat 52 616

David Epstein 319 532

Mark C. Fishman 439 946

Jeff George 137 666

George Gunn 267 468

Andrin Oswald 150 810

Jonathan Symonds 202 375

Brian Mc Namara
(as from March 1, 2012) 2 41 160

Total 3 2 947 937

1 Includes holdings of “persons closely linked” to members of the Executive Committee (see
definition under – Share and Share Options by Members of the Board of Directors).

2 Permanent attendee to the Executive Committee.
3 Excludes 97 906 shares owned as per February 29, 2012 by Naomi Kelman who stepped down
from the Executive Committee at this date.
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SHARE OPTIONS OWNED BY EXECUTIVE COMMITTEE MEMBERS

Number of share options 1

2013 2012 2011 2010 2009 Other Total

Joseph Jimenez 552 076 157 266 709 342

Juergen
Brokatzky-Geiger 75 705 255 452 331 157

Kevin Buehler 605 8772 605 877

Felix R. Ehrat

David Epstein

Mark C. Fishman 604 129 604 129

Jeff George 141 396 97 827 15 359 1 793 256 375

George Gunn 94 371 94 371

Andrin Oswald 5 633 5 633

Jonathan Symonds 54 348 54 348

Brian Mc Namara
(as from March 1, 2012) 3 88 005 88 005

Total 4 0 0 141 396 152 175 643 140 1 812 526 2 749 237

1 Share options disclosed for a specific year were granted in that year under the Novartis Equity Plan “Select.” The column “Other” refers to share options granted in 2008 or earlier, to share options
granted to these executives while they were not Executive Committee members (nor Permanent Attendees), and to share options bought on the market by the Executive Committee members or
“persons closely linked” to them (see definition under – Share and Share Options Owned by Members of the Board of Directors).

2 Consists of share settled appreciation rights resulting from conversion of Alcon equity into Novartis equity.
3 Permanent Attendee to the Executive Committee.
4 Excludes Naomi Kelman who stepped down from the Executive Committee as per February 29, 2012 and who was not awarded options.

LOANS TO MEMBERS OF THE EXECUTIVE COMMITTEE

No loans were granted to current or former members of the Exec-
utive Committee during 2012. No such loans were outstanding as
of December 31, 2012.

OTHER PAYMENTS TO MEMBERS OF THE EXECUTIVE COMMITTEE

During 2012, no payments (or waivers of claims) other than those
set out in the Executive Committee Member Compensation table
(including its footnotes) were made to current members of the
Executive Committee or to “persons closely linked” to them (see
definition under “Compensation of the Board of Directors – Shares
and Share Options Owned by Members of the Board of Directors”).

PAYMENTS TO FORMER MEMBERS OF THE EXECUTIVE COMMITTEE

During 2012, no payments (or waivers of claims) were made to for-
mer members of the Executive Committee or to “persons closely
linked” to them (see definition under “Compensation of the Board
of Directors – Shares and Share Options Owned by Members of the
Board of Directors”), except for an amount of CHF 1 156 414, which
includes CHF 1 125 000 paid to a former member of the Executive
Committee in relation to his obligation to refrain from activities that
compete with any business of Novartis and an amount of
CHF 31 414 as other benefits related to his Executive Committee
tenure.
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COMPENSATION GOVERNANCE

LEGAL FRAMEWORK

The Swiss Code of Obligations as well as the Corporate Governance
Guidelines of the SIX Swiss Exchange require listed companies to
disclose certain information about the compensation of members
of the Board of Directors and members of the Executive Commit-
tee, their equity participation in the Group as well as loans made to
them. This Annual Report fulfills that requirement. In addition, our
Annual Report is in line with the principles of the Swiss Code of Best
Practice for Corporate Governance of the Swiss Business Federation
(economiesuisse).

DECISION-MAKING AUTHORITIES

Authority for decisions related to compensation are governed by
the Articles of Incorporation, the Board Regulations and the Com-
pensation Committee Charter, which are published on the Novartis
website: www.novartis.com/corporate-governance. The main
responsibilities of the Compensation Committee are shown under
“Corporate Governance Report – Our Board of Directors – Role of
the Board of Directors and the Board Committees.”

The Compensation Committee serves as the supervisory and gov-
erning body for compensation policies and plans within Novartis and
has overall responsibility for determining, reviewing and proposing
compensation policies and plans for approval by the Board of
Directors in line with the Compensation Committee Charter. The
main discussion points and conclusions of each meeting of the Com-
pensation Committee are summarized in a brief report to the next
meeting of the full Board.

The Compensation Committee carefully analyzes and discusses
on an ongoing basis (but at least annually) the trends and develop-
ments in the field of compensation and corporate governance as
well as all compensation plans and levels with guidance from out-
side experts and consultants. The goal is to strengthen the interre-
lation between the compensation plans and the Group’s perform-
ance. It also reviews the compensation system to ensure that it does
not encourage inappropriate or excessive risk taking and instead
encourages behaviors that support sustainable value creation.

The Compensation Committee is composed exclusively of mem-
bers of the Board of Directors who meet the independence criteria
set forth in our Board Regulations. In 2012, Enrico Vanni has been
designated chairman of the Compensation Committee. Currently,
the Compensation Committee has the following five members:
Enrico Vanni (chair), William Brody, Srikant Datar, Ulrich Lehner
and Marjorie M.T. Yang.

The Compensation Committee held six meetings in 2012.

COMPENSATION AUTHORIZATION LEVELS

Decision on Recommendation Authority

Compensation of Board
members Compensation Committee Board of Directors

Compensation of the Compensation
Chief Executive Officer Chairman of the Board Committee

Compensation of the
Executive Committee
members and other Compensation
selected key executives Chief Executive Officer Committee

Chairman of the Board Compensation
Special Share Awards or Chief Executive Officer Committee

The General Meeting holds a consultative vote on the Compensation
System of Novartis. This vote takes place at least every third Annual
General Meeting.

ROLE OF THE COMPENSATION COMMITTEE INDEPENDENT ADVISORS

The Compensation Committee used Frederic W. Cook & Co, Inc., as
its independent external compensation advisor for 2012. The advi-
sor to the Compensation Committee is hired directly by the Com-
pensation Committee, is independent of management and does not
perform any other consulting work for Novartis. The key task of the
advisor is to assist the Compensation Committee in ensuring that
the Novartis compensation policies and plans are competitive, cor-
respond to market practice, and are in line with our compensation
principles.

The Compensation Committee enters into a consulting agree-
ment with its independent advisor on an annual basis. In determin-
ing whether or not to renew the engagement with the advisor, the
Compensation Committee evaluates the quality of the consulting
service and the benefits of rotating advisors. In addition, the Com-
pensation Committee assesses on an annual basis the projected
scope of work for the coming year.

The Compensation Committee determined that the advisor is
free of any relationship that would impair professional and objec-
tive judgment and advice to the Compensation Committee, and has
never been hired for work by the management of Novartis.

CLAWBACK

Any incentive compensation paid to senior executives, including
members of the Executive Committee, is subject to “clawback.” This
means that Novartis may choose not to pay future incentive com-
pensation or seek to recover incentive compensation where the
payout has been proven to conflict with internal management stan-
dards (including company policies and Novartis Values and Behav-
iors), accounting policies or a violation of law.
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SHARE OWNERSHIP REQUIREMENTS

In line with our equity ownership principle, key executives are
required to own at least a certain multiple of their annual base
salary in Novartis shares or share options. The CEO is required to
own Novartis equity worth 5 times, the members of the Executive
Committee 3 times, and other key executives, 1 to 2 times (position-
specific) their respective base compensation within three years of
hire or promotion. In the event of a substantial drop in the share
price, the Board of Directors may, at its discretion, extend that time
period.

CEO 5 x base salary

Members of the Executive Committee 3 x base salary

Selected key executives 1 x or 2 x base salary

The determination of equity amounts against the share ownership
requirements includes vested and unvested shares or ADSs
acquired under the Novartis compensation plans, as well as RSUs,
with the exception of unvested matching RSUs from leveraged
share savings plans and unvested RSUs from the Long-Term Perfor-
mance Plan. In addition, it includes other shares as well as vested
options on Novartis shares or ADSs that are owned directly or indi-
rectly by “persons closely linked”1.

The Compensation Committee reviews compliance with the
share ownership guideline on an annual basis.

1 “Persons closely linked” are (i) their spouse, (ii) their children below age 18, (iii) any legal entities
that they own or otherwise control, and (iv) any legal or natural person who is acting as their
fiduciary.

RISK MANAGEMENT

We believe that our compensation system encourages perform-
ance, loyalty and entrepreneurship, and creates sustainable value
that is in the interest of Novartis and our shareholders. However,
shareholders also expect that risks are appropriately managed. At
Novartis, appropriate objective setting combined with proper incen-
tive-plan design and rigorous safeguard measures allow our lead-
ers and associates to focus on long-term value creation.

The goal of our compensation system is to encourage high per-
formance and entrepreneurship, but not to reward inappropriate or
excessive risk taking or short-term profit maximization at the
expense of the long-term health of Novartis. The following charac-
teristics of our compensation system foster a culture of entrepre-
neurial risk management:

– Novartis Values and Behaviors: Compliance and ethical conduct
are integral factors considered in all regular performance reviews,
setting clear behavioral boundaries.

– People Performance Management Process: A rigorous perform-
ance management system is in place based on agreed-upon
objectives, values and behaviors reflecting compliance and meri-
tocracy.

– Balanced Scorecard Approach to Performance-based Incentives:
The annual and long-term incentive compensation plans are not
overly focused on any single measure of performance. Instead,
financial objectives include net sales, operating income, free cash
flow as a percentage of sales, and Novartis Economic Value Added
(NVA). Non-financial objectives emphasize the achievement of
strategic and leadership objectives, and managing people, but
also innovation as well as process and productivity improvement.
Under the incentive plans, performance multipliers may not
exceed 200% of target.

– Balanced Mix of Compensation Elements and Performance Mea-
sures: The target compensation mix is not overly weighted toward
annual incentive awards but represents a combination of cash
and long-term share-based compensation vesting over three
years.

– Performance Period and Vesting Schedules: For long-term incen-
tives, performance period and vesting schedules overlap, reduc-
ing the motivation to maximize performance in any one period.
The equity awarded under the Equity Plan “Select” vests after a
period of three years. The Long-Term Performance Plan is an
equity plan based on a three-year performance period.

– Clawback: We implemented “clawback” provisions in individual
employment contracts of all members of the Executive Commit-
tee as well as in most incentive plans, and award letters to asso-
ciates (see – “Corporate Governance – Clawback,” on p.141).

– No Severance Payments or Change-of-Control Clauses: Employ-
ment contracts for members of the Executive Committee provide
a notice period of 12 months and contain no change-of-control
clauses or severance provisions (i.e. agreements concerning spe-
cial notice periods, longer-term contracts, “golden parachutes,”
waiver of lock-up periods for equities and bonds, shorter vesting
periods and additional contributions to occupational pension
schemes).

– Share Ownership Requirements: Members of the Executive Com-
mittee, as well as selected key executives are required to own a cer-
tain multiple of their annual base salary in Novartis shares or
share options (see – “Corporate Governance – Share Ownership
Requirements” on this page).
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COMPENSATION OF THE BOARD OF DIRECTORS

PHILOSOPHY FOR THE BOARD OF DIRECTORS COMPENSATION

Today, the members of boards of directors of global companies face
increasing responsibilities and have to deal with issues that require
ever higher levels of expertise and engagement. As a global health-
care company, Novartis shareholders have elected members of the
Board of Directors who bring these required skills. Novartis has set
the compensation for the members of the Board of Directors at a
level that allows for the attraction and retention of high-caliber indi-
viduals with global experience. The members of its Board of Direc-
tors do not receive variable compensation, underscoring their focus
on long-term corporate strategy, supervision and governance.

COMPENSATION STRUCTURE

Board
compensation

Fixed compensation Yes

Variable compensation No

COMPENSATION OF THE MEMBERS OF THE BOARD OF DIRECTORS

DESCRIPTION

The Board of Directors determines the compensation of its mem-
bers, other than the Chairman, each year, based on a proposal by
the Compensation Committee and advice from its independent
advisors.

The compensation of the Chairman is based on a contract,
which provides Dr. Daniel Vasella with a fixed remuneration of
CHF 12.4 million, indexed to the average compensation increase
for associates based in Switzerland. The Board acknowledges that
the compensation of the Chairman reflects his exceptional experi-
ence and significant on-going contribution to building the Group,
representing our interests in the global business community and
delivering sustainable value for our shareholders. One third of his
total compensation is paid out in monthly cash installments; the
remaining two-thirds are in the form of unrestricted Novartis shares
that are granted to him each year at the closing market price of the
underlying share at the end of the day at grant date, in 2012 on Jan-
uary 19, 2012.

Following his tenure as Chairman, Dr. Vasella agreed to continue
to make available his know-how to Novartis and to refrain from
activities that compete with any business of Novartis for a multi-
year period. Dr. Vasella will receive fair market compensation in
return for his services and for complying with the restriction not to
compete. Dr. Vasella carries forward tradable options, shares and

benefits (including pension) as a result of his 14-year tenure as our
CEO. In his current capacity he receives no variable compensation,
tradable options or equity other than the shares that are part of his
remuneration as Chairman.

The other members of the Board of Directors receive, in one
installment, an annual fixed Board membership fee and additional
fees for committee chairmanships, committee memberships, and
other functions to compensate for their increased responsibilities
and engagements. They do not receive additional fees for attend-
ing meetings. The annual fees cover the period from the Annual
General Meeting of the year of disclosure to the next Annual Gen-
eral Meeting. These members of the Board of Directors are paid in
unrestricted shares for at least 50% of their fees. If one of these
Board of Directors members does not elect for a full grant in shares,
the remaining part of the fee is paid in cash at the time the shares
are delivered. The fees shown in the attached table reflects the full
amount paid in cash or delivered as shares in the given year. With
the exception of the Chairman, they do not have pension benefits.
Members of the Board of Directors do not receive share options.
The fee rates for Board membership and functional roles of other
members of the Board of Directors are as follows:

BOARD MEMBER ANNUAL FEE RATES (EXCL. CHAIRMAN)

Annual fee (CHF)

Board membership 350 000

Chairman’s Committee membership 150 000

Audit and Compliance Committee membership 100 000

Other Board Committee membership 50 000

Vice chairmanship of the Board of Directors 50 000

Board Committee chairmanship (except for ACC) 10 000

Audit and Compliance Committee chairmanship 20 000

Delegated board membership 1 125 000

1 The Board of Directors has delegated Rolf M. Zinkernagel to the Scientific Advisory Board of the
Novartis Institute for Tropical Diseases (NITD). The Board of Directors has delegated both Rolf M.
Zinkernagel and William Brody to the Board of Directors of the Genomics Institute of the
Novartis Research Foundation (GNF).

BENCHMARKING OF THE COMPENSATION OF THE MEMBERS OF THE
BOARD OF DIRECTORS

The level of compensation for the members of the Board of Direc-
tors is set based on benchmarks that include the remuneration of
members of board of directors of comparable healthcare compa-
nies (see also the list of benchmark companies under “Compensa-
tion of Executives and other associates,” p.127) and selected lead-
ing Swiss companies (i.e. UBS, Nestlé and Credit Suisse).
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BOARD MEMBER COMPENSATION IN 2012 1

Corporate Annual cash Shares
Governance compen- (Market

Board Audit and Compen- and Delegated sation value) Other Total
member- Vice Chairman’s Compliance Risk sation Nomination board (CHF) (CHF) Shares (CHF) (CHF)

ship Chairman Committee Committee Committee Committee Committee membership (A) (B)2 (Number) (C) (A)+(B)+(C)

Daniel Vasella Chair Chair •3 •3 •3 •3 4 110 750 8 241 815 152 063 715 0274 13 067 592

Ulrich Lehner • • • • • • Chair 405 000 405 037 7 473 43 0705 853 107

Dimitri Azar • 140 000 210 025 3 875 – 350 025

William Brody 6 • • • 262 500 262 545 4 844 – 525 045

Srikant Datar • • Chair • • 360 000 360 051 6 643 – 720 051

Ann Fudge • • • 225 000 225 038 4 152 – 450 038

Pierre Landolt 7 • • – 400 050 7 381 23 9775 424 027

Enrico Vanni • • Chair 255 000 255 011 4 705 30 1505 540 161

Andreas von Planta • • Chair • 280 000 280 051 5 167 29 0235 589 074

Wendelin Wiedeking • • • – 500 049 9 226 29 6075 529 656

Marjorie M.T. Yang • • 200 000 200 052 3 691 24 1775 424 229

Rolf M. Zinkernagel 8 • • • 325 000 325 037 5 997 34 3835 684 420

Total 6 563 250 11 664 761 215 217 929 414 19 157 425

See note 12 to the Financial Statements of Novartis AG for 2011 data.
1 Does not include reimbursement for travel and other necessary business expenses incurred in the performance of their services as these are not compensation.
2 The value of the shares reflected in this column has been calculated based on market value of the shares at grant date. All shares were granted as per January 19, 2012 against the prevailing share
price of CHF 54.20.

3 Daniel Vasella attended the meetings of these Committees as a guest without voting rights.
4 Includes inter alia social security costs due by the individual and paid by the company, pension and life insurance.
5 Includes social security costs due by the individual and paid by the company.
6 The Board of Directors has delegated William Brody to the Board of Directors of the Genomics Institute of the Novartis Research Foundation (GNF).
7 According to Pierre Landolt, the Sandoz Family Foundation is the economic beneficiary of the compensation.
8 The Board of Directors has delegated Rolf M. Zinkernagel to the Scientific Advisory Board of the Novartis Institute for Tropical Diseases (NITD) and to the Board of Directors of the Genomics Institute
of the Novartis Research Foundation (GNF).

SHARES AND SHARE OPTIONS OWNED BY MEMBERS OF THE BOARD
OF DIRECTORS

Shareholders want Board members to align their interests with the
rest of the shareholders. Among other requirements, the members
of the Board of Directors are thus required to own at least 5 000
Novartis shares within three years after joining the Board of Direc-
tors. As of December 31, 2012, all members of the Board of Direc-
tors who have served at least three years on the Board of Directors
have complied with the share ownership guidelines.

The last year in which Novartis granted share options to non-
executive members of the Board of Directors was 2002. The total

number of vested and unvested Novartis shares and share options
owned by members of the Board of Directors and “persons closely
linked”1 to them as of January 17, 2013, is shown in the following
tables.

As of January 17, 2013, none of the members of the Board of
Directors together with “persons closely linked”1 to them owned 1%
or more of the outstanding shares of Novartis, either directly or
through share options.

1 “Persons closely linked” are (i) their spouse, (ii) their children below age 18, (iii) any legal entities
that they own or otherwise control, and (iv) any legal or natural person who is acting as their
fiduciary.
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SHARES AND SHARE OPTIONS OWNED BY BOARD MEMBERS 1

Number of Number of
shares2 share options3

Daniel Vasella 3 170 729 1 633 2904

Ulrich Lehner 34 363

Dimitri Azar 5 743

William Brody 18 420

Srikant Datar 31 080

Ann Fudge 13 769

Pierre Landolt 5 52 356

Enrico Vanni 12 501

Andreas von Planta 121 334

Wendelin Wiedeking 260 286

Marjorie M.T. Yang 18 000

Rolf M. Zinkernagel 45 948

Total 3 784 529 1 633 290

1 Includes holdings of “persons closely linked” to Board members (see definition under – Share
and Share Options owned by Members of the Board of Directors).

2 Each share provides entitlement to one vote.
3 2002 was the last year during which Novartis granted share options to non-executive Board
members. All these options have expired in 2011.

4 Includes options awarded during Daniel Vasella’s tenure as Chairman and CEO.
5 According to Pierre Landolt, the Sandoz Family Foundation is the economic beneficiary of all
shares.

LOANS TO MEMBERS OF THE BOARD OF DIRECTORS

No loans were granted to current or former members of the Board
of Directors during 2012. No such loans were outstanding as of
December 31, 2012.

OTHER PAYMENTS TO MEMBERS OF THE BOARD OF DIRECTORS

During 2012, no payments (or waivers of claims) other than those
set out in the Board Member Compensation table on p.144 (includ-
ing its footnotes) were made to current members of the Board of
Directors or to “persons closely linked” to them (see definition
under “Compensation of the Board of Directors – Shares and Share
Options Owned by Members of the Board of Directors”).

PAYMENTS TO FORMER MEMBERS OF THE BOARD OF DIRECTORS

During 2012, no payments (or waivers of claims) were made to for-
mer Board members or to “persons closely linked” to them (see def-
inition under “Compensation of the Board of Directors – Shares and
Share Options Owned by Members of the Board of Directors”), except
for an amount of CHF 62 346 that was paid to the Honorary Chair-
man.

NOTE 27 TO THE GROUP’S AUDITED CONSOLIDATED FINANCIAL
STATEMENTS AND NOTE 12 TO THE AUDITED FINANCIAL STATEMENTS OF
NOVARTIS AG

The total expense for the year for the compensation awarded to the
members of the Board of Directors and the members of the Execu-
tive Committee using IFRS measurement rules is presented in our
Financial Report in note 27 to the Group’s audited consolidated
financial statements.

Note 12 included in the audited financial statements of Novartis
AG represents the total compensation related to the 2012 and 2011
performance years respectively.
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KEY FIGURES
2012 2011 Change Change

USD millions USD millions USD % cc %

Net sales 56 673 58 566 – 3 0

Operating income 11 511 10 998 5 8

Return on net sales (%) 20.3 18.8

Net income 9 618 9 245 4 7

Basic earnings per share (USD) 1 3.93 3.83 3 6

Core operating income 2 15 160 15 909 – 5 – 2

Core return on net sales (%) 26.7 27.2

Core net income 2 12 811 13 490 – 5 – 3

Core earnings per share (USD) 1; 2 5.25 5.57 – 6 – 3

Equity at year end 69 219 65 940 5

Dividend (CHF) 3 2.30 2.25 2

NET SALES GROWTH BY SEGMENT
(in %)

FREE CASH FLOW AND CHANGE IN NET DEBT
(in USD millions)

CORE OPERATING INCOME GROWTH
(in %) 2

CORE OPERATING
MARGIN (in %) 2

NET SALES GROWTH BY REGION
(in %)

FINANCIAL HIGHLIGHTS 2012

2012 2011

124.2 117.5

Liquid funds
Other current
assets

Non-current assets

Financial debt

Other liabilities

Equity

TOTAL ASSETS
(in USD billions and %)

TOTAL EQUITY AND LIABILITIES
(in USD billions and %)

3 Dividend payment for 2012: proposal to 2013 Annual General Meeting.
nm = not meaningful

United States – 3
– 3

Europe – 2
– 8

Asia/Africa/Australasia 6
5

Canada and Latin America 5
– 1

Group 0
– 3

Constant currencies (cc) US dollars

96.2
(77%)

19.9
(16%)

8.1
(7%)

93.4
(80%)

19.0
(16%)

5.1
(4%)

2012 2011

124.2 117.5

69.2
(56%)

35.3
(28%)

19.7
(16%)

66.0
(56%)

31.3
(27%)

20.2
(17%)

Pharmaceuticals 5
2

Alcon 9
6

Sandoz – 21
– 22

Vaccines and Diagnostics nm
nm

Consumer Health – 78
– 82

Group – 2
– 5

Constant currencies (cc) US dollars

Cash flows from
operating activities

14 194
14 309

Purchase of property, plant and
equipment/non-current assets

– 2 811
– 1 806

Free cash flow 11 383
12 503

Dividends paid – 6 030
– 5 368

Acquisition of businesses and
non-controlling interests

– 1 747
– 3 756

Treasury share transactions
and others

– 59
– 3 680

Decrease (+) / increase (-)
in net debt

3 547
– 301

2012 2011

31.6
31.8

36.2
36.2

16.7
17.3

nm
nm

4.9
4.3

26.5
26.7

Pharmaceuticals 2
– 1

Alcon 5
3

Sandoz – 4
– 8

Vaccines and Diagnostics – 4
– 7

Consumer Health – 16
– 19

Group 0
– 3

Constant currencies (cc) US dollars

1 2012 average number of shares outstanding: 2 418.1 million (2011: 2 382.5 million).
2 Core results for operating income, net income and earnings per share (EPS) eliminate the
impact of acquisition-related factors and other significant exceptional items. These adjustments
are explained in detail starting on page 182.
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KEY FINANCIAL DEVELOPMENTS IN 2012

NET SALES Net sales declined 3% (unchanged in constant currencies, or cc) to USD 56.7
billion. Recently launched products contributed USD 16.3 billion or 29% of Group
net sales, up from 25% in 2011, substantially absorbing the impact of patent
expiries.

PHARMACEUTICALS Net sales were USD 32.2 billion (–1%, +2% cc), driven by 8 percentage points of
volume growth, more than offsetting the negative impact of generic competition
(USD 1.9 billion, –6 percentage points). Eight products achieved blockbuster status
(sales above USD 1 billion) versus seven products in the previous year. Products
launched since 2007 contributed USD 11.4 billion or 35% of net sales for the
division compared to 28% in 2011.

ALCON Net sales were USD 10.2 billion, an increase of 3% (+5% cc) over the previous
year, with sales growth across its Surgical, Ophthalmic Pharmaceuticals and
Vision Care franchises.

SANDOZ Net sales of USD 8.7 billion were down 8% (–4% cc), driven by increased competi-
tion for enoxaparin in the United States and a decline in Germany, partially offset
by double-digit sales growth in biosimilars, the rest of Western Europe and in Asia.

VACCINES AND DIAGNOSTICS Net sales were USD 1.9 billion, down 7% (–4% cc) from the previous year,
impacted by bulk pediatric shipments and a one-time pre-pandemic sale in 2011.
Menveo and the Diagnostics business continued to grow.

CONSUMER HEALTH Net sales of USD 3.7 billion were down 19% (–16% cc) compared to 2011,
mainly due to the absence of shipments from the United States manufacturing
site at Lincoln, Nebraska.

OPERATING INCOME Operating income increased 5% (+8% cc) to USD 11.5 billion. Core operating
income declined to USD 15.2 billion (–5%, –2% cc), with core operating income
margin in constant currencies down 0.7 percentage points, partially offset by a
positive currency impact of 0.2 percentage points, to 26.7% of net sales.

NET INCOME Net income was USD 9.6 billion, up 4% (+7% cc) from the previous year.
Core net income decreased 5% (–3% cc) to USD 12.8 billion, in line with the
decline in core operating income.

BASIC EARNINGS PER SHARE Earnings per share (EPS) increased 3% (+6% cc) to USD 3.93 from USD 3.83 in
2011, while core EPS declined 6% (–3% cc) to USD 5.25.

FREE CASH FLOW Free cash flow was USD 11.4 billion, down 9% from 2011.

DIVIDEND Proposed dividend of CHF 2.30 per share for 2012, up 2% from CHF 2.25 in 2011,
represents 16th consecutive annual increase and a dividend yield of 4%.
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OPERATING AND FINANCIAL REVIEW 2012

This operating and financial review should be read together with
the Group’s consolidated financial statements in this Annual
Report, which have been prepared in accordance with International
Financial Reporting Standards (IFRS) as published by the Interna-
tional Accounting Standards Board.

BUSINESS AND OPERATING ENVIRONMENT

OPPORTUNITY AND RISK SUMMARY

Our financial results are affected, to varying degrees, by the follow-
ing external factors.

TRANSFORMATIONAL CHANGES FUELING DEMAND

Aging population and shifting behaviors: The aging of the world
population, as well as the increasing prevalence of obesity and
other unhealthy lifestyle factors, is driving demand for treatments
that address conditions disproportionately afflicting the elderly as
well as other chronic diseases.

Rise in healthcare spending: The global healthcare market con-
tinues to grow, led by emerging economies, where access and
demand for healthcare are expanding.

Scientific advances: Personalized medicine is opening new
opportunities for targeted therapies, helping improve patient out-
comes and reduce costs.

New technologies: Social and mobile technologies are facilitat-
ing the delivery of care and enhancing communication with
patients, providers and payors.

Shift to generics and over-the-counter products: Faced with ris-
ing healthcare costs, governments around the world are encourag-
ing consumers to substitute generics for patented pharmaceuticals.
Consumers, too, are shifting to over-the-counter products in an
effort to keep costs down.

INCREASINGLY CHALLENGING BUSINESS ENVIRONMENT

Patent expirations and generic competition: The loss of market
exclusivity and the introduction of generic competitors can signifi-
cantly erode sales of our innovative products.

Regulatory and safety hurdles: The costs associated with bring-
ing a drug to market have increased as a result of heightened reg-
ulatory requirements. Even after a drug is approved, there is a pos-
sibility that safety events could occur and materially affect our
results.

Manufacturing quality and complexity: The manufacture of our
products is both highly regulated and complex, and may result in a
variety of issues that could lead to extended supply disruptions and
significant liability.

Financial crisis: As challenges from the 2008 financial crisis
continue to affect the global economy, governments and patients
worldwide are seeking to minimize healthcare costs.

Legal proceedings: There is a trend of increasing government
investigations and litigations against companies in the healthcare
industry. Despite our best efforts to comply with the laws of the
approximately 140 countries in which we sell products, any failure
in compliance could have a material adverse effect on our business
and reputation.

For more detail on these trends and how they impact our results,
see “Factors Affecting Results of Operations” below.

NOVARTIS STRUCTURE

The Novartis Group strategy for sustainable, long-term growth is
based on focused diversification, in which we seek to access multi-
ple, growing segments of the healthcare market. Reflecting our
leadership positions across these segments, the Group’s busi-
nesses are divided on a worldwide basis into six global operating
divisions, which report results in five segments (Pharmaceuticals,
Alcon, Sandoz, Vaccines and Diagnostics, and Consumer Health),
and Corporate activities. Except for Consumer Health, which com-
prises two divisions (Over-the-Counter, or OTC, and Animal Health)
that are not material enough to the Group to be reported on an indi-
vidual basis, these segments reflect the Group’s internal manage-
ment structure and are disclosed separately because they research,
develop, manufacture, distribute and sell distinct products that
require different marketing strategies.

PHARMACEUTICALS

Pharmaceuticals researches, develops, manufactures, distributes
and sells patented prescription medicines and is organized in the
following business franchises: Oncology; Primary Care, consisting
of Primary Care medicines and Established Medicines; and Spe-
cialty Care, consisting of Ophthalmology, Neuroscience, Integrated
Hospital Care, and Critical Care medicines. Novartis Oncology is
organized as a business unit, responsible for the global develop-
ment and marketing of oncology products.

Pharmaceuticals is the largest contributor among the segments,
and in 2012 accounted for USD 32.2 billion, or 57%, of Group net
sales and USD 9.6 billion, or 81%, of Group operating income
(excluding Corporate Income and Expense, net).

ALCON

As the global leader in eye care, Alcon researches, develops, man-
ufactures, distributes and sells eye care products and technologies
to serve the full life cycle of eye care needs. Alcon offers a broad
range of products to treat many eye diseases and conditions, and
is organized into three businesses: Surgical, Ophthalmic Pharma-
ceuticals and Vision Care.
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The Surgical portfolio includes technologies and devices for
cataract, retinal, glaucoma and refractive surgery, as well as intraoc-
ular lenses to treat cataracts and refractive errors, like presbyopia
and astigmatism. Alcon also provides viscoelastics, surgical solu-
tions, surgical packs, and other disposable products for cataract
and vitreoretinal surgery. In Ophthalmic Pharmaceuticals, the port-
folio covers treatment options for elevated intraocular pressure
caused by glaucoma, anti-infectives to aid in the treatment of bac-
terial infections and bacterial conjunctivitis, and ophthalmic solu-
tions to treat inflammation and pain associated with ocular surgery.
The Ophthalmic Pharmaceuticals product portfolio also includes
eye and nasal allergy treatments, as well as over-the-counter dry
eye relief and ocular vitamins. Daily disposable, monthly replace-
ment, and color-enhancing contact lenses, as well as a complete
line of contact lens care products including multi-purpose and
hydrogen-peroxide based solutions, rewetting drops, and daily pro-
tein removers, comprise the portfolio in Vision Care.

In 2012, Alcon accounted for USD 10.2 billion, or 18%, of Group
net sales, and USD 1.5 billion, or 12%, of Group operating income
(excluding Corporate Income and Expense, net).

SANDOZ

Sandoz develops, manufactures, distributes and sells prescription
medicines, as well as pharmaceutical and biotechnological active
substances, which are not protected by valid and enforceable third-
party patents. Sandoz has activities in Retail Generics, Anti-Infec-
tives, Biopharmaceuticals, Oncology Injectables, Ophthalmics, Res-
piratory and Dermatology. In Retail Generics, Sandoz develops,
manufactures and markets active ingredients and finished dosage
forms of pharmaceuticals to third parties. In Anti-Infectives, Sandoz
manufactures active pharmaceutical ingredients and intermediates
– mainly antibiotics – for internal use by Retail Generics and for sale
to third-party customers. In Biopharmaceuticals, Sandoz develops,
manufactures and markets protein- or other biotechnology-based
products (known as biosimilars or follow-on biologics) and sells
biotechnology manufacturing services to other companies. In
Oncology Injectables, Sandoz develops, manufactures and markets
cytotoxic products for the hospital market. Sandoz Ophthalmics,
which was formed through the integration of Falcon, Alcon’s generic
division, develops, manufactures and markets generic ophthalmic
and otic products. In addition, Sandoz is active in Respiratory fol-
lowing its acquisition of Oriel Therapeutics in 2010, and expanded
its presence in Dermatology through the acquisition of specialty
dermatology company Fougera Pharmaceuticals, Inc. in 2012.

In 2012, Sandoz accounted for USD 8.7 billion, or 15%, of
Group net sales and USD 1.1 billion, or 9% of Group operating
income (excluding Corporate Income and Expense, net).

VACCINES AND DIAGNOSTICS

Vaccines and Diagnostics researches, develops, manufactures, dis-
tributes and sells preventive human vaccines and novel blood-

screening diagnostic tools, which help protect the world’s blood
supply by preventing the spread of infectious diseases.

In 2012, Vaccines and Diagnostics accounted for USD 1.9 bil-
lion, or 3%, of Group net sales and generated an operating loss of
USD 250 million.

CONSUMER HEALTH

Consumer Health consists of two divisions: OTC and Animal Health.
Each has its own research, development, manufacturing, distribu-
tion and selling capabilities, but neither is material enough to the
Group to be separately disclosed as a segment. OTC offers readily-
available consumer medicine, and Animal Health provides veteri-
nary products for farm and companion animals.

In 2012, Consumer Health accounted for USD 3.7 billion, or 7%,
of Group net sales and USD 48 million, or slightly below 1%, of
Group operating income (excluding Corporate Income and Expense,
net).

CORPORATE

Corporate activities include certain functions – such as Financial
Reporting & Accounting, Treasury, Internal Audit, IT, Legal, Tax and
Investor Relations – that are managed at the Corporate level and
provide support to the organization but are not attributable to spe-
cific divisions. Corporate also includes the costs of our headquar-
ters and corporate coordination functions in major countries.

NOVARTIS STRATEGY FOR SUSTAINABLE GROWTH

As the only healthcare company globally with leading positions in
pharmaceuticals, eye care, generics, vaccines and diagnostics, over-
the-counter medicines and animal health, we believe that Novartis
is uniquely positioned to capture growth opportunities across the
healthcare marketplace and to mitigate the impact of challenges in
particular sectors.

OUR PRIORITIES: INNOVATION, GROWTH AND PRODUCTIVITY

Our strategy, which is based on the focused diversification of our
healthcare portfolio, requires a consistent focus on three core pri-
orities: (1) extending our lead in innovation through the research
and development of new offerings and the expansion of applica-
tions for existing offerings; (2) accelerating growth with new
launches and a greater presence in Emerging Growth Markets; and
(3) enhancing productivity through efficiency initiatives that free up
resources for reinvestment and shareholder returns.

EXTENDING OUR LEAD IN INNOVATION

We believe that innovation is a competitive advantage for Novartis.
In 2012, we maintained our investment in R&D as a percentage of
sales at the upper level for our industry. Our Pharmaceuticals Divi-
sion, for example, invested 21% of net sales in innovation.
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Benefiting from our continued focus on innovation, Novartis has
one of the industry’s most competitive pipelines, delivering the
highest number of new molecular entities (NMEs) between 2007
and 2011, according to Credit Suisse. As of the end of 2012, the
Novartis Institutes for BioMedical Research (NIBR, our global phar-
maceutical research organization whose costs are allocated to the
Pharmaceuticals and Alcon divisions) had 92 NMEs in research and
exploratory development prior to proof-of-concept (POC) determi-
nation. In 2012, NIBR delivered 12 positive POC studies, which we
use to get an early read on a drug’s safety and effectiveness.

Since its integration into the Novartis Group, Alcon has leveraged
NIBR to gain access to a range of technologies, from biologics to
structural biology and high throughput screening, that previously
were only available to it through external partners. With expanded
R&D capabilities, Alcon has prioritized glaucoma and macular
degeneration in drug discovery efforts.

Sandoz also continues to innovate in the fast-growing biosimi-
lars segment, where it is the global leader with three marketed
products. With Phase III clinical trials for epoetin alfa (biosimilar
Epogen®/Procrit®) and rituximab (biosimilar Rituxan®/Mabthera®)
underway, Sandoz continued to advance its biosimilars pipeline in
2012.

In Vaccines and Diagnostics, we achieved important pipeline
milestones this year, including a positive European Committee for
Medicinal Products for Human Use (CHMP) opinion for Bexsero, our
meningococcal serogroup B vaccine, for use in children over two
months old and FDA approval for Flucelvax, the first cell-culture vac-
cine to help protect against seasonal influenza in the United States.

In terms of advancing innovative products through clinical trials,
Novartis has a probability of success that is five times the industry
median from 2007 to 2011, as calculated by biopharmaceutical

benchmarking company KMR. Benefitting from our strength in this
area, our robust pipeline has helped to rejuvenate our portfolio. For
example, in 2012, our Pharmaceuticals Division received 11
approvals for innovative medicines and new indications in the
United States and European Union, including EMA and FDA
approval for Afinitor (everolimus) in combination with exemestane
as a treatment for postmenopausal women with a specific type of
advanced breast cancer, which affects approximately 220 000
women each year. These approvals, which were based on Phase III
trial data showing that Afinitor plus exemestane more than doubled
the time women with the HR+/HER2- type of advanced breast can-
cer lived without tumor growth, marks the first major breakthrough
in the treatment of this disease in 15 years.

Focus: Results of R&D investments in Pharmaceuticals

71 NMEs in post-POC clinical development

138 projects in clinical development
– GenMed: 87 Pharmaceuticals projects (46 NMEs)
– Oncology: 51 projects (25 NMEs)

11 major approvals achieved in the US and EU including:
– Afinitor (HR+/HER2- breast cancer) – US and EU
– Afinitor/Votubia (TSC angiomyolipomas) – US and EU
– Seebri (COPD) – EU
– Jakavi (myelofibrosis) – EU
– Signifor (Cushing’s disease) – EU
– Certican (liver transplantation) – EU

ACCELERATING GROWTH ACROSS SIX DIVISIONS

Building on our strength in innovation, Novartis seeks to drive
growth across the portfolio by working to deliver new treatments
quickly and efficiently to customers and patients in need. Since an
increasing proportion of these customers and patients are found in
emerging markets where demand for and access to healthcare are
rising, Novartis continues to strengthen its presence in these fast-
growing markets.

In 2012, innovative products continued to make a major contri-
bution to the Group’s overall performance, with recently launched
products generating USD 16.3 billion or 29% of total net sales.
These products, which include Gilenya, Lucentis, Tasigna and Afini-
tor, grew 13% over the previous year.

Emerging Growth Markets, which we define as all markets
except the United States, Canada, Western Europe, Australia, New
Zealand and Japan, were also a key contributor to growth in 2012,
contributing USD 13.8 billion or 24% of total net sales. We also
committed USD 500 million in 2012 to build a new state-of-the-art
biotechnology production site in Singapore, which offers a wide
range of advantages due to its strong local biomedical presence and
knowledge, skilled labor, and proximity to growth markets in Asia.
We expect this facility will significantly expand our footprint in this
high-growth region.
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ENHANCING PRODUCTIVITY

Novartis continually seeks to operate as efficiently as possible to
reduce costs and enhance margins, in order to provide flexibility to
invest for the future and increase returns to shareholders. Ongoing
productivity initiatives relate to procurement and resource alloca-
tion across the portfolio, as well as our manufacturing network and
supporting infrastructure.

We have made our Procurement function an important source
of savings. By leveraging our scale, implementing global category
management and creating country Centers of Excellence in key
markets, we generated annual savings of approximately USD 1.3
billion in 2012.

We continued to optimize our Marketing & Sales function by
reallocating resources and streamlining processes while investing
in new launches for growth brands. In Pharmaceuticals, Marketing
& Sales expenses in constant currencies decreased as a percentage
of net sales to 26.6% for 2012 from 27.5% in 2011.

We also continued to optimize our manufacturing footprint in
2012 as part of a Group-wide review we initiated in 2010. The
review has two aims: first, to establish a worldwide manufacturing
network of technology Centers of Excellence, and second, to opti-
mize the cost structure across divisions and enhance utilization
rates at strategic sites to 80% of capacity. As of the end of 2012, we
have 15 production sites in the process of being restructured or
divested.

Lastly, with Alcon fully integrated as the second largest division
in the Novartis Group portfolio, we realized merger-related cost syn-
ergies of approximately USD 370 million cumulatively, achieving
our initial savings target one year ahead of time.

Taken together, our productivity initiatives allowed us to exceed
our annual productivity target of 3.5 to 4.0% of net sales.

RESULTS OF OPERATIONS

In evaluating the Group’s performance, we consider not only the
IFRS results, but also additional non-IFRS measures, in particular
core results and constant currency results. These measures assist
us in evaluating our ongoing performance from year to year and we
believe this additional information is useful to investors in under-
standing our business.

The Group’s core results exclude the amortization of intangible
assets, impairment charges, expenses relating to the integration of
acquisitions as well as other items that are, or are expected to accu-
mulate within the year to be, over a USD 25 million threshold that
management deems exceptional. A reconciliation between IFRS
results and core results is shown on pages 184 to 187.

We present information about our revenue and various values
and components relating to operating profit and net income in con-
stant currencies (cc). We calculate constant currency revenue and
operating profit measures by applying the prior-year average

exchange rates to current financial data expressed in non-US dol-
lars in order to estimate an elimination of the impact of foreign
exchange rate movements.

These non-IFRS measures are explained in more detail on page
182 and are not intended to be substitutes for the equivalent meas-
ures of financial performance prepared in accordance with IFRS.
These measures may differ from similarly titled non-IFRS measures
of other companies.

KEY FIGURES

Change in
Year ended Year ended Change constant

Dec 31, 2012 Dec 31, 2011 in USD currencies
USD millions USD millions % %

Net sales 56 673 58 566 – 3 0

Other revenues 888 809 10 11

Cost of goods sold – 18 756 – 18 983 – 1 2

Gross profit 38 805 40 392 – 4 – 1

Marketing & Sales – 14 353 – 15 079 – 5 – 1

Research & Development – 9 332 – 9 583 – 3 0

General & Administration – 2 937 – 2 970 – 1 3

Other income 1 187 1 354 – 12 – 6

Other expense – 1 859 – 3 116 – 40 – 37

Operating income 11 511 10 998 5 8

Income from associated companies 552 528 5 5

Interest expense – 724 – 751 – 4 – 1

Other financial income and expense – 96 – 2 nm nm

Income before taxes 11 243 10 773 4 7

Taxes – 1 625 – 1 528 6 8

Net income 9 618 9 245 4 7

Attributable to:

Shareholders of Novartis AG 9 505 9 113 4 8

Non-controlling interests 113 132 – 14 – 14

Basic earnings per share 3.93 3.83 3 6

Free cash flow 11 383 12 503 – 9

CORE KEY FIGURES

Change in
Year ended Year ended Change constant

Dec 31, 2012 Dec 31, 2011 in USD currencies
USD millions USD millions % %

Core gross profit 41 847 43 839 – 5 – 2

Marketing & Sales – 14 352 – 15 077 – 5 – 1

Research & Development – 9 116 – 9 239 – 1 2

General & Administration – 2 923 – 2 957 – 1 3

Other income 813 443 84 100

Other expense – 1 109 – 1 100 1 9

Core operating income 15 160 15 909 – 5 – 2

Core net income 12 811 13 490 – 5 – 3

Core basic earnings per share 5.25 5.57 – 6 – 3

nm = not meaningful
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GROUP OVERVIEW

Net sales amounted to USD 56.7 billion (–3%, 0% cc), as growth in
recently launched products absorbed patent expiries. Currency
depressed results by 3 percentage points as a result of the strength-
ening of the dollar against most currencies.

Across the Group’s diversified healthcare portfolio, recently
launched products continued to perform strongly and in 2012 com-
prised 29% of Group net sales, up from 25% a year ago.

Operating income increased 5% (+8% cc) to USD 11.5 billion.
The strengthening of the US dollar resulted in a negative currency
impact of 3 percentage points. Cost of goods sold decreased by 1%
(+2% cc) to USD 18.8 billion in 2012, but represented an increase
of 0.7 percentage points to 33.1% of net sales. This led to a reduc-
tion in the gross margin by 0.5 percentage points (cc) to 68.5%.
Marketing & Sales expenses decreased 5% (–1% cc) to USD 14.4
billion, improving 0.4 percentage points to 25.3% of net sales, as
productivity improvements and changes in the portfolio mix were
partly offset by investments in new launch products. R&D expenses
decreased by 3% (0% cc) in 2012 to USD 9.3 billion. This included
USD 109 million in impairments of intangible assets. General &
Administration expenses decreased by 1% (+3% cc) to USD 2.9 bil-
lion. Other income was down 12% (–6% cc) to USD 1.2 billion and
largely consisted of a Tekturna/Rasilez provision reduction, divest-
ment gains and restructuring provision release. Other expense was
down 40% (–37% cc) to USD 1.9 billion and included acquisition-
related charges and restructuring costs.

In 2012, the adjustments made to Group operating income to
arrive at core operating income amounted to USD 3.6 billion (2011:
USD 4.9 billion). These adjustments included the amortization of
intangible assets of USD 2.9 billion (2011: USD 3.0 billion) and
exceptional net expense of USD 773 million (2011: USD 1.9 bil-
lion).

The significant exceptional expense items, net, in 2012 were
USD 149 million for a United States restructuring in Pharmaceuticals
and USD 265 million of Alcon integration costs, which were offset by
exceptional gains of USD 472 million. The previous year benefited
from exceptional product divestment and other gains of USD 1.0 bil-
lion, offset by a number of exceptional expense items totaling
USD 2.9 billion, principally the Tekturna/Rasilez-related impairment
and other charges of USD 903 million, restructuring charges of
USD 487 million and a legal settlement of USD 204 million.

Core operating income, which excludes exceptional items and
amortization of intangible assets, decreased 5% (–2% cc) to
USD 15.2 billion. Core operating income margin in constant curren-
cies decreased by 0.7 percentage points. A positive currency impact
of 0.2 percentage points resulted in a core operating income
margin of 26.7% of net sales.

Net income increased 4% (+7% cc) to USD 9.6 billion following
the increase in operating income. EPS increased 3% (+6% cc) to
USD 3.93 from USD 3.83 in the prior year.

Core net income was down 5% (-3% cc) to USD 12.8 billion, in
line with core operating income. Core EPS declined 6% (–3% cc) to
USD 5.25.

Free cash flow of USD 11.4 billion was USD 1.1 billion lower
than the prior year mainly on account of higher investments in
property, plant and equipment as well as in intangible and other
non-current assets and lower proceeds from the sale of non-current
assets which amounted to USD 0.5 billion in the current period
compared to USD 0.8 billion in the previous year.

NET SALES BY SEGMENT

Change in
Year ended Year ended Change constant

Dec 31, 2012 Dec 31, 2011 in USD currencies
USD millions USD millions % %

Pharmaceuticals 32 153 32 508 – 1 2

Alcon 10 225 9 958 3 5

Sandoz 8 702 9 473 – 8 – 4

Vaccines and Diagnostics 1 858 1 996 – 7 – 4

Consumer Health 3 735 4 631 – 19 – 16

Net sales 56 673 58 566 – 3 0

PHARMACEUTICALS

Net sales were USD 32.2 billion (–1%, +2% cc), driven by 8 per-
centage points of volume growth, partially offset in constant curren-
cies by the negative impact of generic competition (USD 1.9 billion,
–6 percentage points) and slightly negative pricing. Recently
launched major products (including Lucentis, Tasigna, Exjade,
Sebivo/Tyzeka, Exforge, Galvus, Aclast/Reclast, Cubicin, Exelon Patch,
Afinitor/Votubia, Tekturna/Rasilez, Onbrez, Gilenya, Fanapt and Ilaris)
contributed USD 11.4 billion or 35% of net sales for the division,
compared to 28% in 2011.

Regionally, Europe (USD 10.2 billion, -5% cc) saw a strong per-
formance of recently launched products but was impacted by generic
competition, mainly for Diovan, and by negative price effects. Perfor-
mance in the United States (USD 10.4 billion, +4% cc) benefited from
robust growth for Tasigna, Gilenya and Afinitor, and was only partly
impacted by generic competition to Diovan (USD 2.1 billion, -11%
cc), as no generic competitor to Diovan mono-substance was
approved in the United States by the end of 2012 (while the combi-
nation product, Diovan HCT, faced competition from a single generic
competitor holding 180-day exclusivity and from Sandoz with an
authorized generic). Japan’s performance (USD 4.0 billion, +3% cc)
improved versus 2011 due to new launches which more than offset
the biennial price cut. Latin America and Canada (USD 3.1 billion,
+9% cc) achieved strong growth rates fueled by new product
launches despite the Diovan generic impact in Canada. Emerging
Growth Markets (USD 7.4 billion, +6% cc) were driven by double-digit
growth in China and India.
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TOP 20 PHARMACEUTICALS DIVISION PRODUCT NET SALES – 2012

Net sales
Net sales % change Rest of % change Total % change

United States in constant world USD in constant net sales % change in constant
Brands Business franchise Indication USD millions currencies millions currencies USD millions in USD currencies

Chronic myeloid
Gleevec/Glivec Oncology leukemia 1 698 16 2 977 – 2 4 675 0 4

Diovan/Co–Diovan Primary care Hypertension 2 087 – 11 2 330 – 28 4 417 – 22 – 21

Age-related
Lucentis Ophthalmics macular degeneration 2 398 22 2 398 17 22

Sandostatin Oncology Acromegaly 649 13 863 5 1 512 5 8

Exforge Primary care Hypertension 358 10 994 18 1 352 12 16

Zometa Oncology Cancer complications 561 – 13 727 – 10 1 288 – 13 – 11

Relapsing multiple
Gilenya Neuroscience sclerosis 727 90 468 nm 1 195 142 147

Exelon/Exelon Patch Neuroscience Alzheimer’s disease 428 14 622 – 4 1 050 – 2 2

Chronic myeloid
Tasigna Oncology leukemia 351 38 647 47 998 39 44

Galvus Primary care Diabetes 910 43 910 34 43

Exjade Oncology Iron chelator 251 – 3 619 11 870 2 7

Neoral/Sandimmun Integrated Hospital Care Transplantation 64 – 10 757 – 6 821 – 9 – 6

Afinitor/Votubia Oncology Breast cancer 412 142 385 49 797 80 85

Voltaren (excl. OTC) Additional products Inflammation/pain 1 – 75 758 1 759 – 4 0

Reclast/Aclasta Established medicines Osteoporosis 354 – 8 236 9 590 – 4 – 2

Myfortic Integrated Hospital Care Transplantation 239 20 340 14 579 12 16

Attention deficit/
Ritalin/Focalin Additional products hyperactivity disorder 402 1 152 8 554 1 3

Comtan/Stalevo Neuroscience Parkinson’s disease 147 – 31 383 0 530 – 14 – 11

Xolair Critical Care Asthma 504 15 504 5 12

Femara Oncology Breast cancer 22 – 90 416 – 37 438 – 52 – 50

Top 20 products total 8 751 6 17 486 3 26 237 0 4

Rest of portfolio 1 641 – 3 4 275 – 5 5 916 – 7 – 4

Total Division sales 10 392 4 21 761 1 32 153 – 1 2

nm = not meaningful

Pharmaceuticals Division Product Highlights –
Leading Products
Net sales growth data below refer to 2012 worldwide performance.
Growth rates are not provided for some recently launched products
since they are not meaningful.

Gleevec/Glivec (USD 4.7 billion, +4% cc) continued to grow as
a treatment for adult patients with metastatic and/or unresectable
KIT+ gastrointestinal stromal tumors (GIST), as an adjuvant treat-
ment for certain adult patients following resection of KIT+ GIST, and
as a targeted therapy for Philadelphia chromosome-positive
chronic myeloid leukemia (Ph+ CML). Our Bcr-Abl franchise, which
consists of Gleevec/Glivec and Tasigna, grew strongly in 2012,
reaching net sales of USD 5.7 billion (+9% cc).

Diovan Group (USD 4.4 billion, –21% cc), consisting of mono-
substance Diovan and combination product Diovan HCT, saw world-
wide sales decline due to the loss of exclusivity of both products in
the European Union, Canada and the United States. Performance
was sustained in key Emerging Growth Markets such as China, as

well as select countries in Latin America, Asia Pacific, Middle East
and Africa.

Lucentis (USD 2.4 billion, +22% cc) grew strongly as the only
anti-VEGF therapy licensed in many countries for three ocular indi-
cations: wet age-related macular degeneration (wet AMD), visual
impairment due to diabetic macular edema (DME), and visual
impairment due to macular edema secondary to retinal vein occlu-
sion (RVO). In wet AMD, Lucentis is approved in more than 100
countries and individualized treatment consistent with its EU label
is the standard of care. Lucentis is approved for the treatment of
visual impairment due to DME and visual impairment due to mac-
ular edema secondary to RVO in more than 80 countries. In Sep-
tember and October of 2012, we filed regulatory submissions in the
European Union and Japan for Lucentis as a treatment for visual
impairment due to choroidal neovascularization secondary to
pathological myopia. Genentech/Roche holds the rights to Lucen-
tis in the United States.
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Sandostatin (USD 1.5 billion, +8% cc), a somatostatin analogue
used as a treatment for patients with functional gastroenteropan-
creatic tumors as well as acromegaly, continued to benefit from
increasing use of Sandostatin LAR in key markets. A new presenta-
tion of Sandostatin LAR, which includes an enhanced diluent, safety
needle and vial adapter, has been approved in 26 countries to date
with additional filings underway. Sandostatin is also approved in
more than 39 countries for the delay of disease progression in
patients with advanced neuroendocrine tumors of the midgut or
unknown primary tumor location.

Exforge Group (USD 1.4 billion, +16% cc), which includes
Exforge and Exforge HCT, continued to grow at a solid double-digit
rate, fueled by continued demand in the United States, Asia Pacific
and Middle East, as well as ongoing Exforge HCT launches in Asia
and Latin America. Exforge delivered double-digit growth globally
and is now available for patients in more than 100 countries.
Exforge HCT, which consists of Exforge with a diuretic in a single pill,
is now available in over 60 countries.

Zometa (USD 1.3 billion, –11% cc), which is used in an oncol-
ogy setting to reduce or delay skeletal-related events in patients
with bone metastases from solid tumors and multiple myeloma,
declined as anticipated in 2012 due to competition.

Gilenya (USD 1.2 billion, +147% cc) continued to show rapid
growth as the first once-daily oral therapy approved for relapsing
remitting and/or relapsing forms of multiple sclerosis (MS or
RRMS) in adult patients, and achieved blockbuster status in 2012
with USD 1.2 billion in annual sales. Gilenya is indicated in the
United States for relapsing forms of MS, and in the European Union
for adult patients with highly active RRMS, defined as either high
disease activity despite treatment with beta interferon, or rapidly
evolving severe RRMS. As of December 2012, there are approxi-
mately 56 000 patients who have been treated with Gilenya in clin-
ical trials and in a post-marketing setting, and approximately
62 000 patient years of exposure. In April 2012, following comple-
tion of their safety reviews, the FDA and EMA both confirmed the
positive benefit-risk profile of Gilenya when used in accordance with
updated product information, which for both regions includes addi-
tional requirements (such as blood pressure monitoring and elec-
trocardiograms) for the existing six-hour observation period follow-
ing the first dose and more specific guidance on patient selection
parameters to aid in the identification of patients suitable for
Gilenya treatment. In particular situations, it is recommended that
the first dose monitoring period be extended. Gilenya is currently
approved in over 65 countries around the world, and is licensed
from Mitsubishi Tanabe Pharma Corporation.

Exelon/Exelon Patch (USD 1.1 billion, +2 % cc) combined sales
increased slightly in 2012 as a therapy for mild-to-moderate forms
of Alzheimer’s disease dementia as well as dementia linked with
Parkinson’s disease. Exelon Patch, the novel transdermal form of
the medicine launched in 2007 and now available in more than 80
countries worldwide, generated the majority of the sales. In August
2012, the FDA approved a higher dose of Exelon Patch for the treat-

ment of people with mild-to-moderate Alzheimer’s disease and
mild to moderate Parkinson’s disease dementia. In November
2012, CHMP issued a positive opinion for the approval of the higher
dose of Exelon Patch for the treatment of patients with mild-to-mod-
erately severe Alzheimer’s disease in Europe.

Tasigna (USD 1.0 billion, +44% cc) grew rapidly as a more effec-
tive, targeted therapy for certain adult patients with Ph+ CML. It is
currently approved as first-line therapy for newly diagnosed
patients with Ph+ CML in the chronic phase in more than 80 coun-
tries globally, including the United States, European Union, Japan
and Switzerland, with additional submissions pending worldwide.
Tasigna is also approved in more than 100 countries as a second-
line treatment for patients with Ph+ CML in chronic and/or accel-
erated phase who are resistant or intolerant to existing treatment,
such as Gleevec/Glivec. Tasigna market share continues to rise in
both the first-line and second-line settings. This product is part of
our Bcr-Abl franchise with net sales of USD 5.7 billion, (+9% cc),
which also includes Gleevec/Glivec.

Galvus Group (USD 910 million, +43% cc), which includes
Galvus (vildagliptin), an oral treatment for type 2 diabetes, and
Eucreas, a single-pill combination of vildagliptin and metformin,
delivered strong growth in key markets, particularly in Europe,
Japan, Latin America and Asia Pacific. Performance was driven by
a continued focus on patients whose diabetes remains uncontrolled
on metformin, as well as an expansion of usage in new patient seg-
ments based on new indications. Galvus is currently approved in
more than 100 countries. Eucreas was the first single-pill combin-
ing a DPP-4 inhibitor and metformin to be launched in Europe and
is currently approved in more than 85 countries.

Exjade (USD 870 million, +7% cc), a once-daily oral therapy for
blood transfusion iron overload approved in more than 100 coun-
tries, saw steady sales growth as a decline in the United States was
more than offset by growth in Europe, Latin America, Canada and
Japan. Worldwide regulatory filings are underway and the EMA has
approved Exjade as a treatment for patients with non-transfusion-
dependent thalassemia syndromes, a diverse group of genetic dis-
orders that cause anemia, with a first approval achieved in Canada.

Neoral/Sandimmun (USD 821 million, –6% cc), an immuno-
suppressant primarily used to prevent organ rejection following a
kidney, liver or heart transplant, experienced only modestly declin-
ing sales, despite ongoing generic competition, due to its pharma-
cokinetic profile, reliability and use in treating a life-threatening
condition. Neoral is also approved for use in lung transplant
patients in many countries outside the United States, and is also
indicated for treatment of select autoimmune disorders such as
psoriasis and rheumatoid arthritis. Neoral is marketed in approxi-
mately 100 countries.

Afinitor/Votubia (USD 797 million, +85% cc), an oral inhibitor
of the mTOR pathway, accelerated its strong growth trajectory in
2012 following FDA and EMA approvals in HR+/HER2- advanced
breast cancer. Everolimus, the active ingredient in Afinitor/Votubia,
was also approved in the United States as Afinitor and in the Euro-
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pean Union as Votubia for the treatment of adult patients with renal
angiomyolipomas and subependymal giant cell astrocytomas
(SEGAs) associated with tuberous sclerosis complex who do not
require immediate surgery. The FDA also granted approval for a
new formulation, Afinitor Disperz tablets, for patients with SEGAs.
Afinitor/Votubia is now approved in five indications in the United
States and four in the European Union. Everolimus is available
under the trade names Zortress/Certican for use in other non-oncol-
ogy indications and is exclusively licensed to Abbott and subli-
censed to Boston Scientific for use in drug-eluting stents.

Voltaren/Cataflam (USD 759 million, 0% cc), a leading non-
steroidal anti-inflammatory drug available in more than 140 coun-
tries, saw stable sales as competition was offset by continued
growth in regions such as Latin America, the Middle East, Africa and
Asia based on long-term trust in the brand. Indicated for the relief
of symptoms in rheumatic diseases like rheumatoid arthritis and
osteoarthritis, and for various other inflammatory and pain condi-
tions, Voltaren/Cataflam is marketed by the Pharmaceuticals Divi-
sion in a wide variety of dosage forms. In addition, in various coun-
tries, our OTC Division markets low-dose oral forms and the topical
therapy of Voltaren as over-the-counter products.

Reclast/Aclasta (USD 590 million, –2% cc), a once-yearly bispho-
sphonate infusion for the treatment of certain forms of osteoporosis
and Paget’s disease of the bone, saw sales decline slightly in 2012.
Sold as Reclast in the United States and Aclasta in the rest of the
world, the product is approved in more than 100 countries for up to
six indications. It is also the only bisphosphonate approved to reduce
the incidence of fractures at all three key fracture sites (hip, spine and
non-spine) in the treatment of postmenopausal osteoporosis. Zole-
dronic acid, the active ingredient in Reclast/Aclasta, is also approved
in a number of countries in a different dosage under the trade name
Zometa for certain oncology indications.

Myfortic (USD 579 million, +16% cc), a transplantation medicine,
continued to grow as a treatment for the prevention of acute rejection
of kidney allografts. It is approved for this indication, in combination
with cyclosporine and corticosteroids, in more than 90 countries.

Ritalin/Focalin (USD 554 million, +3% cc) continued to grow as
a treatment for attention deficit hyperactivity disorder (ADHD) in chil-
dren. Ritalin and Ritalin LA are available in more than 70 and 30 coun-
tries, respectively, and are also indicated for narcolepsy. Focalin and
Focalin XR are available in the United States, and Focalin XR, which is
additionally indicated for adults, is also approved in Switzerland.
Immediate release Focalin is subject to generic competition.

Comtan/Stalevo (USD 530 million, –11% cc), indicated for the
treatment of Parkinson’s disease, saw sales decline in 2012 due to
generic competition in some markets. Stalevo (carbidopa, levodopa
and entacapone) is indicated for certain Parkinson’s disease
patients who experience end-of-dose motor fluctuations, known as
“wearing off”. Stalevo is available in more than 50 countries. Com-
tan (entacapone) is also indicated for the treatment of Parkinson’s
disease patients who experience end-of-dose wearing off and is

marketed in approximately 50 countries. Both products are mar-
keted by Novartis under a licensing agreement with the Orion Cor-
poration

Xolair (USD 504 million, +12% cc), a biologic drug for severe
persistent allergic asthma in Europe and moderate-to-severe per-
sistent allergic asthma in the United States, is now approved in
more than 90 countries and continued to grow strongly in Europe,
Japan, Canada and Latin America. Novartis co-promotes Xolair with
Genentech/Roche in the United States and shares a portion of oper-
ating income, but does not book United States sales. A Phase III trial
is progressing to support registration in China. Omalizumab, the
active ingredient in Xolair, is also in Phase III development for the
treatment of a debilitating skin disease called chronic idiopathic
urticaria, with regulatory filing planned in 2013.

Femara (USD 438 million, –50% cc), a treatment for early stage
and advanced breast cancer in postmenopausal women, experi-
enced a decline in sales due to multiple generic entries in the
United States, Europe and other key markets.

Other Products of Significance
Tekturna/Rasilez (USD 383 million, –29% cc) sales declined fol-
lowing label updates in the European Union, United States and
Japan. The label updates followed our decision in December 2011
to halt the ALTITUDE study. Patient safety is the highest priority for
Novartis and we are sharing the end-of-treatment results which
confirmed the preliminary findings with health authorities world-
wide as required. Novartis voluntarily ceased to market Valturna, a
single-pill combination containing aliskiren and valsartan, in the
United States as of July 2012.

TOBI (USD 317 million, +9% cc) sales, including both TOBI neb-
ulizer solution and TOBI Podhaler formulations of the antibiotic
tobramycin, continued to grow with TOBI Podhaler capturing 13%
of total sales in 2012. Both products are used for the management
of Pseudomonas aeruginosa infection in cystic fibrosis patients
aged six years and older. TOBI Podhaler, approved in the European
Union, Canada, Switzerland and other countries can be delivered
using a portable, pocket-sized inhaler that reduces administration
time by approximately 70% relative to TOBI. In the United States,
Novartis has responded to the FDA’s October 2012 Complete
Response Letter for TOBI Podhaler (the provisional US trade name)
in October 2012 and anticipates an FDA action in the middle of
2013. An FDA Advisory Committee previously voted 13 to 1 that
there was adequate evidence of efficacy and safety to support its
use in the proposed indication.

Zortress/Certican (USD 210 million, +20% cc), a transplanta-
tion medicine available in more than 90 countries to prevent organ
rejection in adult heart and kidney transplant patients, continued to
generate robust growth. It is also approved to prevent organ rejec-
tion for liver transplant patients in the European Union (as of Octo-
ber 2012), Argentina, Chile and Philippines. Everolimus, the active
ingredient in Zortress/Certican, is marketed for other indications
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under the trade names Afinitor/Votubia. Everolimus is exclusively
licensed to Abbott and sublicensed to Boston Scientific for use in
drug-eluting stents.

Extavia (USD 159 million, +9% cc), the Novartis-patented ver-
sion of Betaferon®/Betaseron® (interferon beta-1b) for relapsing
forms of MS, continued to grow in key markets. Extavia is available
in more than 35 countries, including the United States.

Arcapta Neohaler/Onbrez Breezhaler (USD 134 million, +39%
cc) continued to grow strongly worldwide as a once-daily long-act-
ing beta2-agonist (LABA) for the maintenance bronchodilator treat-
ment of airflow obstruction in adult patients with chronic obstruc-
tive pulmonary disease (COPD). Indacaterol, the active ingredient in
Arcapta Neohaler/Onbrez Breezhaler, is now approved in more than
90 countries.

Ilaris (USD 72 million, +56% cc) showed strong growth as a
treatment for adults and children suffering from cryopyrin-associ-
ated periodic syndrome (CAPS), a group of rare disorders charac-
terized by chronic recurrent fever, urticaria, occasional arthritis,
deafness, and potentially life threatening amyloidosis. Ilaris is
approved for the treatment of CAPS in over 60 countries.

In January 2013, the CHMP of the EMA has adopted a positive
opinion of Ilaris (canakinumab) for the treatment of patients whose
acute gouty arthritis cannot be managed with standard of care.
Approval by the European Commission is expected in the first half
of 2013.

Jakavi (USD 30 million) sales grew as an oral inhibitor of the
JAK 1 and JAK 2 tyrosine kinases and was approved in the European
Union and Canada in the second half of 2012 for the treatment of dis-
ease-related splenomegaly or symptoms in adult patients with pri-
mary myelofibrosis (also known as chronic idiopathic myelofibrosis),
post-polycythemia vera myelofibrosis or post-essential thrombo-
cythemia myelofibrosis. Jakavi is available in 31 countries with addi-
tional worldwide regulatory filings underway. Incyte holds the rights
for Jakavi in the United States where it is sold as Jakavi®.

ALCON

Net sales rose 3% (+5% cc) to USD 10.2 billion, driven by sales growth
in Surgical (+5%, +8% cc), Ophthalmic Pharmaceuticals (+2%,
+5% cc), and Vision Care (+1%, +4% cc) compared to the prior year.

Surgical sales growth was led by robust sales of Cataract, Vitre-
oretinal and Refractive equipment, advanced technology IOLs and
procedural growth in Emerging Growth Markets. Ophthalmic Phar-
maceuticals sales benefited from growth of the Systane (Dry Eye),
Nevanac (Inflammation) and Durezol (Inflammation) brands, as well
as strong growth in combination glaucoma brands DuoTrav and
Azarga. The Ophthalmic Pharmaceuticals performance was offset
by sales of Travatan in the United States with the generic entry of
latanoprost into the glaucoma category. Vision Care maintained its
solid sales performance with growth of Air Optix, a strong launch
uptake of Dailies Total1 lenses in Europe, and modest growth in the
lens care solution business.

Alcon division net sales by product category:

Year ended Year ended Change Constant
Dec 31, 2012 Dec 31, 2011 in USD currencies
USD millions USD millions % change %

Surgical

Cataract products 2 932 2 858 3 6

of which cataract IOLs 1 281 1 276 0 4

Vitreoretinal products 578 529 9 12

Refractive/other 242 200 21 24

Total 3 752 3 587 5 8

Ophthalmic Pharmaceuticals

Glaucoma 1 259 1 287 – 2 1

Allergy/otic/nasal 901 884 2 3

Infection/inflammation 1 011 967 5 8

Dry eye/other 848 810 5 8

Total 4 019 3 948 2 5

Vision Care

Contact lenses 1 732 1 701 2 5

Solutions/other 722 722 0 2

Total 2 454 2 423 1 4

Total net sales 10 225 9 958 3 5

Alcon Division Franchise Highlights
Net sales growth data below refer to 2012 worldwide performance.

Surgical
In 2012, global Surgical net sales were USD 3.8 billion, up 5% (+8%
cc) over the previous year. Advanced technology IOLs showed con-
tinued strong growth of 13% (+16% cc), led by AcrySof IQ Toric. The
launch of the AcrySof IQ ReSTOR +2.5D Multifocal IOL and AcrySof
IQ ReSTOR +2.5D Multifocal Toric IOL in Europe also contributed to
growth.

Global sales of LenSx femtosecond cataract refractive lasers
grew 234% (cc), continued global launches contributing to strong
LenSx uptake. LenSx lasers have now been installed or shipped to
more than 40 markets and more than 1 000 surgeons have been
trained to use this innovative technology. In addition, the LenSx Soft-
Fit Patient Interface, Alcon’s latest LenSx laser platform, was
launched in the United States for use during cataract surgery.

Surgical also experienced growth in the Vitreoretinal category,
driven by sales of Constellation equipment, which grew 28% (cc) in
markets outside the United States. The Refractive/Other segment
also grew, driven by Wavelight FS200 and EX500 product launches,
offering faster treatment times during refractive surgery.

Ophthalmic Pharmaceuticals
Global net sales of Ophthalmic Pharmaceuticals products
increased by 2% (+5% cc) in 2012, driven by non-US glaucoma
product sales, inflammation products Durezol and Nevanac, and the
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Systane dry eye portfolio. Travatan/DuoTrav solution sales in glau-
coma grew by 12% (cc) in markets outside the United States, off-
set by the impact of generic competition in the United States. Infec-
tion/Inflammation product sales grew 10% (cc), led by strong
growth of the Durezol emulsion and Nevanac ophthalmic suspen-
sion. Systane Ultra and Systane Balance were key growth drivers in
the Dry Eye segment in Europe, Latin America, the Caribbean,
Canada and Asia, with total product portfolio growth of 10% (cc).

Further strengthening growth prospects for Ophthalmic Phar-
maceuticals, Alcon received FDA approval for Durezol to treat uveitis
in 2012. Originally indicated for use as an anti-inflammatory post-
surgery, this additional indication will treat inflammation in the
uvea near the middle of the eye. Nevanac received EU approval for
the indication of post-surgical macular edema to treat the inflam-
matory response in the retina following cataract surgery. In addi-
tion, FDA approval was received for Nepafenac ophthalmic suspen-
sion 0.3% for the treatment of pain and inflammation associated
with cataract surgery. Alcon expanded its pharmaceutical offering
by entering into a strategic licensing agreement with ThromboGen-
ics to commercialize Jetrea (ocriplasmin) outside the United States.
Ocriplasmin, which received a positive CHMP opinion in January
2013, may become the first pharmaceutical treatment for vitreo-
macular traction and macular hole in Europe. In October 2012,
Jetrea was approved by the FDA.

Vision Care
The Vision Care business continued to grow, with global net sales
up 1% (+4% cc, with 5% cc growth in contact lenses and 2% cc
growth in lens care products) versus prior year. This growth was
driven by the United States and Japan, as well as the continued
strong performance of the Air Optix portfolio, which leads the mar-
ketplace in the multifocal segment and achieved 19% (cc) growth
in 2012. Alcon also saw strong Dailies growth in the United States,
up 14% (cc) over the previous year. Dailies Total1, the industry’s
first and only water gradient contact lens, was launched in Ger-
many, Austria, Italy and France, gaining new users and market share
in the silicone hydrogel daily disposable category, and was also
approved in the United States and Japan. In lens care, Alcon
achieved 10% (cc) growth of the Clear Care disinfecting solution.

SANDOZ

Sandoz net sales decreased by 8% (-4% cc) in 2012 to USD 8.7 bil-
lion as a result of declines in the United States retail generics and
biosimilars (-17% cc) and Germany (-7% cc), partly offset by double-
digit sales growth in biosimilars (+36% cc), the rest of Western
Europe (+10% cc) and Asia (+17% cc). Total sales volume decreased
1 percentage point and price erosion was 5 percentage points prima-
rily due to increased competition on United States sales of enoxa-
parin (USD 451 million in 2012 compared to USD 1.0 billion in
2011). Fougera contributed 2 additional percentage points of growth
from the inclusion of approximately five months of sales in 2012.

VACCINES AND DIAGNOSTICS

Net sales were USD 1.9 billion (-7%, -4% cc) in 2012 compared to
USD 2.0 billion in 2011. 2011 was impacted by the release of bulk
pediatric shipments that had been delayed from the fourth quarter
of 2010 and a one-time pre-pandemic sale.

The growth of our Meningococcal franchise was underpinned
by Menveo, which continues to gain market share both in the United
States and in the rest of the world, with sales of over USD 164 mil-
lion (+18% cc) in 2012.

CONSUMER HEALTH

Consumer Health net sales declined 19% (–16% cc) mainly due to
the impact of the suspension of production at the United States man-
ufacturing site in Lincoln, Nebraska, where operations were sus-
pended at the end of 2011 for quality upgrades and improvements.

OTC’s net sales declined sharply versus the previous year prima-
rily due to Lincoln. Also contributing to the sales decline was a weak
cough-and-cold season in early 2012, as well as continued eco-
nomic deterioration and government austerity measures in several
European markets. Despite weak economic conditions, OTC gained
market share in most European countries and is growing signifi-
cantly ahead of the market in key Emerging Growth Markets,
notably Russia and China. Increased advertising and promotion
investments in growth brands like Voltaren and Otrivin, the launch
of line extensions, and the improvement of commercial execution
are the key drivers for these market share gains.

Animal Health reported a net sales decline as a result of limited
sales of companion animal products manufactured at Lincoln.
Excluding the Lincoln brands, Animal Health maintained strong sin-
gle-digit growth. The United States continued to show strong momen-
tum, delivering double-digit sales growth excluding the Lincoln
brands, mainly driven by Denagard, Atopica and Capstar. Emerging
Growth Markets posted high single-digit sales growth with particu-
larly strong performances in China, India, Russia and Brazil.

OPERATING INCOME BY SEGMENTS

Change in
Year ended Year ended Change constant

Dec 31, 2012 % of Dec 31, 2011 % of in USD currencies
USD millions net sales USD millions net sales % %

Pharmaceuticals 9 598 29.9 8 296 25.5 16 19

Alcon 1 465 14.3 1 472 14.8 0 6

Sandoz 1 091 12.5 1 422 15.0 – 23 – 24

Vaccines and
Diagnostics – 250 – 13.5 – 249 – 12.5 0 13

Consumer Health 48 1.3 727 15.7 – 93 – 89

Corporate
income &
expenses, net – 441 – 670 – 34 – 31

Operating income 11 511 20.3 10 998 18.8 5 8
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CORE OPERATING INCOME BY SEGMENTS

Change in
Year ended Year ended Change constant

Dec 31, 2012 % of Dec 31, 2011 % of in USD currencies
USD millions net sales USD millions net sales % %

Pharmaceuticals 10 213 31.8 10 040 30.9 2 5

Alcon 3 698 36.2 3 492 35.1 6 9

Sandoz 1 503 17.3 1 921 20.3 – 22 – 21

Vaccines and
Diagnostics – 75 – 4.0 135 6.8 nm nm

Consumer Health 159 4.3 873 18.9 – 82 – 78

Corporate
income &
expenses, net – 338 – 552 – 39 – 35

Core operating
income 15 160 26.7 15 909 27.2 – 5 – 2

nm = not meaningful

PHARMACEUTICALS

Pharmaceuticals reported an operating income of USD 9.6 billion
(+16%, +19% cc). The operating income margin increased by 4.3 per-
centage points (cc) with a positive currency impact of 0.1 percentage
points resulting in an operating income margin of 29.9% of net sales.

Adjustments to arrive at core operating income amounted to
USD 615 million, consisting of USD 322 million for the amortiza-
tion of intangible assets, USD 238 million of impairments and
USD 55 million of other exceptional charges. The prior year adjust-
ments amounted to USD 1.7 billion, principally related to impair-
ments and other charges of USD 903 million for Tekturna/Rasilez
and restructuring charges of USD 420 million offset by a USD 334
million gain due to the divestment of Elidel®.

Core operating income was USD 10.2 billion (+2%, +5% cc).
Constant currency core operating income margin improved by 0.7
percentage points due to continuing productivity efforts. Currency
movements had a positive impact of 0.2 percentage points result-
ing in a core operating income margin of 31.8% of net sales. The
underlying gross margin decreased by 1.1 percentage points (cc),
mainly driven by royalties and product mix, while R&D expenses
improved margin by 0.3 percentage points (cc). As a percentage of
net sales, Marketing & Sales and General & Administration
expenses improved operating income margin by 0.8 percentage
points (cc). Other Income and Expense, net also improved margin
by 0.7 percentage points (cc).

As shown below, Pharmaceuticals invested USD 6.9 billion (on
a core basis USD 6.7 billion) in research and development in 2012.
This represented 21.5% (on a core basis 20.8%) of Pharmaceuti-
cals’ total net sales. Pharmaceuticals currently has 138 projects in
clinical development.

Research and Exploratory Development expenditure was USD 2.6
billion in 2012, practically unchanged from the 2011 amount of USD
2.7 billion. Confirmatory Development expenditures in 2012
decreased by 5% to USD 4.3 billion as compared against 2011. This
included USD 0.1 billion (2011: USD 0.3 billion) in impairments of
intangible assets. On a core basis, Confirmatory Development expen-

diture remained unchanged at USD 4.2 billion in 2012 and repre-
sented 13.0% of net sales as in the prior year.

PHARMACEUTICALS RESEARCH AND DEVELOPMENT EXPENDITURE

Year ended Year ended
Dec 31, 2012 Dec 31, 2011

Core R&D 1 Core R&D 1

USD millions USD millions USD millions USD millions

Research and
Exploratory Development 2 584 2 530 2 676 2 625

Confirmatory
Development 4 334 4 167 4 556 4 235

Total 6 918 6 697 7 232 6 860

1 Core excludes impairments, amortization and other exceptional items.

ALCON

Operating income of USD 1.5 billion (0%, +6% cc) included amor-
tization of intangible assets of USD 1.9 billion and integration costs
of USD 264 million, whereas 2011 included an exceptional income
of USD 268 million.

Adjustments to arrive at core operating income amounted to
USD 2.2 billion (2011: USD 2.0 billion), mainly driven by the amorti-
zation of intangible assets of USD 1.9 billion (2011: USD 1.9 billion).

Alcon increased core operating income to USD 3.7 billion (+6%,
+9% cc), delivering strong operating leverage through productivity
gains and the realization of merger-related cost synergies (2012:
USD 297 million), while continuing to invest in Emerging Growth Mar-
kets and R&D. Core operating margin in constant currencies
increased by 1.1 percentage points to 36.2% of net sales. Gross mar-
gin in constant currencies improved 0.4 percentage points to 74.6%
of net sales driven by procurement savings and productivity initia-
tives. Marketing & Sales expenses, which represented 24.1% of net
sales, improved by 1.4 percentage points (cc) due to synergies. Gen-
eral & Administration expenses improved 0.1 percentage points (cc)
to 4.9% of net sales. Investments in R&D represented 9.1% of net
sales, decreasing 0.4 percentage points (cc) from the prior year.

SANDOZ

Operating income at Sandoz was USD 1.1 billion (–23%, –24% cc).
The operating income margin fell by 3.1 percentage points in con-
stant currencies, with a positive currency impact of 0.6 percentage
points resulting in an operating income margin of 12.5% of net
sales, as a result of enoxaparin-driven price erosion and continued
investments into quality assurance and manufacturing as well as
into the development of future biosimilar and respiratory products.

Adjustments to arrive at core operating income amounted to
USD 412 million (2011: USD 499 million). These consist principally
of amortization of intangible assets of USD 364 million (2011:
USD 383 million) and costs related to the Fougera acquisition of
USD 62 million. These were partly offset by a reduction of contin-
gent consideration of USD 59 million related to a business combi-
nation (2011: USD 106 million) and lower legal settlement costs
compared to the prior year of USD 204 million.
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Core operating income decreased by 22% (-21% cc) to USD 1.5
billion. The addition of the Fougera business contributed 1.0 per-
centage points (cc) to core operating income. Core operating
income margin in constant currencies decreased by 3.7 percentage
points, partly offset by a positive currency impact of 0.7 percentage
points, resulting in a core operating income margin of 17.3% of net
sales. Gross margin decreased by 0.9 percentage points (cc), driven
primarily by continued investments in quality assurance and manu-
facturing. As a percentage of net sales, Marketing & Sales expenses
increased by 1.5 percentage points (cc) as a consequence of invest-
ments into growing businesses in biosimilars, Western Europe out-
side of Germany and Emerging Growth Markets. R&D expenses
increased by 1.1 percentage points (cc) as a result of our investments
into our biosimilars and respiratory pipeline and General & Adminis-
tration expenses increased by 0.2 percentage points (cc). Other
Income and Expense, net was unchanged compared to 2011.

VACCINES AND DIAGNOSTICS

Reported operating loss was USD 250 million (2011: USD 249 mil-
lion loss) as a result of lower sales and the manufacturing ramp-up
for upcoming launches of Bexsero and Flucelvax . 2012 included a
licensing settlement benefit of USD 56 million, while 2011 included
an impairment of USD 135 million related to a financial asset.

Core operating loss in 2012 was USD 75 million compared to a
core operating income of USD 135 million in 2011.

CONSUMER HEALTH

Consumer Health reported an operating income of USD 48 million
versus a prior-year income of USD 727 million largely due to the
impact of the suspension of production and quality upgrade invest-
ments at Lincoln, as well as higher income in 2011 from the divest-
ment of OTC non-core brands.

The operating income margin declined 14.4 percentage points
to 1.3% of net sales, including a negative currency impact of 0.6
percentage points. Core operating income declined 82% (-78% cc)
to USD 159 million and core operating income margin declined
14.6 percentage points to 4.3% of net sales.

Gross margin decreased 9.4 percentage points (cc) mainly due
to disruptions in supply, idle capacity charges at Lincoln as well as
one-time quality upgrade investments at the manufacturing facility.
As a percentage of net sales, Marketing & Sales expenses increased
2.4 percentage points (cc), R&D expenses increased 1.4 percentage
points (cc) and General & Administration expenses increased 0.9
percentage points (cc) largely as a result of lower sales that more
than offset the positive impact from cost savings programs. During
2012, both Consumer Health businesses continued to increase
overall R&D spending to support their future pipelines and also
increased Marketing & Sales spend into products and markets that
were not affected by the supply shortage. Other Income and
Expense, net increased by 0.1 percentage points (cc).

CORPORATE INCOME AND EXPENSE, NET

Corporate income and expense, which includes the cost of Group
management and central services, amounted to a USD 441 million
net expense, compared to USD 670 million in 2011, principally due
to reductions in environmental, restructuring and other provisions
and an exceptional gain of USD 51 million from the sale of finan-
cial assets. Taking into account 2012 core adjustments of USD 103
million, core corporate income and expense decreased to a net
expense of USD 338 million (2011: USD 552 million).

NON-OPERATING INCOME AND EXPENSE

Change in
Year ended Year ended Change constant

Dec 31, 2012 Dec 31, 2011 in USD currencies
USD millions USD millions % %

Operating income 11 511 10 998 5 8

Income from associated
companies 552 528 5 5

Interest expense – 724 – 751 – 4 – 1

Other financial income
and expense – 96 – 2 nm nm

Income before taxes 11 243 10 773 4 7

Taxes – 1 625 – 1 528 6 8

Group net income 9 618 9 245 4 7

Attributable to:

Shareholders of Novartis AG 9 505 9 113 4 8

Non-controlling interests 113 132 – 14 – 14

Basic EPS (USD) 3.93 3.83 3 6

CORE NON-OPERATING INCOME AND EXPENSE

Change in
Year ended Year ended Change constant

Dec 31, 2012 Dec 31, 2011 in USD currencies
USD millions USD millions % %

Core operating income 15 160 15 909 – 5 – 2

Income from associated
companies 755 779 – 3 – 3

Interest expense – 724 – 751 – 4 – 1

Other financial income
and expense – 96 – 2 nm nm

Core income before taxes 15 095 15 935 – 5 – 3

Taxes – 2 284 – 2 445 – 7 – 5

Core net income 12 811 13 490 – 5 – 3

Attributable to:

Shareholders of Novartis AG 12 698 13 273 – 4 – 2

Non-controlling interests 113 217 – 48 – 48

Core basic EPS (USD) 5.25 5.57 – 6 – 3

nm = not meaningful
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INCOME FROM ASSOCIATED COMPANIES

The income from associated companies increased from USD 528
million in 2011 to USD 552 million in 2012.

The following is a summary of the individual components
included in the income from associated companies:

2012 2011
USD millions USD millions

Novartis share of Roche’s estimated current-year
consolidated net income 691 661

Amortization of additional intangible assets
recognized by Novartis on initial accounting
for the equity interest – 153 – 162

Net income effect from Roche 538 499

Net income from other associated companies 14 29

Income from associated companies 552 528

The Group’s 33.3% interest in Roche’s voting shares, which repre-
sents a 6.4% interest in Roche’s total equity, generated income of
USD 538 million in 2012, up from USD 499 million in 2011. The
2012 contribution reflects an estimated USD 741 million share of
Roche’s net income in 2012. This contribution, however, was
reduced by an exceptional charge of USD 50 million taken in 2012
as part of Roche’s restructuring charges and USD 153 million for
the amortization of intangible assets arising from the allocation of
the purchase price paid by Novartis for this investment to Roche’s
intangible assets. A survey of analyst estimates is used to estimate
the Group’s share of net income in Roche. Any differences between
these estimates and actual results will be adjusted in the 2013 con-
solidated financial statements.

Adjusting for the exceptional items in both years, core income
from associated companies decreased 3% from USD 779 million to
USD 755 million.

INTEREST EXPENSE AND OTHER FINANCIAL INCOME/EXPENSE

The interest expense decreased to USD 724 million in 2012 from
USD 751 million in 2011 as a result of lower average gross finan-
cial debt compared to the prior year. Other financial income and
expense amounted to a net expense of USD 96 million compared
to a net expense of USD 2 million in 2011, mainly as a result of cur-
rency losses.

TAXES

Tax expenses in 2012 were USD 1.6 billion, an increase of 6% (8%
cc) from 2011. The tax rate (taxes as a percentage of income before
taxes) increased slightly to 14.5% in 2012 from 14.2% in 2011. The
core tax rate (taxes as percentage of core income before taxes)
decreased to 15.1% in 2012 from 15.3% in 2011.

For further information on the main elements contributing to the
difference, see the core tables starting on page 182 and note 6 to
the Group’s consolidated financial statements.

FREE CASH FLOW

Novartis defines free cash flow as cash flow from operating activi-
ties less purchase or sale of property, plant and equipment, intan-
gible, non-current and financial assets. Cash flows in connection
with the acquisition or divestment of subsidiaries, associated com-
panies and non-controlling interests are excluded from free cash
flow. The Group’s free cash flow measure, which is a non-IFRS
measure, is discussed more on page 182. The following is a sum-
mary of the Group’s free cash flow:

2012 2011 Change
USD millions USD millions USD millions

Operating income 11 511 10 998 513

Reversal of non-cash items

Depreciation, amortization and
impairments 4 954 5 980 – 1 026

Change in provisions and other
non-current liabilities 539 1 295 – 756

Other 452 272 180

Operating income adjusted for
non-cash items 17 456 18 545 – 1 089

Interest and other financial receipts 689 470 219

Interest and other financial payments – 616 – 687 71

Taxes paid – 2 022 – 2 435 413

Payments out of provisions and other
net cash movements in non-current
liabilities – 1 173 – 1 471 298

Change in inventory and trade accounts
receivable less accounts payable 183 – 492 675

Change in other net current assets and
other operating cash flow items – 323 379 – 702

Cash flows from operating activities 14 194 14 309 – 115

Purchase of property, plant
and equipment – 2 698 – 2 167 – 531

Purchase of intangible assets – 370 – 220 – 150

Purchase of financial assets – 180 – 139 – 41

Purchase of other non-current assets – 57 – 48 – 9

Proceeds from sales of property,
plant and equipment 92 61 31

Proceeds from sales of intangible assets 163 643 – 480

Proceeds from sales of financial assets 221 59 162

Proceeds from sales of other non-current
assets 18 5 13

Group free cash flow 11 383 12 503 – 1 120

In 2012, free cash flow of USD 11.4 billion was USD 1.1 billion lower
than the prior year mainly on account of higher investments in
property, plant and equipment of USD 2.7 billion compared to
USD 2.2 billion (4.8% of net sales compared to 3.7% in 2011) and
lower divestment proceeds which amounted to USD 0.5 billion in
2012 compared to USD 0.8 billion in 2011.

This free cash flow was primarily used for dividend payments to
shareholders of USD 6.0 billion (compared to USD 5.4 billion in
2011), for the recent acquisitions which on a net cash basis
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amounted to USD 1.7 billion (mainly Fougera Pharmaceuticals,
Inc.), and for the reduction of net debt of USD 3.5 billion. This allo-
cation reflects management’s intention to optimize shareholder
returns whilst at the same time reinvesting surplus fund in the busi-
ness to assure future growth.

LIQUIDITY, CASH FLOW AND CAPITAL RESOURCES

The following table sets forth certain information about the Group’s
cash flow and net debt.

2012 2011 Change
USD millions USD millions USD millions

Cash flows from operating activities 14 194 14 309 – 115

Cash flows used in investing activities – 5 675 – 792 – 4 883

Cash flows used in financing activities – 6 675 – 15 024 8 349

Currency translation effect on cash
and cash equivalents – 1 – 103 102

Net change in cash and cash
equivalents 1 843 – 1 610 3 453

Change in marketable securities 1 201 – 1 449 2 650

Change in current and non-current
financial debts 503 2 758 – 2 255

Change in net debt 3 547 – 301 3 848

Net debt at January 1 – 15 154 – 14 853 – 301

Net debt at December 31 – 11 607 – 15 154 3 547

Net debt consists of:

2012 2011 Change
USD millions USD millions USD millions

Current financial debts and derivative
financial instruments – 5 945 – 6 374 429

Non-current financial debts – 13 781 – 13 855 74

Total financial debt – 19 726 – 20 229 503

Less liquidity:

Cash and cash equivalents 5 552 3 709 1 843

Marketable securities and derivative
financial instruments 2 567 1 366 1 201

Total liquidity 8 119 5 075 3 044

Net debt at December 31 – 11 607 – 15 154 3 547

In 2012, cash flow from operating activities amounted to USD 14.2
billion, only marginally lower than the prior year amount of USD
14.3 billion as the impact of lower tax payments was offset by the
payments from provisions created in earlier periods.

The cash flow used in investing activities amounted to USD 5.7
billion, USD 4.9 billion higher than 2011, which primarily reflected

the amount spent for the acquisition of Fougera Pharmaceuticals,
Inc. (USD 1.5 billion) and net investments in property, plant and
equipment and other non-current assets, which amounted to USD
2.8 billion, while the net investment in marketable securities
amounted to USD 1.1 billion. In 2011, the impact of the net invest-
ments in property, plant and equipment and in other non-current
assets (USD 1.8 billion), as well as the cash used for acquisitions
(USD 0.6 billion), were partially offset by the net proceeds from the
sale of marketable securities (USD 1.6 billion).

In 2012, the cash used in financing activities amounted to
USD 6.7 billion mainly on account of the dividend payment (USD 6.0
billion) and USD 0.5 billion net repayment of financial debt. This is a
decrease of USD 8.3 billion compared to the prior year period. In
2011, the cash flow used in financing activities amounted to USD
15.0 billion mainly on account of the dividend payment (USD 5.4 bil-
lion), treasury share transactions (USD 3.5 billion), the acquisition of
the non-controlling interest in Alcon (USD 3.2 billion) and USD 2.8
billion for the net repayment of financial debt.

In 2012, the total gross financial debt decreased by USD 0.5 bil-
lion and amounted to USD 19.7 billion compared to USD 20.2 bil-
lion in 2011.

Long-term financial debt remained stable at USD 13.8 billion
and consisted of bonds of USD 12.8 billion and other long-term
financial debt of USD 1.0 billion. Short-term debt decreased from
USD 6.4 billion at December 31, 2011 to USD 5.9 billion at Decem-
ber 31, 2012 and consisted of commercial paper of USD 1.0 billion,
current portion of long-term debt of USD 2.0 billion and other
short-term borrowings of USD 2.9 billion. The change in short-term
borrowings included the repayment of a 3.5% Swiss franc bond of
CHF 700 million in 2012. In the third quarter, Novartis took advan-
tage of the low interest rate environment and issued USD 2.0 bil-
lion of bonds to refinance existing short- and long-term indebted-
ness.

Group net debt decreased to USD 11.6 billion at the end of
2012, compared to USD 15.2 billion at the end of 2011.

The long-term credit rating for the company continues to be
double-A (Moody’s Aa2; Standard & Poor’s AA–; Fitch AA).

We are not aware of significant demands to change our level of
liquidity needed to support normal business activity. We intend to
use part of our free cash flow to reduce our financial debt. We make
use of various borrowing facilities provided by several financial
institutions. We also successfully issued various bonds in 2010 and
2012. In addition, we raised funds through our commercial paper
programs. We have no commitments from repurchase or securities
lending transactions. The principal reason for the decrease in aver-
age current financial debt in 2012 compared to 2011 is the
decrease in commercial paper during 2012.



N OVA R T I S G R O U P A N N UA L R E P O R T 2 0 1 2164

CONDENSED CONSOLIDATED BALANCE SHEETS

Dec 31, 2012 Dec 31, 2011 Change
USD millions USD millions USD millions

Assets

Property, plant and equipment 16 939 15 627 1 312

Goodwill 31 090 29 943 1 147

Intangible assets other than goodwill 30 331 31 969 – 1 638

Financial and other non-current assets 17 852 15 873 1 979

Total non-current assets 96 212 93 412 2 800

Inventories 6 744 5 930 814

Trade receivables 10 051 10 323 – 272

Other current assets 3 090 2 756 334

Cash, short-term deposits
and marketable securities 8 119 5 075 3 044

Total current assets 28 004 24 084 3 920

Total assets 124 216 117 496 6 720

Equity and liabilities

Total equity 69 219 65 940 3 279

Financial debts 13 781 13 855 – 74

Other non-current liabilities 17 165 14 553 2 612

Total non-current liabilities 30 946 28 408 2 538

Trade payables 5 593 4 989 604

Financial debts and derivatives 5 945 6 374 – 429

Other current liabilities 12 513 11 785 728

Total current liabilities 24 051 23 148 903

Total liabilities 54 997 51 556 3 441

Total equity and liabilities 124 216 117 496 6 720

Total non-current assets have increased during the year by USD 2.8
billion to USD 96.2 billion at December 31, 2012 as a result of
investments in manufacturing and R&D capabilities as well as the
Fougera acquisition.

Total current assets increased by USD 3.9 billion to USD 28.0
billion at December 31, 2012 mainly due to an increase in cash,
short-term deposits and marketable securities of USD 3.0 billion.
Inventory increased by USD 0.8 billion to USD 6.7 billion while trade
receivables of USD 10.1 billion were slightly below last year’s level.

Trade receivable balances include sales to drug wholesalers,
retailers, private health systems, government agencies, managed
care providers, pharmacy benefit managers and government-sup-
ported healthcare systems. We continue to monitor sovereign debt
issues and economic conditions in Europe, in particular in Greece,
Italy, Portugal, and Spain (GIPS countries), and evaluate accounts
receivable in these countries for potential collection risks. A num-
ber of actions were taken to limit our credit risk exposure in these
countries, including factoring without recourse and negotiating set-
tlements with the governments or local authorities where we con-
sider this makes economic sense. Deteriorating credit and eco-
nomic conditions in these countries, among other factors may
continue to result in an increase in the average length of time that
it takes to collect these accounts receivables.

Based on our current incurred loss provisioning approach we
consider that our doubtful debt provisions are adequate. However,
we intend to continue to monitor the level of trade receivables in the
GIPS countries. Should there be a substantial deterioration in our
economic exposure, we may increase our level of provisions by
moving to an expected loss provisioning approach or change terms
of trade on which we operate.

The following table provides an overview of our aging analysis
of our accounts receivable as of December 31, 2012 and 2011:

2012 2011
USD millions USD millions

Not overdue 8 584 8 967

Past due for not more than one month 552 498

Past due for more than one month
but less than three months 321 295

Past due for more than three months
but less than six months 301 249

Past due for more than six months
but less than one year 205 228

Past due for more than one year 305 305

Provisions for doubtful trade receivables – 217 – 219

Total trade receivables, net 10 051 10 323

With regard to the GIPS countries, the country with the largest out-
standing trade receivables exposure is Italy. Substantially all of the
outstanding trade receivables from this country are due directly
from local governments or from government-funded entities. The
movement in the outstanding trade receivables from this country
during the year and the related outstanding accounts receivable
and provision at December 31, 2012 is as follows:

2012 2011
USD millions USD millions

Gross trade receivables at December 31 712 761

Past due for more than one year at December 31 68 91

Provision at December 31 37 28

Other non-current liabilities amounted to USD 17.2 billion com-
pared to USD 14.6 billion in the prior year. A major portion of this
increase of USD 2.6 billion arose from the increase in the accrued
liability for employee benefits related to our funded and unfunded
defined benefit pension plans around the world, but principally in
Switzerland and the United States, as well as unfunded and funded
US post-retirement medical benefit schemes. The net unfunded
deficit of USD 6.3 billion related to the defined benefit schemes
comprises actuarially determined liabilities of USD 26.8 billion par-
tially offset by funded plan assets of USD 20.5 billion.

This deficit adjusted for non-vested past service costs as well as
for the overfunding of certain plans is recognized in our provisions
and fluctuates considerably from time to time. This is due to the fact
that the assets consist of both marketable securities and other
investments which are valued at their current market value. The
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actuarially calculated post-employment defined benefit obligations
of USD 26.8 billion have an average duration of 14.1 years and are
extremely sensitive to movements in discount rates which are cur-
rently at a historic low. The movements in these obligations are the
principal reason for the increase in the provision by USD 2.3 billion
over the year.

Trade payables of USD 5.6 billion and other current liabilities of
USD 12.5 billion increased by USD 0.6 billion and USD 0.7 billion
respectively.

Included in other current liabilities are USD 2.1 billion relating
to outstanding taxes. While there is some uncertainty about the final
taxes to be assessed in our major countries, we consider this uncer-
tainty to be limited since our tax assessments are generally rela-
tively current. In our key countries, Switzerland and the United
States, assessments have been agreed by the tax authorities up to
2009 and 2006, respectively.

The Group’s total equity rose to USD 69.2 billion as of Decem-
ber 31, 2012, compared to USD 65.9 billion at the end of 2011.
This increase is driven by comprehensive income of USD 8.6 billion,
consisting of net income of USD 9.6 billion, net actuarial losses

from defined benefit plans of USD 1.8 billion and positive currency
translation effects of USD 0.8 billion and an increase of USD 0.9
billion related to share-based compensation. These were partially
offset by the dividend payment of USD 6.0 billion, with net sales of
treasury shares and changes in non-controlling interests contribut-
ing an additional reduction of USD 0.2 billion.

As of December 31, 2012, net debt decreased to USD 11.6 bil-
lion, compared to USD 15.2 billion at December 31, 2011. The total
gross short and long-term debt of USD 19.7 billion at December
31, 2012 was USD 0.5 billion less than the prior year-end level of
USD 20.2 billion. As a result of the strong cash flow generation, the
Group liquidity increased over the year to USD 8.1 billion at Decem-
ber 31, 2012 from USD 5.1 billion at the prior year end even after
repayment of the CHF 700 million bond that matured in 2012. In
the third quarter, Novartis took advantage of the low interest rate
environment and issued USD 2.0 billion of bonds to refinance exist-
ing short- and long-term indebtedness.

The Group’s debt/equity ratio improved slightly to 0.28:1 at
December 31, 2012 compared to 0.31:1 at the beginning of the
year.

An overview of the movements in our current financial debt and related interest rates is set forth below:

Average Average Average Maximum
interest rate balance interest rate balance

December 31 at year end during the year during the year during the year
USD millions % USD millions % USD millions

2012

Interest-bearing accounts of associates 1 541 1.03 1 490 1.06 1 554

Other bank and financial debt 1 270 3.99 1 662 3.05 2 049

Commercial paper 963 0.66 3 738 0.17 6 287

Current portion of non-current financial debt 2 009 na 1 597 na 2 009

Fair value of derivative financial instruments 162 na 102 na 219

Total current financial debt 5 945 8 589 12 118

2011

Interest-bearing accounts of associates 1 357 1.36 1 463 1.25 1 626

Other bank and financial debt 2 053 3.38 3 784 1.83 7 749

Commercial paper 2 156 0.55 5 597 0.21 8 673

Current portion of non-current financial debt 778 na 479 na 911

Fair value of derivative financial instruments 30 na 97 na 184

Total current financial debt 6 374 11 420 19 143

na = not applicable or available

Interest bearing accounts of associates relate to employee deposits
in CHF from the compensation of associates employed by Swiss
entities (actual interest rate: 1%). Other bank and financial debt
refer to usual lending and overdraft facilities.
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The maturity schedule of our net debt is as follows:

Due later than Due later than Due later than
Due or due one month three months one year

within but less than but less than but less than Due after
one month three months one year five years five years Total

December 31, 2012 USD millions USD millions USD millions USD millions USD millions USD millions

Current assets

Marketable securities and time deposits 1 240 26 543 606 2 415

Derivative financial instruments and accrued interest 36 106 10 152

Cash and cash equivalents 3 852 1 700 5 552

Total current financial assets 3 888 3 046 36 543 606 8 119

Non-current liabilities

Financial debt – 7 829 – 5 952 – 13 781

Financial debt – undiscounted – 7 848 – 6 002 – 13 850

Total non-current financial debt – 7 829 – 5 952 – 13 781

Current liabilities

Financial debt – 2 607 – 764 – 2 412 – 5 783

Financial debt – undiscounted – 2 607 – 764 – 2 413 – 5 784

Derivative financial instruments – 60 – 54 – 48 – 162

Total current financial debt – 2 667 – 818 – 2 460 – 5 945

Net debt 1 221 2 228 – 2 424 – 7 286 – 5 346 – 11 607

Due later than Due later than Due later than
Due or due one month three months one year

within but less than but less than but less than Due after
one month three months one year five years five years Total

December 31, 2011 USD millions USD millions USD millions USD millions USD millions USD millions

Current assets

Marketable securities 36 638 562 1 236

Derivative financial instruments and accrued interest
on derivative financial instruments 61 15 54 130

Cash and cash equivalents 3 709 3 709

Total current financial assets 3 770 15 90 638 562 5 075

Non-current liabilities

Financial debt – 9 874 – 3 981 – 13 855

Financial debt – undiscounted – 9 904 – 4 005 – 13 909

Total non-current financial debt – 9 874 – 3 981 – 13 855

Current liabilities

Financial debt – 4 039 – 1 100 – 1 205 – 6 344

Financial debt – undiscounted – 4 039 – 1 100 – 1 205 – 6 344

Derivative financial instruments – 7 – 7 – 16 – 30

Total current financial debt – 4 046 – 1 107 – 1 221 – 6 374

Net debt – 276 – 1 092 – 1 131 – 9 236 – 3 419 – 15 154
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The following table provides a breakdown of liquidity and financial
debt by currency:

LIQUIDITY AND FINANCIAL DEBT BY CURRENCY
(as of December 31)

Financial Financial
Liquidity Liquidity debt in % debt in %

in % 2012 in % 2011 2012 2011

USD 72 60 63 56

EUR 5 2 11 13

CHF 15 33 13 15

JPY 10 14

Other 8 5 3 2

100 100 100 100

CONTRACTUAL OBLIGATIONS

The following table summarizes the Group’s contractual obligations and other commercial commitments as well as the effect these obli-
gations and commitments are expected to have on the Group’s liquidity and cash flow in future periods:

Payments due by period

Less than After
Total 1 year 2–3 years 4–5 years 5 years

USD millions USD millions USD millions USD millions USD millions

Non-current financial debt 15 790 2 009 5 823 2 006 5 952

Operating leases 3 145 372 467 293 2 013

Unfunded pensions and other post-retirement obligations 2 144 97 195 207 1 645

Research & Development

– Unconditional commitments 219 48 79 59 33

– Potential milestone commitments 2 014 456 526 766 266

Purchase commitments

– Property, plant & equipment 755 508 236 11

Total contractual cash obligations 24 067 3 490 7 326 3 342 9 909

The Group intends to fund the R&D and purchase commitments with internally generated resources.
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SHARE INFORMATION

NOVARTIS SHARE DEVELOPMENTS IN 2012

– Swiss-listed Novartis shares rise 6.98% to CHF 57.45
– American Depositary Shares (ADS) rise 10.72% to USD 63.30

Novartis shares finished at CHF 57.45, an increase of 6.98% from
the 2011 year-end closing price of CHF 53.70. The Novartis Amer-
ican Depositary Shares (ADS) increased by 10.72% to USD 63.30
from USD 57.17 in 2011. The Swiss Market Index (SMI) in compar-
ison rose at a 14.93% pace in 2012, whereas the world pharmaceu-
tical index (MSCI) grew by 10.79% in the year. Over a longer-term
period, Novartis has consistently delivered a solid performance,
providing a 9.0% compounded annual total shareholder return
between January 1, 1996, and December 31, 2012, clearly exceed-
ing the 7.6% compounded returns of its large pharmaceutical peers
or the returns of 8.0% of the world pharmaceutical index (MSCI).

The market capitalization of Novartis amounted to USD 152 bil-
lion as of December 31, 2012, compared to USD 138 billion as of
December 31, 2011.

SHARE REPURCHASE PROGRAMS

During 2012, Novartis repurchased 4.6 million of its shares for
USD 240 million on the first trading line on the SIX. These shares
will be kept as treasury shares principally for future employee par-
ticipation program purposes. Following the approval of our share-
holders at the Annual General Meeting on February 23, 2012, all
shares repurchased on the second trading line of the SIX during
2011 were cancelled (total of 39.4 million shares, which corre-
sponded to 1.4% of the registered Novartis share capital), and the
share capital was reduced accordingly.

CONTINUOUSLY RISING DIVIDEND SINCE 1996

The Board of Directors proposes a 2.2% increase in the dividend
payment for 2012 to CHF 2.30 per share (2011: CHF 2.25) for
approval at the Annual General Meeting on February 22, 2013. This
represents the 16th consecutive increase in the dividend paid per
share since the creation of Novartis in December 1996. If the 2012
dividend proposal is approved by shareholders, dividends paid out
on the outstanding shares will amount to approximately USD 6.2
billion (2011: USD 6.0 billion), resulting in an expected payout ratio
of 65% of net income attributable to Novartis shareholders (2011:
66%). Based on the 2012 year-end share price of CHF 57.45, the
dividend yield will be 4.0% (2011: 4.2%). The dividend payment
date has been set for March 1, 2013. With the exception of 99.9
million treasury shares, all shares issued are dividend-bearing.

DIRECT SHARE PURCHASE PLANS

Since 2004, Novartis has offered a Direct Share Purchase Program
to investors residing in Switzerland, Liechtenstein, France and the
United Kingdom, which was the first of its kind in Europe. This plan
offers an easy and inexpensive way for investors to directly pur-
chase Novartis registered shares and for them to be held at no cost
in a deposit account with SIX SAG AG. At the end of 2012, a total of
9 361 shareholders were enrolled in this program. Beginning in
2013, Novartis will continue to offer this program only for Swiss
residents.

Novartis previously offered US investors an ADS Direct Share
Purchase Plan. Novartis has terminated this Plan. JPMorgan will
offer a similar program to US investors.

INFORMATION ON NOVARTIS SHARES

Further information can be found on the Internet at
http://www.novartis.com/investors.

NOVARTIS 2012 SHARE PRICE MOVEMENT
(Based on USD amounts)
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KEY NOVARTIS SHARE DATA

2012 2011

Issued shares 2 706 193 000 2 745 623 000

Treasury shares 1 285 572 826 338 929 143

Outstanding shares at December 31 2 420 620 174 2 406 693 857

Average number of shares outstanding 2 418 145 330 2 382 461 761

1 Approximately 175 million treasury shares (2011: 181 million) are held in entities that limit
their availability for use.

PER-SHARE INFORMATION1

2012 2011

Basic earnings per share (USD) 3.93 3.83

Diluted earnings per share (USD) 3.89 3.78

Operating cash flow (USD) 5.87 6.01

Year-end equity for Novartis AG
shareholders (USD) 28.54 27.36

Dividend (CHF) 2 2.30 2.25

1 Calculated on average number of shares outstanding, except year-end equity per share.
2 2012: Proposal to shareholders for approval at the Annual General Meeting on February 22, 2013.

KEY RATIOS – DECEMBER 31

2012 2011

Price/earnings ratio 1 16.0 14.9

Enterprise value/EBITDA 10.0 9.1

Dividend yield (%) 1 4.0 4.2

1 Based on Novartis share price at the end of each year.

KEY DATA ON AMERICAN DEPOSITARY SHARES (ADS) ISSUED IN THE US

2012 2011

Year-end ADS price (USD) 63.30 57.17

High 1 63.96 64.52

Low 1 51.48 51.65

Number of ADSs outstanding 2 315 795 416 302 128 359

1 Based on the daily closing sales prices.
2 The depositary, JPMorgan Chase Bank, holds one Novartis AG share for every American
Depositary Share (ADS) issued.

SHARE PRICE (CHF)

2012 2011

Year-end share price 57.45 53.70

High 1 59.00 55.80

Low 1 48.80 39.99

Year-end market capitalization
(USD billions) 2 152.0 137.5

Year-end market capitalization
(CHF billions) 2 139.1 129.2

1 Based on the daily closing sales prices.
2 Market capitalization calculated based on number of shares outstanding (excluding treasury shares).

TRADING

Novartis shares are listed in Switzerland and traded on the SIX
Swiss Exchange, while American Depositary Shares (ADSs) are
listed on the New York Stock Exchange.

SYMBOLS

NYSE
SIX Swiss Exchange (Reuters/

(Reuters/Bloomberg) Bloomberg)

Shares NOVN.VX/NOVN VX

ADSs NVS

WIDELY DISPERSED SHAREHOLDINGS

Novartis shares are widely held. As of December 31, 2012, Novartis
had approximately 161 000 shareholders (2011: 165 000) listed
in its share register, representing 75% of issued shares. Based on
the Novartis AG share register and excluding treasury shares,
approximately 42% (2011: 43%) of the shares registered by name
were held in Switzerland and 46% were held in the US (2011: 45%).
Approximately 12% of the shares registered in the share register
were held by individual investors, while 88% were held by legal enti-
ties, nominees and fiduciaries.
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SUMMARY OF EQUITY MOVEMENTS

Issued share capital and reserves
Number of outstanding shares (in millions) attributable to Novartis AG shareholders

2012 2011 Change
2012 2011 Change USD millions USD millions USD millions

Balance at beginning of year 2 407 2 289 118 65 844 63 196 2 648

Shares issued in connection with the merger with Alcon 108 – 108 6 009 – 6 009

Treasury shares exchanged in connection with the merger with Alcon 57 – 57 3 154 – 3 154

Excess of the purchase price for acquiring non-controlling interest
compared to the recorded amounts and other impacts of change
of ownership in consolidated entities – 5 664 5 664

Share buy-backs:

Shares acquired to be held in Group Treasury – 5 – 21 16 – 240 – 1 131 891

Shares acquired to be cancelled – 39 39 – 2 360 2 360

Equity-based compensation 11 7 4 856 806 50

Other treasury shares movements 8 6 2 151 31 120

Dividends – 6 030 – 5 368 – 662

Net income of the year attributable to shareholders of Novartis AG 9 505 9 113 392

Other comprehensive income attributable to shareholders of Novartis AG – 993 – 1 942 949

Balance at end of year 2 421 2 407 14 69 093 65 844 3 249

In 2012, the number of outstanding shares increased by 14 million,
net (2011: 118 million shares, net). On the 1st trading line of the
SIX Swiss Exchange 5 million shares were purchased for USD 240
million with the intention of being retained in Group Treasury (in
2011: 21 million shares purchased for USD 1.1 billion) and 8 mil-
lion shares were sold via the first trading line or exchanged with
employees due to options being exercised (2011: 6 million shares
were sold). An additional 11 million shares were transferred to asso-
ciates as part of the equity-settled compensation (2011: 7 million
shares). The 39 million shares that had been repurchased for
USD 2.4 billion in 2011 under the 2nd line of the SIX Swiss
Exchange repurchase program with the intention of cancellation,
were cancelled in 2012.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our principal accounting policies are set out in note 1 to the
Group’s consolidated financial statements, which are prepared in
accordance with International Financial Reporting Standards (IFRS)
as issued by the International Accounting Standards Board (IASB).

Given the uncertainties inherent in our business activities, we
must make certain estimates and assumptions that require diffi-
cult, subjective and complex judgments. Because of uncertainties
inherent in such judgments, actual outcomes and results may dif-
fer from our assumptions and estimates which could materially
affect the Group’s consolidated financial statements. Application of
the following accounting policies requires certain assumptions and
estimates that have the potential for the most significant impact on
our consolidated financial statements.

DEDUCTIONS FROM REVENUES

As is typical in the pharmaceuticals industry, our gross sales are
subject to various deductions which are composed primarily of
rebates and discounts to retail customers, government agencies,
wholesalers, health insurance companies and managed healthcare
organizations. These deductions represent estimates of the related
obligations, requiring the use of judgment when estimating the
effect of these sales deductions on gross sales for a reporting
period. These adjustments are deducted from gross sales to arrive
at net sales.

The following summarizes the nature of some of these deduc-
tions and how the deduction is estimated. After recording these, net
sales represent our best estimate of the cash that we expect to ulti-
mately collect. The United States market has the most complex
arrangements related to revenue deductions.

UNITED STATES SPECIFIC HEALTHCARE PLANS AND PROGRAM REBATES

The United States Medicaid Drug Rebate Program is administered
by State governments using State and Federal funds to provide
assistance to certain vulnerable and needy individuals and families.
Calculating the rebates to be paid involves interpreting relevant reg-
ulations, which are subject to challenge or change in interpretative
guidance by government authorities. Provisions for estimating Med-
icaid rebates are calculated using a combination of historical expe-
rience, product and population growth, product price increases and
the mix of contracts and specific terms in the individual State
agreements. These provisions are adjusted based on established
processes and experiences from re-filing data with individual
States.
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The United States Federal Medicare program, which funds
healthcare benefits to individuals age 65 or older, provides pre-
scription drug benefits under Part D of the program. This benefit is
provided through private prescription drug plans. Provisions for
estimating Medicare Part D rebates are calculated based on the
terms of individual plan agreements, product sales and population
growth, product price increases and the mix of contracts and
adjusted periodically.

We offer rebates to key managed healthcare plans to sustain
and increase market share for our products. These rebate programs
provide payors a rebate after they attain certain performance
parameters related to product purchases, formulary status or pre-
established market share milestones relative to competitors. These
rebates are estimated based on the terms of individual agreements,
historical experience and projected product growth rates. We adjust
provisions related to rebates periodically to reflect actual experience.

There is often a time lag of several months between us record-
ing the revenue deductions and our final accounting for them.

NON-UNITED STATES SPECIFIC HEALTHCARE PLANS AND PROGRAM
REBATES

In certain countries other than the United States we provide rebates
to governments and other entities. These rebates are often man-
dated by laws or government regulations.

In several countries we enter into innovative pay-for-perform-
ance arrangements with certain healthcare providers, especially in
Europe and Australia. Under these agreements, we may be required
to make refunds to the healthcare providers or to provide additional
medicines free of charge if anticipated treatment outcomes do not
meet predefined targets. Potential refunds and the delivery of addi-
tional medicines at no cost are estimated and recorded as a deduc-
tion of revenue at the time the related revenues are recorded. Esti-
mates are based on historical experience and clinical data. In cases
where historical experience and clinical data are not sufficient for a
reliable estimation of the outcome, revenue recognition would be
deferred until such history would be available.

There is often a time lag of several months between us record-
ing the revenue deductions and our final accounting for them.

NON-HEALTHCARE PLANS AND PROGRAM REBATES, RETURNS
AND OTHER DEDUCTIONS

Charge-backs occur where our subsidiaries have arrangements
with indirect customers to sell products at prices that are lower
than the price charged to wholesalers. A chargeback represents the
difference between the invoice price to the wholesaler and the indi-
rect customer’s contract price. We account for vendor charge-backs
by reducing revenue by an amount equal to our estimate of charge-
backs attributable to a sale and they are generally settled within
one to three months of incurring the liability. Provisions for esti-

mated charge-backs are calculated using a combination of factors
such as historical experience, product growth rates, payments, level
of inventory in the distribution channel, the terms of individual
agreements and our estimate of the claims processing time lag.

We offer rebates to purchasing organizations and other direct
and indirect customers to sustain and increase market share for
our products. Since rebates are contractually agreed upon, rebates
are estimated based on the terms of individual agreements, histor-
ical experience, and projected product growth rates.

When we sell a product providing a customer the right to return
a product, we record a provision for estimated sales returns based
on our sales returns policy and historical rates. Other factors con-
sidered include product recalls, expected marketplace changes and
the remaining shelf life of the product, and the entry of generic
products. In 2012, sales returns amounted to approximately 1% of
gross product sales. If sufficient experience is not available, sales
are only recorded based on evidence of product consumption or
when the right of return has expired.

We enter into distribution service agreements with major whole-
salers, which provide a financial disincentive for wholesalers to pur-
chase product quantities exceeding current customer demand.
Where possible, we adjust shipping patterns for our products to
maintain wholesalers’ inventories level consistent with underlying
patient demand.

We offer cash discounts to customers to encourage prompt pay-
ment. Cash discounts are accrued at the time of invoicing and
deducted from revenue.

Following a decrease in the price of a product, we generally
grant customers a “shelf stock adjustment” for a customer’s exist-
ing inventory for the involved product. Provisions for shelf stock
adjustments, which are primarily relevant within the Sandoz Divi-
sion, are determined at the time of the price decline or at the point
of sale if a price decline can be reasonably estimated based on
inventory levels of the relevant product.

Other sales discounts, such as consumer coupons and co-pay
discount cards, are offered in some markets. These discounts are
recorded at the time of sale, or when the coupon is issued and are
estimated utilizing historical experience and the specific terms for
each program. If a discount for a probable future transaction is
offered as part of a sales transaction then an appropriate portion of
revenue is deferred to cover this estimated obligation.

We adjust provisions for revenue deductions periodically to
reflect actual experience. To evaluate the adequacy of provision bal-
ances, we use internal and external estimates of the level of inven-
tory in the distribution channel, actual claims data received and the
time lag for processing rebate claims. Management also estimates
the level of inventory of the relevant product held by retailers and
in transit. External data sources include reports of wholesalers and
third-party market data purchased by Novartis.



N OVA R T I S G R O U P A N N UA L R E P O R T 2 0 1 2172

The following table shows the worldwide extent of our revenue deductions provisions and related payment experiences:

PROVISIONS FOR REVENUE DEDUCTIONS

Income statement charge

Effect of Change in
Revenue currency provisions Revenue

deductions translation offset against deductions
provisions at and business Payments/ Adjustments gross trade provisions at

January 1 combinations utilizations of prior years Current year receivables December 31
USD millions USD millions USD millions USD millions USD millions USD millions USD millions

2012

US specific healthcare plans and program rebates 1 440 17 – 3 191 – 46 3 222 1 442

Non-US specific healthcare plans and program
rebates 766 15 – 1 423 94 1 514 966

Non-healthcare plans and program related
rebates, returns and other deductions 1 536 176 – 7 324 – 143 7 509 – 90 1 664

Total 2012 3 742 208 – 11 938 – 95 12 245 – 90 4 072

2011

US specific healthcare plans and program rebates 1 162 – 2 860 – 19 3 157 1 440

Non-US specific healthcare plans and program
rebates 575 – 24 – 1 043 – 23 1 281 766

Non-healthcare plans and program related
rebates, returns and other deductions 1 360 – 68 – 6 846 – 7 7 324 – 227 1 536

Total 2011 3 097 – 92 – 10 749 – 49 11 762 – 227 3 742

The table below shows the gross to net sales reconciliation for our Pharmaceuticals Division:

GROSS TO NET SALES RECONCILIATION

Income statement charge

Charged directly
Charged through without being

revenue deduction recorded in revenue
provisions deduction provisions Total In % of

USD millions USD millions USD millions gross sales

2012

Pharmaceuticals gross sales subject to deductions 39 912 100.0

US specific healthcare plans and program rebates – 2 358 – 2 358 – 5.9

Non-US specific healthcare plans and program rebates – 1 096 – 842 – 1 938 – 4.8

Non-healthcare plans and program related
rebates, returns and other deductions – 1 579 – 1 884 – 3 463 – 8.7

Total Pharmaceuticals gross to net sales adjustments – 5 033 – 2 726 – 7 759 – 19.4

Pharmaceuticals net sales 2012 32 153 80.6

2011

Pharmaceuticals gross sales subject to deductions 40 004 100.0

US specific healthcare plans and program rebates – 2 424 – 2 424 – 6.0

Non-US specific healthcare plans and program rebates – 801 – 408 – 1 209 – 3.0

Non-healthcare plans and program related
rebates, returns and other deductions – 1 631 – 2 232 – 3 863 – 9.7

Total Pharmaceuticals gross to net sales adjustments – 4 856 – 2 640 – 7 496 – 18.7

Pharmaceuticals net sales 2011 32 508 81.3
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IMPAIRMENT OF GOODWILL, INTANGIBLE ASSETS AND PROPERTY, PLANT
AND EQUIPMENT

We review long-lived intangible assets and property, plant and
equipment for impairment whenever events or changes in circum-
stance indicate that the asset’s balance sheet carrying amount may
not be recoverable. Goodwill, the Alcon brand-name and other cur-
rently not amortized intangible assets are reviewed for impairment
at least annually.

An asset is generally considered impaired when its balance
sheet carrying amount exceeds its estimated recoverable amount,
which is defined as the higher of its fair value less costs to sell and
its value in use. Usually, Novartis adopts the fair value less costs to
sell method for its impairment tests. In most cases no directly
observable market inputs are available to measure the fair value
less costs to sell. Therefore an estimate of fair value less costs to sell
is derived indirectly and is based on net present value techniques
utilizing post-tax cash flows and discount rates. In the limited cases
where the value in use method is applied, net present value tech-
niques are utilized using pre-tax cash flows and discount rates.

Fair value reflects estimates of assumptions that market partic-
ipants would be expected to use when pricing the asset and for this
purpose management considers the range of economic conditions
that are expected to exist over the remaining useful life of the asset.
The estimates used in calculating net present values are highly sen-
sitive, and depend on assumptions specific to the nature of the
Group’s activities with regard to:
– the amount and timing of projected future cash flows;
– future tax rates;
– the behavior of competitors (launch of competing products, mar-

keting initiatives, etc.); and
– an appropriate discount rate.

Due to the above factors, actual cash flows and values could vary
significantly from forecasted future cash flows and related values
derived using discounting techniques.

The recoverable amount of a cash-generating unit and related
goodwill is usually based on the fair value less costs of sale derived
from applying discounted future cash flows based on the key assump-
tions in the following table:

Vaccines and Consumer
Pharmaceuticals Alcon Sandoz Diagnostics Health

% % % % %

Sales growth rate
assumptions after
forecast period 1.6 3 0 to 2 0.5 0 to 2

Discount rate (post-tax) 7 7 7 7 7

In 2012, intangible asset impairment charges of USD 286 million
were recognized. These relate to impairment charges of USD 211
million in the Pharmaceuticals Division. Novartis also recorded var-
ious impairment charges of USD 75 million in all other Divisions.

In 2011, intangible asset impairment charges of USD 627 mil-
lion were recorded. USD 552 million of these arose in the Pharma-

ceuticals Division, principally due to the expected reduction in
demand for Tekturna/Rasilez (aliskiren) and discontinuation of
PRT128 (elinogrel), SMC021 (oral calcitonin), PTK796 and AGO178
(agomelatine) development programs. USD 75 million of impair-
ment charges arose in all other Divisions.

Reversal of prior year impairment charges amounted to USD 3
million (2011: USD 8 million).

The amount of goodwill and other intangible assets on our con-
solidated balance sheet has increased significantly in recent years,
primarily due to acquisitions. Although no significant additional
impairments are currently anticipated, impairment testing could
lead to material impairment charges in the future. For more infor-
mation, see note 11 to the Group’s consolidated financial statements.

Additionally, impairment charges for property, plant and equip-
ment during 2012 amounted to USD 39 million (2011: USD 413
million of which USD 403 million was in Pharmaceuticals primarily
related to the expected reduction in demand for Tekturna/Rasilez
and the discontinuation of the SMC021 development program).

TRADE RECEIVABLES

Trade receivables are initially recognized at their invoiced amounts
including any related sales taxes less adjustments for estimated
revenue deductions such as rebates, chargebacks and cash dis-
counts.

Provisions for doubtful trade receivables are established once
there is an indication that it is likely that a loss will be incurred and
represents the difference between the receivable value in the bal-
ance sheet and the estimated net collectible amount. Significant
financial difficulties of a customer, such as probability of bank-
ruptcy or financial reorganization or default/delinquency in pay-
ments are considered indicators that recovery of the trade receiv-
able is doubtful. Trade receivable balances include sales to drug
wholesalers, retailers, private health systems, government agencies,
managed care providers, pharmacy benefit managers and govern-
ment-supported healthcare systems. Novartis continues to moni-
tor sovereign debt issues and economic conditions in Greece, Italy,
Portugal, Spain and other countries in Europe and evaluates
accounts receivable in these countries for potential collection risks.
Substantially all of the trade receivables overdue from such coun-
tries are due directly from local governments or from government-
funded entities. Deteriorating credit and economic conditions and
other factors in these countries have resulted in, and may continue
to result in an increase in the average length of time that it takes to
collect these accounts receivable and may require Novartis to re-
evaluate the collectability of these receivables in future periods.

RETIREMENT AND OTHER POST-EMPLOYMENT BENEFIT PLANS

We sponsor pension and other post-employment benefit plans in
various forms that cover a significant portion of our current and for-
mer associates. For post-employment plans with defined benefit
obligations, we are required to make significant assumptions and
estimates about future events in calculating the expense and the
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present value of the liability related to these plans. These include
assumptions about the discount rates we apply to estimate future
liabilities, expected returns on plan assets and rates of future pen-
sion increases. In addition, our actuarial consultants provide our
management with historical statistical information such as with-
drawal and mortality rates in connection with these estimates.

Assumptions and estimates used by the Group may differ mate-
rially from the actual results we experience due to changing mar-
ket and economic conditions, higher or lower withdrawal rates, or
longer/shorter life spans of participants among other factors. For
example, a decrease in the discount rate we apply in determining
the present value of the obligations of a quarter of one percent
would have increased our year-end defined benefit pension obliga-
tion for plans in Switzerland, United States, UK, Germany and
Japan, which represent about 95% of the Group total defined ben-
efit pension obligation, by approximately USD 0.8 billion. If the
2012 discount rate had been a quarter of one percentage point
lower than actually assumed, net periodic pension cost for pension
plans in these countries, which represent about 75% of the Group’s
total net periodic pension cost for pension plans, would have
decreased by approximately USD 13 million, and if the same
decrease was also assumed for the expected return on plan assets
for pension plans, the expected return on plan assets for pension
plans in these five countries would have decreased by approxi-
mately USD 39 million. Depending on events, such differences
could have a material effect on our total equity. For more informa-
tion on obligations under retirement and other post-employment
benefit plans and underlying actuarial assumptions, see note 25 to
the Group’s consolidated financial statements.

CONTINGENCIES

A number of our subsidiaries are involved in various government
investigations and legal proceedings (intellectual property, product
liability, commercial, employment and wrongful discharge, environ-
mental claims, etc.) arising out of the normal conduct of their busi-
nesses. For more information, see note 20 to the Group’s consoli-
dated financial statements.

We record accruals for contingencies when it is probable that a
liability has been incurred and the amount can be reliably esti-
mated. These accruals are adjusted periodically as assessments
change or additional information becomes available. For product
liability claims, a significant portion of the overall accrual is actuar-
ially determined based on factors such as past experience, amount
and number of claims reported, and estimates of claims incurred
but not yet reported. We provide for individually significant cases
when probable and the amount can be reliably estimated. Expected
legal defense costs are accrued when the amount can be reliably
estimated.

In some instances, the inherent uncertainty of litigation, the
resources required to defend against governmental actions, the

potential impact on our reputation, and the potential for exclusion
from United States federal and other government reimbursement
programs have contributed to decisions by companies in our indus-
try to enter into settlement agreements with governmental author-
ities. These settlements have had in the past, and may continue in
the future, to involve large cash payments, including potential
repayment of amounts that were allegedly improperly obtained and
other penalties including treble damages. In addition, matters
underlying governmental investigations and settlements may be
the subject of separate private litigation.

Provisions are recorded for environmental remediation costs
when expenditure on remedial work is probable and the cost can be
reliably estimated. Remediation costs are provided for under “Non-
current liabilities” in the Group’s consolidated balance sheet. They
are estimated by calculating the present value of expected costs.

Provisions relating to estimated future expenditure for liabilities
do not usually reflect any insurance or other claims or recoveries,
since these are only recognized as assets when the amount is rea-
sonably estimable and collection is virtually certain.

RESEARCH & DEVELOPMENT

Internal Research & Development costs are fully charged to the
consolidated income statement in the period in which they are
incurred. We consider that regulatory and other uncertainties inher-
ent in the development of new products preclude the capitalization
of internal development expenses as an intangible asset usually
until marketing approval from the regulatory authority is obtained
in a relevant major market, such as for the United States, the Euro-
pean Union, Switzerland or Japan.

HEALTHCARE CONTRIBUTIONS

In many countries our subsidiaries are required to make contribu-
tions to the countries’ healthcare costs as part of programs other
than the ones mentioned under deductions from revenue above.
The amounts to be paid depend on various criteria such as the sales
volume compared to certain targets, compared to the competition
or to the Group’s market share. There is considerable judgment
required in estimating these contributions. The most important
healthcare contributions relate to the United States Healthcare
Reform fee which was introduced in 2011. This fee is an annual fee
to be paid by pharmaceutical companies based on the prior year’s
government program sales. Effective 2013, the United States gov-
ernment has also implemented a medical device sales tax which is
expected to be applicable to Alcon’s United States sales of products
that are considered surgical devices under the respective act. The
Pharmaceutical fee and the Medical Device Tax are recorded in
“Other expenses” since they are considered to be an indirect tax or
in inventory and cost of goods sold when the tax is levied on inter-
company sales. The annual expense for these United States taxes
is approximately USD 150 million.
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TAXES

We prepare and file our tax returns based on an interpretation of tax
laws and regulations, and record estimates based on these judg-
ments and interpretations. Our tax returns are subject to examina-
tion by the competent taxing authorities, which may result in an
assessment being made requiring payments of additional tax, inter-
est or penalties. Inherent uncertainties exist in our estimates of our
tax positions. We believe that our estimated amounts for current
and deferred tax assets or liabilities, including any amounts related
to any uncertain tax positions, are appropriate based on currently
known facts and circumstances.

NEW ACCOUNTING PRONOUNCEMENTS

See note 1 to the Group’s consolidated financial statements

EFFECTS OF CURRENCY FLUCTUATIONS

We transact our business in many currencies other than the US dol-
lar, our reporting currency.

The following provides an overview of net sales and expenses for
2012 and 2011 for currencies most important to the Group:

2012 2011
Currency % %

US dollar (USD) Net sales 36 36

Operating expenses 39 38

Euro (EUR) Net sales 25 27

Operating expenses 25 25

Swiss franc (CHF) Net sales 2 2

Operating expenses 13 14

Japanese yen (JPY) Net sales 9 9

Operating expenses 5 4

Other currencies Net sales 28 26

Operating expenses 18 19

We prepare our consolidated financial statements in US dollars. As
a result, fluctuations in the exchange rates between the US dollar
and other currencies can have a significant effect on both the
Group’s results of operations as well as on the reported value of our
assets, liabilities and cash flows. This in turn may significantly affect
reported earnings (both positively and negatively) and the compa-
rability of period-to-period results of operations.

For purposes of our consolidated balance sheets, we translate
assets and liabilities denominated in other currencies into US dol-
lars at the prevailing market exchange rates as of the relevant bal-
ance sheet date. For purposes of the Group’s consolidated income
and cash flow statements, revenue, expense and cash flow items in
local currencies are translated into US dollars at average exchange
rates prevailing during the relevant period. As a result, even if the
amounts or values of these items remain unchanged in the respec-
tive local currency, changes in exchange rates have an impact on
the amounts or values of these items in our consolidated financial
statements.

We seek to manage currency exposure by engaging in hedging
transactions where management deems appropriate, after taking
into account the natural hedging afforded by our global business
activity. For 2012, we entered into various contracts that change in
value with movements in foreign exchange rates in order to pre-
serve the value of assets, commitments and expected transactions.
We also use forward contracts and foreign currency options to
hedge expected net revenues in foreign currencies. For more infor-
mation on how these transactions affect our consolidated financial
statements and on how foreign exchange rate exposure is managed,
see notes 1, 5, 16 and 29 to the Group’s consolidated financial
statements.

There is however, also a risk that certain countries could devalue
their currency. If this occurs then it could impact the effective prices
we would be able to charge for our products and also have an
adverse impact on both our consolidated income statement and
currency translation adjustments included in our consolidated
equity.

The average value of the US dollar in 2012 increased against the EUR, CHF, and GBP. The following table sets forth the foreign exchange
rates of the US dollar against these currencies, used for foreign currency translation when preparing the Group’s consolidated financial
statements:

Average for year Year-end

USD per unit 2012 2011 Change in % 2012 2011 Change in %

EUR 1.286 1.392 – 8% 1.319 1.294 2%

CHF 1.067 1.130 – 6% 1.093 1.064 3%

GBP 1.585 1.603 – 1% 1.616 1.543 5%

JPY (100) 1.254 1.255 0% 1.161 1.289 – 10%
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The following table provides a summary of the currency impact on key Group figures due to their conversion into USD, the Group’s report-
ing currency, of the financial data from entities reporting in non-US dollars. Constant currency (cc) calculations apply the exchange rates
of the prior year to the current year financial data for entities reporting in non-US dollars.

CURRENCY IMPACT ON KEY FIGURES

Change in Percentage Change in Percentage
constant Change in point currency constant Change in point currency

currencies % USD % impact currencies % USD % impact
2012 2012 2012 2011 2011 2011

Net sales 0 – 3 – 3 12 16 4

Operating income 8 5 – 3 1 – 5 – 6

Net income 7 4 – 3 – 2 – 7 – 5

Core operating income – 2 – 5 – 3 16 14 – 2

Core net income – 3 – 5 – 2 15 12 – 3

For additional information on the effects of currency fluctuations, see note 29 to the Group’s consolidated financial statements.

FACTORS AFFECTING RESULTS OF OPERATIONS

A number of key factors influence the Group’s results of operations
and the development of our businesses.

We believe that healthcare remains a growth industry, driven by
the rapid aging of the global population, expanding access to
healthcare in emerging markets and advances in science and tech-
nology that create opportunities to improve health outcomes and
enhance quality of life for patients worldwide. At the same time,
challenging business and regulatory conditions continue to impede
growth across the healthcare industry.

As the only healthcare company with leading positions in phar-
maceuticals, eye care, generics, vaccines and diagnostics, over-the-
counter medicines and animal health, we believe that Novartis is
well-positioned to capture opportunities and mitigate risks across
the healthcare landscape. We expect that our continued focus on
innovation, growth and productivity across our broad, diversified
portfolio will allow us to meet the evolving needs of patients and
healthcare systems worldwide.

TRANSFORMATIONAL CHANGES FUELING DEMAND

Long-term trends in the composition and behavior of the worldwide
population, as well as ongoing innovation in science and technol-
ogy, are driving demand for and access to healthcare. These
changes present opportunities for Novartis to expand its presence
in new and established markets and meet the changing demands
of patients around the world.

AGING POPULATION AND SHIFTING BEHAVIORS

As the global life expectancy continues to rise, the UN Population
Fund projects that the total number of people over 60 will exceed
1 billion worldwide in the next decade, an increase of approximately

200 million over 2012. By 2050, the over-60 population will be
larger than the under-15 population, according to the United
Nations Population Fund. This aging of the global population has
accelerated demand for treatments addressing diseases and con-
ditions – such as glaucoma, cataracts and wet age-related macular
degeneration, among other eye diseases, which Novartis offers
treatments to address – that disproportionately afflict the elderly.

At the same time, due to increasing economic prosperity and
shifting nutritional habits, the global incidence of obesity is rising,
and is now more than double the rate it was in 1980, according to
the World Health Organization (WHO). This trend is particularly evi-
dent in dynamic, emerging markets: China, for example, has seen
its number of obese people quintuple since 2005 to nearly 100 mil-
lion today, according to Chinese government statistics.

Increased rates of obesity, as well as habits such as cigarette
smoking and sedentary lifestyles, have, in turn, boosted the preva-
lence of chronic diseases – including cardiovascular disease, dia-
betes and chronic respiratory diseases – which now account for
more than 60% of all deaths worldwide, according to the WHO.
Novartis businesses, particularly Pharmaceuticals, Alcon and San-
doz, offer products that help patients suffering from chronic dis-
eases, and we plan to continue to make investments in new treat-
ments to address these growing health threats.

GLOBAL RISE IN HEALTHCARE SPENDING LED BY EMERGING MARKETS

Despite a difficult economic environment, global healthcare spend-
ing continues to climb, and is projected to reach nearly USD 1.2
trillion by 2016, according to industry research firm IMS Health.

While the US continues to outstrip all other countries in terms
of healthcare expenditures, emerging markets are contributing an
increasing proportion of total global spend. Driven by rising
incomes, continued low cost for drugs and government sponsored
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programs to increase access to treatments, emerging markets are
expected to double their spending on pharmaceuticals over the
next five years and contribute 30% of global healthcare expendi-
tures by 2016, according to IMS Health. Developed markets, by con-
trast, are expected to account for 57% of global healthcare spend-
ing in 2016, down from 73% in 2006.

Reflecting the importance of emerging markets within the
Novartis growth strategy, we continue to expand our presence, not
only in the so-called BRIC countries (Brazil, Russia, India and
China), which are well-known to be large and growing markets, but
in other fast-growing markets as well. The Middle East, for example,
has become a growth engine for Novartis, due in part to our invest-
ments in Egypt, Saudi Arabia and the United Arab Emirates, where
our Pharmaceuticals Division is growing ahead of the market. We
also signed a Memorandum of Understanding with the Government
of Malaysia to help strengthen the country’s healthcare capabili-
ties. Our collaboration, the first of its kind in Malaysia, will likely
include building technical capabilities, promoting clinical trials,
expanding access to innovative medicines and quality generic prod-
ucts, and supporting healthcare start-up companies through the
Novartis Venture Fund.

SCIENTIFIC ADVANCES OPENING NEW OPPORTUNITIES
FOR TARGETED THERAPIES

With scientific advances, there is a growing opportunity to person-
alize healthcare for individual patients to improve results and
reduce costs. For example, it is estimated that up to 95% of the vari-
ability in patient drug response may be due to genetic differences,
according to scientific studies. Tailoring treatments based on spe-
cific biological factors, or “biomarkers,” that indicate whether or not
a given drug will be effective for a particular patient can significantly
enhance response rates and outcomes while reducing costs asso-
ciated with unnecessary or ineffective treatments. The market for
personalized medicine is expected to be a major growth driver for
the industry, with around 11% annual growth projected in the com-
ing years, according to PricewaterhouseCoopers.

Advancing personalized medicine is central to our overall drug
discovery and development strategy. In 2012, we realigned our Mol-
ecular Diagnostics unit and embedded it within Oncology Global
Development to coordinate the development of innovative new
treatments for patients with cancers and other diseases, with the
development of tests, also known as companion diagnostics, to pin-
point the patients who are most likely to benefit from those treat-
ments. Our diagnostics function, now known as Companion Diag-
nostics (CDx), is responsible for developing and manufacturing
regulated diagnostic tests and registrational assays for pivotal clin-
ical trials across the Pharmaceuticals portfolio.

Also within our Pharmaceuticals Division, Genoptix Medical Lab-
oratory, which we acquired in 2011, continues to provide compre-
hensive laboratory services to US community-based hematologists
and oncologists, advancing their ability to define and monitor indi-
vidualized treatment programs.

Additionally, across our R&D activities at NIBR and Sandoz, we
require that all proposals for new drug targets include a “path to the
clinic.” This often includes a biomarker discovery phase to identify
which individuals will benefit most from a potential treatment and
which might have a negative or no response, helping direct medical
decision-making and subsequent therapy assessments for patients.

NEW TECHNOLOGIES CHANGING THE DELIVERY OF HEALTHCARE

The rise of social and mobile technology is making it easier for
patients, providers and payors to address healthcare needs quickly
and efficiently. For example, according to PricewaterhouseCoopers,
one in three patients have sought information about other patient
experiences with their disease and one in four have posted their
health experience to social networks. On the provider side, more
than 60% of physicians in the United States were using tablet com-
puters as of May 2012, up from 35% a year previously (according
to healthcare market research firm Manhattan Research), to
research medical treatments and access electronic health records.

Health applications on mobile phones, known as mHealth appli-
cations, have also provided a low-cost, real-time way to track dis-
ease progression and facilitate communication with patients,
providers and payors. The data collected through these applica-
tions are more reliable than self-reporting from patients and can
help scientists and doctors gather evidence to guide their investi-
gations and tailor treatment regimens for individual patients. Addi-
tionally, when mHealth applications are used in combination with
GPS data, they can support early detection and warning systems for
global outbreaks of illnesses related to environmental exposures or
infectious agents. As applications like these continue to proliferate
and advance, according to business intelligence firm Global Data,
the global mHealth market is set to jump in value by around 40%
to USD 11.7 billion in 2018, potentially changing the delivery of
health services and providing Novartis with more opportunities to
reach patients and improve quality of care.

Through our eHealth program, Novartis is using emerging tech-
nologies to radically rethink the way we deliver products and serv-
ices to patients, doctors and payors. For example, we developed a
medical patch for Exelon, our Alzheimer’s treatment, that integrates
an electronic chip to signal when it is time for a replacement. Sim-
ilarly, work is progressing on a proprietary smart inhaler for COPD
patients, the “eBreezhaler,” which sends reminders and motiva-
tional messages based on actual patient behavior to help improve
adherence and outcomes.

SHIFT TO GENERICS AND OTC PRODUCTS

While healthcare costs continue to rise as a percentage of GDP in
countries around the world, consumer demand for affordable prod-
ucts – both in developed and developing economies – has also
increased. The global generics industry has grown by roughly 9%
per year on average between 2007 and 2011, according to indus-
try research firm MarketLine, significantly higher than the equiva-
lent growth rate for pharmaceuticals, and will likely accelerate as
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healthcare systems encourage the use of generics to keep costs
down.

Similarly, over-the-counter products, which in the United States
are used on a regular basis by 35% of adults (according to the
American College of Preventative Medicine), have also seen an
increase in demand (as calculated by market research firm Kalo-
rama Information). With leadership positions in both generics and
over-the-counter medicines, we believe that Novartis is well-posi-
tioned to take advantage of these trends.

INCREASINGLY CHALLENGING BUSINESS ENVIRONMENT

While demographic and socioeconomic trends, as well as scientific
and technological innovation, have created valuable opportunities
for us to grow our business and improve the health of patients glob-
ally, significant challenges continue to pressure the industry.

PATENT EXPIRATIONS AND GENERIC COMPETITION
PRESSURING INDUSTRY

It is estimated that between 2013 and 2016, drugs worth USD 156
billion in sales globally will lose market exclusivity, according to
pharmaceutical sector research firm EvaluatePharma. In Japan,
which has historically had relatively low generic penetration,
generic drugs accounted for more than 25% – an all-time high – of
the domestic prescription medicines market in 2012, according to
the Japan Generic Medicines Association. In the weeks and months
following patent expiry, sales of brand-name drugs typically fall dra-
matically, by as much as 90% in some markets.

The ability to secure and defend our intellectual property is par-
ticularly crucial for our Pharmaceuticals and Alcon divisions, where
the loss of patent protection on one or more products can have a
material effect on the Group’s results of operations. To counter
these challenges, Novartis focuses on innovating in areas of unmet
patient need in order to rejuvenate the portfolio with new products
and therapies. We expect revenue from recently launched products,
which comprised 29% of net sales in 2012, to balance the impact
of patent loss. We also take legally permissible steps to defend our
intellectual property rights, including initiating patent infringement
lawsuits against generic drug manufacturers.

Some of our best-selling products have begun to face consider-
able competition due to expiration of their patent protection:

The patent on valsartan, the active ingredient of Diovan/Co-Dio-
van/Diovan HCT (high blood pressure), expired in the major coun-
tries of the European Union in November 2011, and generic com-
petitors have launched there. In addition, patent protection expired
in the United States in September 2012, and generic versions of
Diovan HCT have launched in the United States. Generic versions of
Diovan monotherapy have not yet launched but could potentially
launch at any time. In addition, patent protection for valsartan is
scheduled to expire in Japan in 2013 and 2016 for Co-Diovan
(including patent term extensions). The active ingredient valsartan
is also used in the single-pill combination therapies Exforge and
Exforge HCT (high blood pressure). While market exclusivities for

Exforge/Exforge HCT will remain in the European Union and Japan
due to regulatory patent protection, there is a risk that generic man-
ufacturers may circumvent regulatory exclusivity and gain approval
of a combination valsartan-amlodipine product in Europe. In the
United States, under a license agreement with a generics manufac-
turer, the product is expected to face generic competition begin-
ning in October 2014.

The patent on Femara (cancer) expired in 2011 in the United
States and in major European markets, and generic competitors
have launched in those markets.

The patent on zoledronic acid, the active ingredient in Zometa
(cancer), as well as in Reclast/Aclasta (osteoporosis), expired in
2012 in a limited number of smaller markets, and will expire in
2013 in the United States and in other major markets. However,
certain forms or uses of these products are covered by additional
patents with later expiration dates in certain markets.

The patent on the active ingredient in Gleevec/Glivec (cancer)
will expire in 2015 in the United States, in 2016 in the major EU
countries and 2014 in Japan, in each case including extensions.
However, the product is protected by additional patents claiming
innovative features of Gleevec/Glivec.

In 2013, the impact of generic competition on our net sales is
expected to be as much as USD 3.5 billion. As we typically have
substantially reduced marketing and research and development
expenses related to a product in its final year of exclusivity, it is
expected that the loss of patent protection will have an impact on
our operating income which can be expected to correspond to a
significant portion of the product’s lost sales. The magnitude of
such an impact could depend on a number of factors, including: the
time of year at which such exclusivity would be lost; the ease or dif-
ficulty of manufacturing a competitor product and obtaining regu-
latory approval to market it; the number of generic competitor
products approved, and whether, in the United States, a single com-
petitor is granted an exclusive marketing period; and the geogra-
phies in which generic competitor products are approved, includ-
ing the strength of the market for generic pharmaceutical products
in such geographies and the comparative profitability of patented
pharmaceutical products in such geographies.

While this wave of patent expiries represents a significant chal-
lenge for our Pharmaceuticals and Alcon divisions, it also presents
an opportunity for Sandoz, which develops, manufactures, distrib-
utes and sells prescription medicines that are not protected by valid
and enforceable third-party patents. Global spending on generics is
expected to increase from USD 242 billion in 2011 to more than
USD 400 billion by 2016 according to IMS Health, fueled by volume
growth in emerging markets and increased demand in developed
nations.

HEIGHTENED REGULATORY AND SAFETY HURDLES

The costs associated with bringing a new drug to market have con-
tinued to increase as requirements with respect to documentation
proving efficacy and safety have become more stringent.
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Even after a new drug is approved, there is a risk that safety
events could occur in patients, despite our commitment to the high-
est standards of quality and safety across all of our divisions. Such
events could not only harm our reputation and the trust we share
with patients who depend on our products, but could also have a
negative impact on our results, such as through a reduction in
demand, product recalls or withdrawals, or legal proceedings.

Despite this risk, however, we expect that our focus on improv-
ing patient outcomes and understanding disease pathways will
allow Novartis to continue to bring innovative, effective and safe
medicines to market.

RISK OF LIABILITY AND SUPPLY DISRUPTION FROM
MANUFACTURING ISSUES

The manufacture of our products is both highly regulated and com-
plex, and may result in a variety of issues that could lead to
extended supply disruptions and significant liability. Governmental
health authorities around the world, including the FDA, closely reg-
ulate the manufacture of our products, and continue to intensify
their scrutiny of manufacturers’ compliance with their require-
ments. If we or our third party suppliers fail to comply fully with
these requirements, then we could be required to shut down our
production facilities or production lines. In this event, we could
experience product shortages, or be unable to supply products to
patients for an extended period of time, and such shortages or sup-
ply failures have led to, and could continue to lead to, significant
losses of sales revenue and to potential third party litigation. Health
authorities could also impose significant penalties on us.

Like our competitors, we have faced, and in some cases con-
tinue to face, significant manufacturing issues. For example, in
2012, we continued to progress quality remediation programs at
three of Sandoz’s North American manufacturing facilities (follow-
ing an FDA warning letter in 2011) and at Consumer Health’s man-
ufacturing facility in Lincoln, Nebraska, United States, where we
suspended operations and shipments at the end of 2011. Although
we have made significant progress in 2012 at these sites, as a result
of the manufacturing issues, we have suffered and may continue to
suffer significant losses in sales and market share. In addition, we
have been required to expend considerable resources on the reme-
diation of these sites.

In addition to regulatory requirements, many of our products
involve technically complex manufacturing processes or require a
supply of highly specialized raw materials. For example, a signifi-
cant portion of the Group’s portfolio of products, including products
from Pharmaceuticals, Sandoz, and Vaccines and Diagnostics, are
“biologic” products, which cannot be manufactured synthetically,
but typically must be produced from living plant or animal micro-
organisms. In addition, the Group’s portfolio includes a number of
sterile products, including oncology treatments, which are consid-
ered to be technically complex to manufacture and require strict
environmental controls. Because the production process for these

products is so complex and sensitive, there is a greater chance of
production failures and lengthy supply interruptions.

Finally, because our products are intended to promote the
health of patients, any manufacturing issues that result in supply
disruptions or other production problems could potentially subject
us, not only to government penalties, but also to lawsuits or allega-
tions that the public health, or the health of individuals, has been
endangered.

FINANCIAL CRISIS INCREASING PRESSURES ON DRUG PRICES

Despite hopes that the global economy would recover in 2012,
challenges stemming from the 2008 financial crisis continue to
weigh on the industry. The economies of Greece, Italy, Portugal and
Spain in particular continued to contract under austerity measures,
and with budgets under pressure, these governments have taken
steps to keep costs down by introducing price reductions and
rebates to make medications more affordable. These lower prices
affect all of our businesses that rely on reimbursement, including
Pharmaceuticals, Alcon, Sandoz, and Vaccines and Diagnostics.

In addition, consumer confidence remains low, and patients
around the world are looking for ways to keep healthcare spending
to a minimum. In the United States, for example, according to one
study, 58% of people reported that they put off or went without nec-
essary treatment in the previous year due to cost, up from 50% in
2011. To combat this trend, Novartis offers coupon programs and
incentives for patented products to facilitate access to the most
effective treatments at an affordable price. In Brazil, for example,
our patient program “Vale mas Saude” provides value-added solu-
tions for the treatment of several chronic conditions (such as hyper-
tension, diabetes, chronic obstructive pulmonary disease, asthma,
and neurological disorders) to almost 3 million patients and over
50 000 participating physicians. Educational support and progres-
sive discounts mean more Brazilian patients have access to treat-
ment. In addition, patient compliance to treatment has more than
doubled in Brazil, along with increased visits to pharmacies.

POTENTIAL LIABILITY ARISING FROM LEGAL PROCEEDINGS

In recent years, there has been a trend of increasing government
investigations and litigations against companies operating in the
industries of which we are a part, both in the United States and in
an increasing number of countries around the world. We are obli-
gated to comply with the laws of the approximately 140 countries
in which we operate, covering an extremely wide range of activities.
To that end, we have a significant global compliance with law pro-
gram in place. Nonetheless, despite our efforts, any failure to com-
ply with the law could lead to substantial liabilities that may not be
covered by insurance, and could affect our business and reputa-
tion.

A number of our subsidiaries are, and will likely continue to be,
subject to various legal proceedings that arise from time to time,
such as proceedings regarding product liability, commercial dis-
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putes, employment and wrongful discharge, antitrust, securities,
sales and marketing practices, health and safety issues, environ-
mental remediation, taxation, privacy and intellectual property mat-
ters. Such proceedings are inherently unpredictable, and large
judgments sometimes occur. As a consequence, we may in the
future incur judgments or enter into settlements of claims that
could have a material adverse effect on our results of operations or
cash flows.

In addition, governments and regulatory authorities around the
world have been stepping up their compliance and law enforce-
ment activities in recent years in key areas, including corruption,
marketing practices, insider trading, antitrust, trade restrictions,
embargo legislation and data privacy. Responding to such investi-
gations is costly, and requires an increasing amount of our manage-
ment’s time and attention. In addition, such investigations may
affect our reputation and create a risk of potential exclusion from
government reimbursement programs in the United States and
other countries. These factors have contributed to recent decisions
by us and other companies in our industry, when deemed in the
companies’ interest, to enter into settlement agreements with gov-
ernmental authorities around the world prior to any formal deci-
sion by the authorities. These settlements have involved and may
continue to involve large cash payments, including the potential
repayment of amounts allegedly obtained improperly and penal-
ties of up to treble damages. In addition, settlements of healthcare
fraud cases often require companies to enter into corporate
integrity agreements, which are intended to regulate company
behavior for a period of years. Also, matters underlying governmen-
tal investigations and settlements may be the subject of separate
private litigation.

Adverse judgments or settlements in any of the significant
investigations or cases against us could have a material adverse
effect on our business, financial condition and results of operations.

EXECUTION OF FOCUSED DIVERSIFICATION STRATEGY

To capture opportunities and mitigate risks, Novartis aims to main-
tain leadership positions in growing segments of the healthcare
industry.

RESEARCHING AREAS OF GROWING UNMET MEDICAL NEED

Patients are at the center of everything we do, and while many of
our competitors have outsourced or partially outsourced their
research and development activities, we have continued our efforts
to expand and rejuvenate our portfolio through innovation in order
to bring new healthcare solutions to market in areas where cur-
rently available treatments do not meet patient needs.

Pharmaceuticals and Alcon conduct research through NIBR,
which focuses on studying molecular signaling pathways that, when
defective, can lead to disease. When drugs pass initial safety and
efficacy tests in one disease area, we frequently initiate parallel
studies in other indications because illnesses can share a common
underlying pathway. We also leverage our NIBR R&D investments in

Animal Health, as many of the medicines developed for human
patients also have applications for pets and farm animals.

Beyond our internal research activities, Novartis also collabo-
rates with partners to develop and commercialize promising treat-
ments that can improve patient outcomes. For example, in 2012, we
announced an exclusive, multi-year collaboration with the Univer-
sity of Pennsylvania to research, develop and commercialize tar-
geted chimeric antigen receptor (CAR) immunotherapies, a new
frontier in oncology research that has the potential to transform the
treatment of cancer. Also this year, Alcon entered into a licensing
agreement with ThromboGenics to commercialize Jetrea (ocriplas-
min), the first pharmacological treatment for symptomatic vitreo-
macular adhesion (VMA), outside of the United States. Ocriplasmin
received FDA approval in October and is currently under EMA
review. There are more than 300 000 VMA patients in Europe alone
who could potentially benefit from ocriplasmin. If approved, Alcon
plans to introduce ocriplasmin in more than 40 countries world-
wide.

In addition, we have a significant pipeline of cardiovascular
products in late-stage development, with both RLX030 in develop-
ment for acute heart failure (from the acquisition of Corthera Inc.
in 2009) and LCZ696 in development for hypertension and chronic
heart failure. Both RLX030 and LCZ696 have the potential to
address large patient populations, as the prevalence of heart failure
is increasing. Chronic heart failure currently affects 20 million peo-
ple worldwide and is projected to grow by 2.3% over the next
decade. Of the 2 million people with acute heart failure who are dis-
charged from the hospital each year in the United States and
Europe, approximately 50% could be eligible for RLX030, if
approved.

We believe that our focus on researching areas of unmet need
will allow us to extend our lead in innovation. We continued our
strong track record of bringing new medicines and indications to
market in 2012, as our Pharmaceuticals Division secured 11 major
approvals for new products and indications in the United States and
European Union, on top of significant approvals in Alcon and Vac-
cines and Diagnostics.

FOCUSING ON PATIENT OUTCOMES

Reflecting our commitment to patients, our strategy has moved
from a transactional approach of simply selling pills to a more inte-
grated approach that focuses on improving health outcomes and
partnering with customers to deliver more services for patients.

We have developed support programs aimed at improving
access and adherence to our treatments, which are expected to
improve health outcomes and cut excess costs associated with low
levels of adherence. For example, we established a Gilenya support
program in the United States that provides MS patients with a nurse
navigator to help arrange medical tests and improve compliance
by following up with patients on a monthly basis. We are also in the
process of conducting patient segmentation market research to
understand issues around MS treatment adherence, and plan to
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develop and offer an adherence program through the nurse navi-
gator program later in the year.

Similarly, in Sandoz, we work to bring biopharmaceuticals to
patients in need earlier in disease progression, aiming to help pre-
vent the onset of serious or life-threatening complications. For
example, in the UK, the introduction of biosimilar filgrastim moved
the medication from a second-line to first-line treatment for febrile
neutropenia associated with chemotherapy – a shift that signifi-
cantly increased access to this important therapy for thousands of
cancer patients.

TAILORING COMMERCIAL MODELS AROUND CUSTOMER NEEDS

In today’s healthcare landscape, in which access to physicians is
becoming increasingly restricted for sales representatives, Novartis
collaborates with key customer segments in an effort to provide
doctors and patients with the information and support they need.
This partnership not only improves our relationships with important
customers, but also may enable doctors to provide better care to
patients.

Our “Key Account Management” approach, for example, allows
us to identify opportunities to collaborate with customers to help
them support patients and providers. In Taiwan, we instituted a
patient education program along with one of our customers that
helped to reduce stroke patient re-hospitalization rates from 23%
to 15% while ensuring access to Novartis medications. We imple-
mented a global franchise model within Alcon to encourage func-
tional excellence, cross-functional collaboration and accelerated
decision-making across R&D, commercial and manufacturing,
enhancing innovation and speed-to-market of new products.

For doctors, our support comes in the form of education, rais-
ing awareness of the latest advances in our understanding of dis-
ease pathways and treatment options so they can provide the high-
est quality of care to patients. For example, in Sandoz, we are
growing our medical affairs outreach to educate physicians about
biosimilars products and assist them in understanding the value
that these treatment options can provide. Novartis is also commit-
ted to working with payors to enable eligible patients to benefit
from access to our industry-leading portfolio and, to that end, has
over 150 individual patient access programs around the world.

ENGAGING PATIENTS IN THEIR CARE

In a recent survey, 50% of Americans said that texts, emails or
smartphone applications with tips, reminders and encouragement
could have helped them avoid a health problem in the past. To
improve patient outcomes, Novartis is working to leverage the chan-
nels that patients use on a day-to-day basis to engage them in their
own care. For example, in the UK, Sandoz launched a novel disease
education tool that uses augmented reality to educate young chil-
dren about growth hormone deficiencies.

Additionally, while patients could obtain better health outcomes
by participating in clinical trials for new innovative treatments, very
few of them do: only 2% of Americans get involved with clinical
research each year and less than 4% of United States physicians
ever participate, according to the Center for Information and Study
on Clinical Research Participation. Novartis, in partnership with
electronic health record (EHR) management companies, is piloting
a process in which physicians are notified by the EHR management
company about relevant ongoing clinical trials when they enter data
into the EHR. By engaging patients at their point of care, we provide
them with the information they need to make well-informed deci-
sions about their health.

Alcon, too, has a long history of empowering patients by work-
ing with eye care professionals and policymakers to raise aware-
ness about eye diseases and treatment options. For example, in
Europe, Alcon works with policymakers to provide cataract patients
with a choice between cataract surgery with a conventional intraoc-
ular lens (which is fully reimbursed), and cataract surgery with an
advanced technology intraocular lens, which corrects refractive
errors, such as presbyopia and astigmatism, while removing their
cataract (which is available with a co-payment).

ENHANCING ACCESS TO HEALTHCARE

Access to healthcare is a global challenge, and bridging the access
gap is a goal Novartis shares with governments, international agen-
cies like the WHO, foundations and nongovernmental organizations.

At Novartis, enhancing access begins with medical research,
continues with product donations and new business models, and is
supported by action to strengthen healthcare in both developing
and advanced economies. In 2012, our access-to-healthcare contri-
butions and programs were valued at more than USD 2.0 billion,
providing medicine to approximately 100 million patients and
health education, infrastructure development and other programs
to another 7.2 million people worldwide. Millions more purchased
high-quality, low-cost generics from our Sandoz Division.

However, no single company — no matter how committed to
patients — can bridge the access gap alone. Barriers to access can
be overcome only with effective and coordinated action by all par-
ties involved.

In 2012, Novartis extended its collaboration with the WHO and
other organizations to eliminate leprosy. As part of a donation val-
ued at more than USD 20 million, Novartis will continue to provide
free multidrug therapy medicines to treat an estimated 850 000
people with leprosy through 2020. Similarly, Sandoz is working with
the Zambian government to increase access to high-quality, afford-
able medicines across Africa by supporting small, independent
health shops, the primary healthcare providers in rural areas. This
support helps efforts to provide a consistent, reliable and safe sup-
ply of drugs for Zambia’s patients, which in turn helps the country
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reach several of its UN Millennium Development Goals by 2015. In
addition, Alcon supports more than 800 medical missions and
numerous partnerships with non-profit organizations each year to
bring eye care to places in which services and treatments are not
yet available, train local physicians to perform state-of-the-art sur-
gery and provide sustainable eye care.

In addition, following the success of its Arogya Parivar (“healthy
family”) program in India, Novartis launched Familia Nawiri in
Kenya and Cung Song Khoe in Vietnam in 2012. These localized
social business models aim to expand access to quality healthcare
for people living at the bottom of the pyramid without consistent
access to healthcare or health education.

FACTORS AFFECTING COMPARABILITY OF YEAR-ON-
YEAR RESULTS OF OPERATIONS

RECENT ACQUISITIONS

The comparability of the year-on-year results of our operations for
the total Group can be significantly affected by acquisitions and
divestments. The only transaction of significance during the year is
mentioned below.

Sandoz – Acquisition of Fougera Pharmaceuticals, Inc.
On July 20, 2012, Sandoz completed the acquisition of 100% of
Fougera Pharmaceuticals, Inc. a specialty dermatology generics
company based in Melville, New York, for USD 1.5 billion in cash.
The acquisition of Fougera Pharmaceuticals, Inc. creates another
strong global growth platform for Sandoz. Fougera has strong der-
matology development and manufacturing expertise and employs
approximately 700 people.

The final purchase price allocation resulted in net identified
assets of USD 0.6 billion (excluding acquired cash) and goodwill of
USD 0.9 billion. Results of operations since the acquisition date
were not material.

NON-IFRS MEASURES AS DEFINED BY NOVARTIS

The following non-IFRS metrics are used by Novartis when measur-
ing performance, especially when measuring current year results
against prior periods: core results, constant currencies, EBITDA,
free cash flow and net debt.

Despite the use of these measures by management in setting
goals and measuring the Group’s performance, these are non-
IFRS measures that have no standardized meaning prescribed by
IFRS. As a result, such measures have limits in their usefulness to
investors.

Because of their non-standardized definitions, the non-IFRS
measures (unlike IFRS measures) may not be comparable to the
calculation of similar measures of other companies. These meas-
ures are presented solely to permit investors to more fully under-
stand how the Group’s management assesses underlying perform-
ance. These measures are not, and should not be viewed as, a
substitute for IFRS measures.

As an internal measure of Group performance, these measures
have limitations, and the performance management process is not
solely restricted to these metrics.

CORE RESULTS

The Group’s core results – including core operating income, core
net income and core earnings per share – exclude the amortization
of intangible assets, impairment charges, expenses relating to the
integration of acquisitions as well as other items that are, or are
expected to accumulate within the year to be, over a USD 25 mil-
lion threshold that management deems exceptional.

Novartis believes that investor understanding of the Group’s
performance is enhanced by disclosing core measures of perform-
ance because, since they exclude these exceptional items which can
vary significantly from year to year, the core measures enable bet-
ter comparison across years. For this same reason, Novartis uses
these core measures in addition to IFRS and other measures as
important factors in assessing the Group’s performance.
The following are examples of how these core measures are utilized:
– In addition to monthly reports containing financial information

prepared under IFRS, senior management receives a monthly
analysis incorporating these core measures.

– Annual budgets are prepared for both IFRS and core measures.
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CONSTANT CURRENCIES

Changes in the relative values of non-US currencies to the US dol-
lar can affect the Group’s financial results and financial position. To
provide additional information that may be useful to investors,
including changes in sales volume, we present information about
our net sales and various values relating to operating and net
income that are adjusted for such foreign currency effects.

Constant currency calculations have the goal of eliminating two
exchange rate effects so that an estimate can be made of underly-
ing changes in the consolidated income statement excluding the
impact of fluctuations in exchange rates:
– the impact of translating the income statements of consolidated

entities from their non-USD functional currencies to USD; and
– the impact of exchange rate movements on the major transac-

tions of consolidated entities performed in currencies other than
their functional currency.

We calculate constant currency measures by translating the cur-
rent year’s foreign currency values of the sales and earnings into
USD using the average exchange rates from the prior year and com-
paring them to the prior year values in USD.

We use these constant currency measures in evaluating the
Group’s performance, since they may assist us in evaluating our
ongoing performance from year to year. However, in performing our
evaluation, we also consider equivalent measures of performance
which do not take into account changes in the relative value of cur-
rencies.

FREE CASH FLOW

Novartis defines free cash flow as cash flow from operating activi-
ties excluding cash flow associated with the purchase or sale of
property, plant & equipment, intangible, non-current and financial
assets. Cash flows in connection with the acquisition or divestment
of subsidiaries, associated companies and non-controlling interests
are also excluded from free cash flow.

Free cash flow is presented as additional information because
Novartis considers it to be a useful indicator of the Group’s ability
to operate without relying on additional borrowing or the use of
existing cash. Free cash flow is a measure of the net cash generated
that is available for dividend payments, debt repayment and invest-
ment in strategic opportunities. The Group uses free cash flow as a
performance measure when making internal comparisons of the
results of divisions. Free cash flow constitutes a non-IFRS financial
measure, which means that it should not be interpreted as a meas-
ure determined under IFRS. Free cash flow is not intended to be a
substitute measure for cash flow from operating activities (as deter-
mined under IFRS).

NET DEBT

Novartis defines net debt as our cash and cash equivalents, current
investments and derivative financial instruments less interest-bear-
ing loans and borrowings.

EBITDA

Novartis defines earnings before interest, tax, depreciation and
amortization (EBITDA) as operating income excluding depreciation
of property, plant & equipment (including any related impairment
charges), amortization of intangible assets (including any related
impairment charges), income from associated companies, interest
expense, other financial income/expense, other expense and taxes.

2012 2011 Change
USD millions USD millions USD millions

Operating income 11 511 10 998 513

Depreciation of property, plant &
equipment 1 704 1 728 – 24

Amortization of intangible assets 2 894 3 028 – 134

Impairments of property, plant &
equipment and intangible assets 322 1 032 – 710

Group EBITDA 16 431 16 786 – 355
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2012 AND 2011 RECONCILIATION OF IFRS RESULTS TO CORE RESULTS

Acquisition or
divestment related

Amortization items, restructuring
of intangible and integration Exceptional

IFRS results assets1 Impairments2 charges3 items4 Core results
2012 USD millions USD millions USD millions USD millions USD millions USD millions

Gross profit 38 805 2 786 174 39 43 41 847

Operating income 11 511 2 876 356 330 87 15 160

Income before taxes 11 243 3 045 356 364 87 15 095

Taxes – 1 625 – 2 2845

Net income 9 618 12 811

Basic earnings per share (USD) 6 3.93 5.25

The following are adjustments to arrive at Core Gross Profit

Other revenues 888 – 56 832

Cost of goods sold – 18 756 2 786 174 39 99 – 15 658

The following are adjustments to arrive at Core Operating Income

Marketing & Sales – 14 353 1 – 14 352

Research & Development – 9 332 87 109 20 – 9 116

General & Administration – 2 937 14 – 2 923

Other income 1 187 – 1 – 373 813

Other expense – 1 859 3 74 290 383 – 1 109

The following are adjustments to arrive at Core Income before taxes

Income from associated companies 552 169 34 755

1 Amortization of intangible assets: Cost of goods sold includes recurring amortization of acquired rights to in-market products and other production-related intangible assets; Research & Development
includes the recurring amortization of acquired rights for technology platforms; Other expense includes amortization of intangible assets; Income from associated companies includes the recurring
amortization of the purchase price allocation related to intangible assets included in the Novartis equity-method accounting for Roche of USD 153 million and USD 16 million for the Novartis share
of the estimated Roche core items.

2 Impairments: Cost of goods sold, Research & Development, Other income, and Other expense include principally impairments of intangible assets and property, plant & equipment; Other expense
also includes impairments of financial assets.

3 Acquisition or divestment related items, restructuring and integration charges: Cost of goods sold includes acquisition related inventory step-up adjustments; Marketing & Sales and Other expense
relate to Alcon and Fougera integration costs; Income from associated companies includes a USD 16 million revaluation gain on the initial interest in an acquired company and the Novartis share of
USD 50 million restructuring charge related to Roche.

4 Other exceptional items: Other revenues include an income of USD 56 million related to an intellectual property settlement and license agreement; Cost of goods sold, Research & Development,
Other income, and Other expense include restructuring charges related to the Group-wide rationalization of manufacturing sites; Cost of goods sold also includes an additional charge of USD 22
million for product recalls related to a US production plant; Research & Development also includes a net USD 18 million increase of contingent consideration liabilities related to business
combinations; General & Administration includes exceptional IT-related costs; Other income includes a provision reduction of USD 137 million mainly related to Tekturna/Rasilez inventories, a product
divestment gain of USD 93 million, a reversal of prior year restructuring charges of USD 76 million, and a gain on divestment related to the Novartis Venture Funds of USD 51 million; Other expense
includes principally a restructuring charge of USD 149 million related to the US business, and charges for transforming IT and finance processes of USD 117 million.

5 Taxes on the adjustments between IFRS and core results take into account, for each individual item included in the adjustment, the tax rate that will finally be applicable to the item based on the
jurisdiction where the adjustment will finally have a tax impact. Generally, this results in amortization and impairment of intangible assets and acquisition-related restructuring and integration items
having a full tax impact. There is usually a tax impact on exceptional items although this is not the case for items arising from criminal settlements in certain jurisdictions. Adjustments related to
income from associated companies are recorded net of any related tax effect. Due to these factors and the differing effective tax rates in the various jurisdictions, the tax on the total adjustments of
USD 3.9 billion to arrive at the core results before tax amounts to USD 659 million. This results in the average tax rate on the adjustments being 17.1 %.

6 Earnings per share (EPS) is calculated on the amount of net income attributable to shareholders of Novartis AG.
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Acquisition or
divestment related

Amortization items, restructuring
of intangible and integration Exceptional

IFRS results assets1 Impairments2 charges3 items4 Core results
2011 USD millions USD millions USD millions USD millions USD millions USD millions

Gross profit 40 392 2 918 278 5 246 43 839

Operating income 10 998 3 028 1 224 148 511 15 909

Income before taxes 10 773 3 238 1 224 148 552 15 935

Taxes – 1 528 – 2 4455

Net income 9 245 13 490

Basic earnings per share (USD) 6 3.83 5.57

The following are adjustments to arrive at Core Gross Profit

Net sales 58 566 117 58 683

Cost of goods sold – 18 983 2 918 278 5 129 – 15 653

The following are adjustments to arrive at Core Operating Income

Marketing & Sales – 15 079 2 – 15 077

Research & Development – 9 583 93 341 – 90 – 9 239

General & Administration – 2 970 13 – 2 957

Other income 1 354 – 3 – 102 – 806 443

Other expense – 3 116 4 608 245 1 159 – 1 100

The following are adjustments to arrive at Core Income before taxes

Income from associated companies 528 210 41 779

1 Amortization of intangible assets: Cost of goods sold includes recurring amortization of acquired rights to in-market products and other production-related intangible assets; Research & Development
includes the recurring amortization of acquired rights for technology platforms; General & Administration includes the recurring amortization of intangible assets; Other expense includes amortization
of intangible assets; Income from associated companies includes the recurring amortization of the purchase price allocation related to intangible assets included in the Novartis equity-method
accounting for Roche of USD 162 million and USD 48 million for the Novartis share of the estimated Roche core items.

2 Impairments: Cost of goods sold includes impairment charges related to Tekturna/Rasilez, Consumer Health in the US, and other intangible assets; Research & Development includes impairment
charges principally for PTK796, AGO178 (agomelatine), PRT128, SMC021 and In Process Research & Development; Other income includes an impairment reversal; Other expense includes
impairments of USD 314 million related to Tekturna/Rasilez, USD 47 million related to SMC021, USD 17 million related to the Group-wide rationalization of manufacturing sites, and amounts for
financial assets.

3 Acquisition-related divestment gains, restructuring and integration charges: Cost of goods sold includes an acquisition related inventory step-up adjustment; Other income includes a gain from
product sales required by regulators to approve the Alcon merger; Other expense relates primarily to Alcon integration costs.

4 Exceptional items: Net sales to third parties includes a returns provision related to Tekturna/Rasilez and a recall provision related to over-the-counter products; Cost of goods sold and Marketing &
Sales include charges related to Consumer Health in the US; Cost of goods sold, Research & Development, Other income, and Other expense include restructuring charges related to the Group-wide
rationalization of manufacturing sites; Cost of goods sold and Other expense include Swiss restructuring charges of USD 254 million; Research & Development includes a reduction to a contingent
consideration liability related to a business combination of USD 106 million in Sandoz; Other income and expense include a net USD 183 million gain from the Jump litigation settlement and a USD
100 million settlement gain, a USD 85 million insurance settlement gain, product divestment gains of USD 378 million, charges of USD 284 million related to legal settlements, USD 161 million for IT
and finance restructuring projects, an amount of USD 295 million related to Tekturna/Rasilez, an amount of USD 13 million related to SMC021, and other restructuring charges; Income from
associated companies reflects a charge of USD 41 million for the Novartis share of Roche’s restructuring.

5 Taxes on the adjustments between IFRS and core results take into account, for each individual item included in the adjustment, the tax rate that is applicable to the item in the jurisdiction where the
adjustment arises. Generally, this results in amortization and impairment of intangible assets and acquisition-related restructuring and integration items having a full tax impact. There is usually a tax
impact on exceptional items although this is not the case for items arising from criminal settlements in certain jurisdictions. Adjustments related to income from associated companies are recorded
net of any related tax effect. Due to these factors and the differing effective tax rates in the various jurisdictions, the tax on the total adjustments of USD 5.2 billion to arrive at the core results before
tax amounts to USD 917 million. This results in the average tax rate on the adjustments being 17.8%.

6 Earnings per share (EPS) is calculated on the amount of net income attributable to shareholders of Novartis AG.
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2012 AND 2011 RECONCILIATION OF SEGMENT OPERATING INCOME TO CORE OPERATING INCOME

Pharmaceuticals Alcon

2012 2011 2012 2011
USD millions USD millions USD millions USD millions

Operating income 9 598 8 296 1 465 1 472

Amortization of intangible assets 322 423 1 915 1 928

Impairments

Intangible assets 211 552 17 20

Property, plant & equipment related to the Group-wide
rationalization of manufacturing sites 12 5

Other property, plant & equipment 25 391

Financial assets 2 30 4

Total impairment charges 238 985 17 29

Acquisition-related items

- Gains – 81 – 21

- Expenses 264 233

Total acquisition-related items, net – 81 264 212

Other exceptional items

Exceptional divestment gains – 93 – 334

Restructuring items

- Income – 70 – 1

- Expense 240 420 24 52

Legal-related items

- Income – 100 – 229

- Expense 19 80 45

Additional exceptional income – 137 – 17

Additional exceptional expense 96 351 14

Total other exceptional items 55 417 37 – 149

Total adjustments 615 1 744 2 233 2 020

Core operating income 10 213 10 040 3 698 3 492

Core return on net sales 31.8% 30.9% 36.2% 35.1%

ENTERPRISE VALUE

Enterprise value represents the total amount that shareholders and
debt holders have invested in Novartis, less the Group’s liquidity.

Dec 31, 2012 Dec 31, 2011 Change
USD millions USD millions USD millions

Market capitalization 151 998 137 511 14 487

Non-controlling interests 126 96 30

Financial debts 19 726 20 229 – 503

Liquidity – 8 119 – 5 075 – 3 044

Enterprise value 163 731 152 761 10 970

Enterprise value/EBITDA 10 9

NOVARTIS ECONOMIC VALUE ADDED

Novartis utilizes its own definition for measuring Novartis Economic
Value Added (NVA), which is utilized for determining payouts under
the Long-Term Performance Plan. The following table shows NVA
for 2012 and 2011 utilizing the Novartis definition.

Year ended Year ended Change
Dec 31, 2012 Dec 31, 2011 in USD
USD millions USD millions %

Operating income 11 511 10 998 5

Income from associated companies 552 528 5

Operating interest – 348 – 284 23

Operating tax – 2 334 – 2 296 2

Capital charge – 7 060 – 7 397 – 5

Novartis Economic Value Added 2 321 1 549 50
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Sandoz Vaccines and Diagnostics Consumer Health Corporate Total

2012 2011 2012 2011 2012 2011 2012 2011 2012 2011
USD millions USD millions USD millions USD millions USD millions USD millions USD millions USD millions USD millions USD millions

1 091 1 422 – 250 – 249 48 727 – 441 – 670 11 511 10 998

364 383 215 231 57 59 3 4 2 876 3 028

43 25 5 8 7 14 283 619

17

3 1 6 2 3 2 2 39 396

1 135 31 23 34 192

46 26 12 145 10 16 33 23 356 1 224

– 102

62 3 5 1 12 330 250

62 3 5 1 12 330 148

– 44 – 51 – 144 – 378

– 10 – 12 – 8 – 89 – 12

4 4 1 3 3 8 272 487

– 329

204 25 44 329

– 59 – 106 – 56 – 85 – 252 – 208

5 24 107 117 164 256 622

– 60 90 – 55 3 44 71 66 79 87 511

412 499 175 384 111 146 103 118 3 649 4 911

1 503 1 921 – 75 135 159 873 – 338 – 552 15 160 15 909

17.3% 20.3% – 4.0% 6.8% 4.3% 18.9% 26.7% 27.2%

Operating interest is the internal charge on average working capi-
tal based on the short-term borrowing rates of the entity owning
them.

Operating tax is the internal tax charge for each entity applying
the applicable tax rate to the profit before tax of each entity unad-
justed for tax-disallowed items or tax loss carryforwards.

The capital charge is the notional interest charge on the Group’s
average non-current assets based on an internally calculated weighted
average cost of capital for the Group.

INTERNAL CONTROL OVER FINANCIAL REPORTING

The Group’s management has assessed the effectiveness of inter-
nal control over financial reporting. The Group’s independent statu-
tory auditor also issued an opinion on the effectiveness of internal
control over financial reporting. Both the Group’s management and
its external auditors concluded that the Group maintained, in all
material respects, effective internal control over financial reporting
as of December 31, 2012.
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SUMMARY OF QUARTERLY FINANCIAL DATA FOR 2012 AND 2011

USD millions unless indicated otherwise Q1 Q2 Q3 Q4 2012 Q1 Q2 Q3 Q4 2011

Net sales 13 735 14 303 13 807 14 828 56 673 14 027 14 915 14 843 14 781 58 566

Other revenues 178 238 232 240 888 195 208 191 215 809

Cost of goods sold – 4 484 – 4 610 – 4 575 – 5 087 – 18 756 – 4 458 – 4 619 – 4 788 – 5 118 – 18 983

Gross profit 9 429 9 931 9 464 9 981 38 805 9 764 10 504 10 246 9 878 40 392

Marketing & Sales – 3 495 – 3 613 – 3 393 – 3 852 – 14 353 – 3 524 – 3 904 – 3 652 – 3 999 – 15 079

Research & Development – 2 235 – 2 285 – 2 191 – 2 621 – 9 332 – 2 188 – 2 397 – 2 475 – 2 523 – 9 583

General & Administration – 719 – 737 – 693 – 788 – 2 937 – 694 – 738 – 734 – 804 – 2 970

Other income 351 265 291 280 1 187 549 502 213 90 1 354

Other expense – 516 – 373 – 451 – 519 – 1 859 – 499 – 645 – 647 – 1 325 – 3 116

Operating income 2 815 3 188 3 027 2 481 11 511 3 408 3 322 2 951 1 317 10 998

Income from associated companies 128 176 81 167 552 117 130 151 130 528

Interest expense – 164 – 183 – 178 – 199 – 724 – 189 – 190 – 198 – 174 – 751

Other financial income and expense – 41 34 – 70 – 19 – 96 22 – 16 4 – 12 – 2

Income before taxes 2 738 3 215 2 860 2 430 11 243 3 358 3 246 2 908 1 261 10 773

Taxes – 411 – 482 – 384 – 348 – 1 625 – 537 – 520 – 420 – 51 – 1 528

Group net income 2 327 2 733 2 476 2 082 9 618 2 821 2 726 2 488 1 210 9 245

Attributable to:

Shareholders of Novartis AG 2 305 2 706 2 449 2 045 9 505 2 770 2 704 2 464 1 175 9 113

Non-controlling interests 22 27 27 37 113 51 22 24 35 132

Basic earnings per share (USD) 0.95 1.12 1.01 0.84 3.93 1.21 1.13 1.02 0.49 3.83

Net sales by segment

Pharmaceuticals 7 839 8 255 7 783 8 276 32 153 7 698 8 338 8 159 8 313 32 508

Alcon 2 541 2 648 2 460 2 576 10 225 2 416 2 625 2 492 2 425 9 958

Sandoz 2 124 2 147 2 044 2 387 8 702 2 373 2 466 2 340 2 294 9 473

Vaccines and Diagnostics 299 349 582 628 1 858 371 299 655 671 1 996

Consumer Health 932 904 938 961 3 735 1 169 1 187 1 197 1 078 4 631

Group net sales 13 735 14 303 13 807 14 828 56 673 14 027 14 915 14 843 14 781 58 566

Operating income by segment

Pharmaceuticals 2 402 2 741 2 531 1 924 9 598 2 461 2 791 2 219 825 8 296

Alcon 363 419 360 323 1 465 524 371 341 236 1 472

Sandoz 298 259 250 284 1 091 412 283 333 394 1 422

Vaccines and Diagnostics – 173 – 96 – 22 41 – 250 – 101 – 214 24 42 – 249

Consumer Health 12 0 48 – 12 48 265 225 210 27 727

Corporate income & expense, net – 87 – 135 – 140 – 79 – 441 – 153 – 134 – 176 – 207 – 670

Group operating income 2 815 3 188 3 027 2 481 11 511 3 408 3 322 2 951 1 317 10 998

Core operating income 3 686 3 911 3 889 3 674 15 160 4 012 4 235 4 112 3 550 15 909

Core net income 3 093 3 356 3 260 3 102 12 811 3 376 3 564 3 539 3 011 13 490

Core basic earnings per share 1.27 1.38 1.34 1.27 5.25 1.41 1.48 1.45 1.23 5.57
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SUMMARY OF GROUP FINANCIAL DATA 2008–2012

USD millions unless indicated otherwise 2012 2011 20101 20091 20082

Net sales to third parties 56 673 58 566 50 624 44 267 41 459
Change relative to preceding year % – 3.2 15.7 14.4 6.8 8.9
Pharmaceuticals net sales 32 153 32 508 30 306 28 287 26 331
Change relative to preceding year % – 1.1 7.3 7.1 7.4 9.6
Alcon net sales 10 225 9 958 4 446 1 965 1 688
Change relative to preceding year % 2.7 nm nm 16.4 10.3
Sandoz net sales 8 702 9 473 8 592 7 493 7 557
Change relative to preceding year % – 8.1 10.3 14.7 – 0.8 5.4
Vaccines and Diagnostics net sales 1 858 1 996 2 918 2 424 1 759
Change relative to preceding year % – 6.9 – 31.6 20.4 37.8 21.1
Consumer Health net sales 3 735 4 631 4 362 4 098 4 124
Change relative to preceding year % – 19.3 6.2 6.4 – 0.6 5.9
Operating income from continuing operations 11 511 10 998 11 526 9 982 8 964
Change relative to preceding year % 4.7 – 4.6 15.5 11.4 32.2
As a % of net sales % 20.3 18.8 22.8 22.5 21.6
As a % of average equity % 17.0 16.2 18.1 18.5 18.0
As a % of average net operating assets % 14.2 13.3 16.6 18.9 19.1
Operating income from discontinued operations 3 70
Net income from continuing operations 9 618 9 245 9 969 8 454 8 163
Change relative to preceding year % 4.0 – 7.3 17.9 3.6 24.8
As a % of net sales % 17.0 15.8 19.7 19.1 19.7
Net income from discontinued operations 3 70
Total Group net income 9 618 9 245 9 969 8 454 8 233
As a % of average equity % 14.2 13.6 15.7 15.7 16.5
Dividends of Novartis AG 4 6 160 6 030 5 368 4 486 3 941
As % of net income from continuing operations 5 % 65 66 55 53 49
Cash flows from operating activities 6 14 194 14 309 14 067 12 191 9 769
Change relative to preceding year % – 0.8 1.7 15.4 24.8 6.1
As a % of net sales % 25.0 24.4 27.8 27.5 23.6
Free cash flow 6 11 383 12 503 12 346 9 446 7 646
Change relative to preceding year % – 9.0 1.3 30.7 23.5 20.2
As a % of net sales % 20.1 21.3 24.4 21.3 18.4
Purchase of property, plant & equipment 6 2 698 2 167 1 678 1 887 2 106
Change relative to preceding year % 24.5 29.1 – 11.1 – 10.4 – 17.4
As a % of net sales % 4.8 3.7 3.3 4.3 5.1
Depreciation of property, plant & equipment 6 1 704 1 728 1 363 1 241 1 205
As a % of net sales % 3.0 3.0 2.7 2.8 2.9
Core Research & Development 6 9 116 9 239 8 080 7 287 6 776
As a % of net sales % 16.1 15.8 16.0 16.5 16.3
Core Pharmaceuticals Division Research & Development 6 697 6 860 6 344 5 909 5 335
As a % of Pharmaceuticals Division net sales % 20.8 21.1 20.9 20.9 20.3
Total assets 124 216 117 496 123 318 95 505 78 299
Liquidity 8 119 5 075 8 134 17 449 6 117
Equity 69 219 65 940 69 769 57 462 50 437
Debt/equity ratio 0.28:1 0.31:1 0.33:1 0.24:1 0.15:1
Current ratio 1.16:1 1.04:1 1.08:1 1.7:1 1.3:1
Net operating assets 6 80 826 81 094 84 622 54 001 51 684
Change relative to preceding year % – 0.3 – 4.2 56.7 4.5 23.1
As a % of net sales % 142.6 138.5 167.2 122.0 124.7
Personnel costs 6 14 772 14 913 12 240 10 920 10 634
As a % of net sales % 26.1 25.5 24.2 24.7 25.6
Full-time equivalent associates at year-end 6 127 724 123 686 119 418 99 834 96 717
Net sales per full-time equivalent associate (average) 6 USD 450 841 481 818 461 788 450 438 425 402

1 Restated to reflect new segment allocation introduced during 2011.
2 2008 restated only for the transfer of CIBA Vision from Consumer Health to Alcon.
3 Discontinued Consumer Health operations (Gerber, Medical Nutrition and Nutrition & Santé).
4 2012: Proposed dividend for approval at the Annual General Meeting in February 2013. In all years, figure reflects only amounts paid to third party shareholders of Novartis AG.
5 Based on net income from continuing operations attributable to the shareholders of Novartis AG.
6 Only continuing operations.
nm = not meaningful
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NOVARTIS GROUP CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED INCOME STATEMENTS
(For the years ended December 31, 2012 and 2011)

2012 2011
Note USD millions USD millions

Net sales 3 56 673 58 566

Other revenues 888 809

Cost of goods sold – 18 756 – 18 983

Gross profit 38 805 40 392

Marketing & Sales – 14 353 – 15 079

Research & Development – 9 332 – 9 583

General & Administration – 2 937 – 2 970

Other income 1 187 1 354

Other expense – 1 859 – 3 116

Operating income 3 11 511 10 998

Income from associated companies 4 552 528

Interest expense 5 – 724 – 751

Other financial income and expense 5 – 96 – 2

Income before taxes 11 243 10 773

Taxes 6 – 1 625 – 1 528

Net income 9 618 9 245

Attributable to:

Shareholders of Novartis AG 9 505 9 113

Non-controlling interests 113 132

Basic earnings per share (USD) 7 3.93 3.83

Diluted earnings per share (USD) 7 3.89 3.78

The accompanying notes form an integral part of the consolidated financial statements.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(For the years ended December 31, 2012 and 2011)

2012 2011
Note USD millions USD millions

Net income 9 618 9 245

Fair value adjustments on financial instruments, net of taxes 8.1 116 21

Actuarial losses from defined benefit plans, net of taxes 8.2 – 1 811 – 1 421

Novartis share of other items recorded in comprehensive income recognized by associated companies, net of taxes 8.3 – 107 1

Currency translation effects 8.4 808 – 559

Total comprehensive income 8 624 7 287

Attributable to:

Shareholders of Novartis AG 8 512 7 171

Non-controlling interests 112 116

The accompanying notes form an integral part of the consolidated financial statements.
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Novartis Group Consolidated Financial Statements

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
(For the years ended December 31, 2012 and 2011)

Non-
Share Treasury Share Retained Total controlling Total

capital shares premium earnings Total value reserves interests equity
USD USD USD USD adjustments USD USD USD

Note millions millions millions millions USD millions millions millions millions

Total equity at January 1, 2011 957 – 125 198 61 074 1 092 62 364 6 573 69 769

Net income 9 113 9 113 132 9 245

Other comprehensive income 8 1 – 1 943 – 1 942 – 16 – 1 958

Total comprehensive income 9 114 – 1 943 7 171 116 7 287

Dividends 9.1 – 5 368 – 5 368 – 5 368

Purchase of treasury shares, net 9.2 – 31 – 3 429 – 3 429 – 3 460

Equity-based compensation 9.4 4 802 802 806

Excess of consideration exchanged
for acquiring non-controlling interest
compared to the recorded amounts 9.6 – 5 664 – 5 664 – 5 664

Changes in non-controlling interests 9.5 – 6 593 – 6 593

Fair value of Novartis shares used to acquire
outstanding non-controlling interests in Alcon, Inc. 9.7 59 31 9 073 9 073 9 163

Total of other equity movements 59 4 – 4 586 – 4 586 – 6 593 – 11 116

Total equity at December 31, 2011 1 016 – 121 198 65 602 – 851 64 949 96 65 940

Net income 9 505 9 505 113 9 618

Other comprehensive income 8 – 107 – 886 – 993 – 1 – 994

Total comprehensive income 9 398 – 886 8 512 112 8 624

Dividends 9.1 – 6 030 – 6 030 – 6 030

Sale of treasury shares, net 9.2 2 – 91 – 91 – 89

Reduction of share capital 9.3 – 15 21 – 6 – 6

Equity-based compensation 9.4 6 850 850 856

Changes in non-controlling interests 9.5 – 82 – 82

Total of other equity movements – 15 29 – 5 277 – 5 277 – 82 – 5 345

Total equity at December 31, 2012 1 001 – 92 198 69 723 – 1 737 68 184 126 69 219

The accompanying notes form an integral part of the consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS
(At December 31, 2012 and 2011)

2012 2011
Note USD millions USD millions

Assets

Non-current assets

Property, plant & equipment 10 16 939 15 627

Goodwill 11 31 090 29 943

Intangible assets other than goodwill 11 30 331 31 969

Investments in associated companies 4 8 840 8 622

Deferred tax assets 12 7 390 5 857

Financial assets 13 1 117 938

Other non-current assets 13 505 456

Total non-current assets 96 212 93 412

Current assets

Inventories 14 6 744 5 930

Trade receivables 15 10 051 10 323

Marketable securities and derivative financial instruments 16 2 567 1 366

Cash and cash equivalents 16 5 552 3 709

Other current assets 17 3 090 2 756

Total current assets 28 004 24 084

Total assets 124 216 117 496

Equity and liabilities

Equity

Share capital 18 1 001 1 016

Treasury shares 18 – 92 – 121

Reserves 68 184 64 949

Issued share capital and reserves attributable to Novartis AG shareholders 69 093 65 844

Non-controlling interests 126 96

Total equity 69 219 65 940

Liabilities

Non-current liabilities

Financial debts 19 13 781 13 855

Deferred tax liabilities 12 7 286 6 761

Provisions and other non-current liabilities 20 9 879 7 792

Total non-current liabilities 30 946 28 408

Current liabilities

Trade payables 5 593 4 989

Financial debts and derivative financial instruments 21 5 945 6 374

Current income tax liabilities 2 070 1 706

Provisions and other current liabilities 22 10 443 10 079

Total current liabilities 24 051 23 148

Total liabilities 54 997 51 556

Total equity and liabilities 124 216 117 496

The accompanying notes form an integral part of the consolidated financial statements.
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CONSOLIDATED CASH FLOW STATEMENTS
(For the years ended December 31, 2012 and 2011)

2012 2011
Note USD millions USD millions

Net income 9 618 9 245

Reversal of non-cash items 23.1 7 838 9 300

Dividends received from associated companies and others 426 404

Interest received 49 66

Interest paid – 594 – 640

Other financial receipts 214

Other financial payments – 22 – 47

Taxes paid – 2 022 – 2 435

Cash flows before working capital and provision changes 15 507 15 893

Restructuring payments and other cash payments from provisions – 1 173 – 1 471

Change in net current assets and other operating cash flow items 23.2 – 140 – 113

Cash flows from operating activities 14 194 14 309

Purchase of property, plant & equipment – 2 698 – 2 167

Proceeds from sales of property, plant & equipment 92 61

Purchase of intangible assets – 370 – 220

Proceeds from sales of intangible assets 163 643

Purchase of financial assets – 180 – 139

Proceeds from sales of financial assets 221 59

Purchase of other non-current assets – 57 – 48

Proceeds from sales of other non-current assets 18 5

Acquisitions of interests in associated companies – 12

Acquisitions and divestments of businesses 23.3 – 1 741 – 569

Purchase of marketable securities – 1 639 – 1 750

Proceeds from sales of marketable securities 516 3 345

Cash flows used in investing activities – 5 675 – 792

Acquisition of treasury shares – 505 – 3 628

Disposal of treasury shares 414 159

Increase in non-current financial debts 1 979 281

Repayment of non-current financial debts – 704 – 28

Change in current financial debts – 1 737 – 3 054

Proceeds from issuance of share capital to third parties 4

Acquisition of non-controlling interests – 6 – 3 187

Dividends paid to non-controlling interests and other financing cash flows – 86 – 203

Dividends paid to shareholders of Novartis AG – 6 030 – 5 368

Cash flows used in financing activities – 6 675 – 15 024

Net effect of currency translation on cash and cash equivalents – 1 – 103

Net change in cash and cash equivalents 1 843 – 1 610

Cash and cash equivalents at January 1 3 709 5 319

Cash and cash equivalents at December 31 5 552 3 709

The accompanying notes form an integral part of the consolidated financial statements.
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NOTES TO THE NOVARTIS GROUP CONSOLIDATED FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

The Novartis Group (Group or Novartis) is a multinational group of
companies specializing in the research, development, manufacturing
and marketing of a broad range of healthcare products led by inno-
vative pharmaceuticals. It is headquartered in Basel, Switzerland.

The consolidated financial statements of the Group comply with
the International Financial Reporting Standards (IFRS) as published
by the International Accounting Standards Board (IASB). They are
prepared in accordance with the historical cost convention except
for items that are required to be accounted for at fair value.

The Group’s financial year end is December 31 which is also the
annual closing date of the individual entity financial statements
incorporated into the Group’s consolidated financial statements.

The preparation of financial statements requires management to
make estimates and other judgments either at the balance sheet date
or during the year that affect the reported amounts of assets and lia-
bilities (including any contingent amounts) as well as of revenues and
expenses. Actual outcomes could differ from those estimates.

Listed below are accounting policies of significance to Novartis or,
in cases where IFRS provides alternatives, the option adopted by
Novartis.

SCOPE OF CONSOLIDATION

The consolidated financial statements include all entities that
Novartis AG, Basel, Switzerland directly or indirectly controls (gen-
erally as a result of owning more than 50% of the entity’s voting
interest). Special purpose entities, irrespective of their legal struc-
ture, are consolidated in instances where the Group has the power
to govern the financial and operating policies of an entity so as to
obtain benefits from their activities. Consolidated entities are also
referred to as “subsidiaries”.

Where Novartis does not fully own a subsidiary it has elected to
value any remaining outstanding non-controlling interest at the
time of acquiring control of the subsidiary at its proportionate share
of the fair value of the net identified assets.

Investments in associated companies (generally defined as
investments in entities in which Novartis holds between 20% and
50% of voting shares or over which it otherwise has significant influ-
ence) and joint ventures are accounted for using the equity method.

FOREIGN CURRENCIES

The consolidated financial statements of Novartis are presented in
US dollars (USD). The functional currency of subsidiaries is gener-
ally the local currency of the respective entity. The functional cur-
rency used for the reporting of certain Swiss and foreign finance
entities is USD instead of their respective local currencies. This
reflects the fact that the cash flows and transactions of these enti-
ties are primarily denominated in these currencies.

For subsidiaries not operating in hyperinflationary economies,
the subsidiary’s results, financial position and cash flows that do
not have USD as their functional currency are translated into USD
using the following exchange rates:
– income, expense and cash flows using for each month the aver-

age exchange rate with the US dollar values for each month being
aggregated during the year.

– balance sheets using year-end exchange rates.
– the resulting exchange rate differences are recognized in other

comprehensive income.

The only hyperinflationary economy applicable to Novartis is
Venezuela. The financial statements of the major subsidiaries in this
country are first adjusted for the effect of inflation and then trans-
lated into USD at the year-end exchange rate with any gain or loss
on the net monetary position recorded in the related functional
lines in the consolidated income statement.

ACQUISITION OF ASSETS

Acquired assets are initially recognized on the balance sheet at cost
if they meet the criteria for capitalization. If acquired as part of a
business combination the fair value of identified assets represents
the cost for these assets. If separately acquired the cost of the asset
includes the purchase price and any directly attributable costs for
bringing the asset into the condition to operate as intended. Expected
costs for obligations to dismantle and remove property, plant and
equipment when it is no longer used are included in their cost.

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are depreciated on a straight-line
basis in the consolidated income statement over their estimated
useful lives. Leasehold land is depreciated over the period of its
lease whereas freehold land is not depreciated. Property, plant and
equipment is assessed for impairment whenever there is an indica-
tion that its balance sheet carrying amount may not be recoverable.
The related depreciation expense is included in the costs of the
functions using the asset.

Useful life

Buildings 20 to 40 years

Machinery and other equipment

Machinery and equipment 7 to 20 years

Furniture and vehicles 5 to 10 years

Computer hardware 3 to 7 years

Government grants obtained for construction activities, including any
related equipment, are deducted from the gross acquisition cost to
arrive at the balance sheet carrying value of the related assets.
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GOODWILL AND INTANGIBLE ASSETS

GOODWILL

Goodwill arises in a business combination and is the excess of the
consideration transferred to acquire a business over the underlying
fair value of the net identified assets acquired. It is allocated to cash
generating units (CGUs) which are usually represented by the
reported segments. For Consumer Health each division is a sepa-
rate CGU. Goodwill is tested for impairment annually at the CGU
level and any impairment charges are recorded under “Other
Expense” in the consolidated income statement.

INTANGIBLE ASSETS AVAILABLE FOR USE

Novartis has the following classes of available-for-use intangible
assets other than goodwill: Currently marketed products; Market-
ing know-how; Technologies; Other intangible assets (including
computer software) and the Alcon brand name.

Currently marketed products represent the composite value of
acquired intellectual property, patents, and distribution rights and
product trade names.

Marketing know-how represents the value attributable to the expert-
ise acquired for marketing and distributing Alcon surgical equipment.

Technologies represent identified and separable acquired know-
how used in the research, development and production processes.

Significant investments in internally developed and acquired
computer software are capitalized and included in the “Other” cat-
egory and amortized once available for use.

The Alcon brand name is shown separately as it is the only Novartis
intangible asset that is available for use with an indefinite useful life.
Novartis considers that it is appropriate that the Alcon brand name has
an indefinite life since Alcon has a history of strong revenue and cash
flow performance, and Novartis has the intent and ability to support the
brand with spending to maintain its value for the foreseeable future.

Except for the Alcon brand name, intangible assets available for
use are amortized over their estimated useful lives on a straight-line
basis and tested for impairment whenever facts and circumstances
indicate that their carrying value may not be recoverable. The Alcon
brand name is not amortized, but tested for impairment annually.

The following table shows the respective useful lives for avail-
able for use intangible assets and the location in the consolidated
income statement in which the amortization and any potential
impairment charge is recognized:

Income statement location
for amortization and

Useful life impairment charges

Currently marketed products 5 to 20 years “Cost of goods sold”

Marketing-know how 25 years “Cost of goods sold”

Technologies 10 to 30 years “Cost of goods sold” or
“Research and Development”

Other (including 3 to 5 years In the respective
computer software) functional expense

Alcon brand name not amortized, Not applicable
indefinite useful life

INTANGIBLE ASSETS NOT YET AVAILABLE FOR USE

Acquired research and development intangible assets, which are still
under development and have accordingly not yet obtained market-
ing approval, are recognized as In-Process Research & Development
(IPR&D). IPR&D assets are only capitalized if they are deemed to
enhance the intellectual property of Novartis and include items such
as initial upfront and milestone payments on licensed or acquired
compounds.

IPR&D is not amortized, but tested for impairment on an annual
basis or when facts and circumstances warrant an impairment test.
Any impairment charge is recorded in the consolidated income state-
ment under “Research & Development”. Once a project included in
IPR&D has been successfully developed it is transferred to the “Cur-
rently marketed product” category mentioned above.

IMPAIRMENT OF GOODWILL, INTANGIBLE ASSETS AND PROPERTY, PLANT
AND EQUIPMENT

An asset is generally considered impaired when its balance sheet
carrying amount exceeds its estimated recoverable amount, which
is defined as the higher of its fair value less costs to sell and its
value in use. Usually, Novartis adopts the fair value less costs to sell
method for its impairment tests. In most cases no directly observ-
able market inputs are available to measure the fair value less cost
to sell, therefore an estimate is derived indirectly and is based on
net present value techniques utilizing post-tax cash flows and dis-
count rates. In the limited cases where the value in use method is
applied, net present value techniques are utilized using pre-tax
cash flows and discount rates.

Fair value reflects estimates of assumptions that market partic-
ipants would be expected to use when pricing the asset or CGU, and
for this purpose management considers the range of economic con-
ditions that are expected to exist over the remaining useful life of
the asset.

The estimates used in calculating the net present values are
highly sensitive and depend on assumptions specific to the nature
of the Group’s activities with regard to:
– the amount and timing of projected future cash flows;
– the outcome of R&D activities (compound efficacy, results of clin-

ical trials, etc.);
– the amount and timing of projected costs to develop IPR&D into

commercially viable products;
– the probability of obtaining regulatory approval;
– long-term sales forecasts for periods of up to 25 years;
– sales erosion rates after the end of patent protection and timing

of the entry of generic competition;
– the closing of facilities and changes in the planned use of prop-

erty, plant and equipment;
– the selected tax rate;
– the behavior of competitors (launch of competing products, mar-

keting initiatives, etc.); and
– the selected discount rate.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Generally, for intangible assets and property, plant and equipment
with a definite useful life Novartis uses cash flow projections for the
whole useful life of these assets, and for goodwill and the Alcon brand
name, Novartis utilizes cash flow projections for a five-year period
based on management forecasts, with a terminal value based on
sales projections usually in line with or lower than inflation rates for
later periods. Probability-weighted scenarios are typically used.

Discount rates used are based on the Group’s estimated
weighted average cost of capital adjusted for specific country and
currency risks associated with cash flow projections as an approx-
imation of the weighted average cost of capital of a comparable
market participant.

Due to the above factors, actual cash flows and values could vary
significantly from forecasted future cash flows and related values
derived using discounting techniques.

IMPAIRMENT OF ASSOCIATED COMPANIES

Novartis considers investments in associated companies for impair-
ment testing whenever there is a quoted share price and when this
has a fair value less than the per share balance sheet carrying value
for the investment. For unquoted investments in associated compa-
nies recent financial information is taken into account to assess
whether impairment testing is necessary.

If the recoverable amount of the investment is estimated to be
lower than the balance sheet carrying amount an impairment
charge is recognized for the difference in the consolidated income
statement under “Income from associated companies”.

CASH AND CASH EQUIVALENTS, MARKETABLE SECURITIES, DERIVATIVE
FINANCIAL INSTRUMENTS AND NON-CURRENT FINANCIAL ASSETS

Cash and cash equivalents include highly liquid investments with
original maturities of three months or less which are readily con-
vertible to known amounts of cash. Bank overdrafts are usually pre-
sented within “Current financial debts” on the consolidated balance
sheet except in cases where a right of offset has been agreed with
a bank which then allows for presentation on a net basis.

The Group defines “marketable securities” as those financial
items which are managed by the Group’s Corporate Treasury activ-
ity and consist principally of quoted equity and quoted debt secu-
rities as well as fund investments which are principally traded in
liquid markets. Certain financial assets are managed independently
of Corporate Treasury and these typically are held for long-term
strategic purposes and are therefore classified as non-current finan-
cial assets. They include equity securities and fund investments.

Financial assets are initially recorded at fair value on their trade
date. Quoted securities are re-measured at each reporting date to
fair value based on current market prices. If the market for a finan-
cial asset is not active or no market is available, fair values are
established using valuation techniques. These include the use of
data from the most recent arm’s length relevant transactions, such

as new financing rounds or partial disposals; reference to other
instruments that are substantially the same; a discounted cash flow
analysis; and other pricing models that make maximum use of
observable market data.

The Group has classified all its equity and quoted debt securi-
ties as well as fund investments as available-for-sale, as they are
not acquired to generate profit from short-term fluctuations in
price. Unrealized gains, except exchange gains related to quoted
debt instruments, are recorded as a fair value adjustment in the
consolidated statement of comprehensive income. They are recog-
nized in the consolidated income statement when the financial
asset is sold at which time the gain is transferred either to “Other
financial income and expense” for the marketable securities man-
aged by the Group’s Corporate Treasury activity or to “Other
income” in the consolidated income statement for all other equity
securities and fund investments. Exchange gains related to quoted
debt instruments are immediately recognized in the consolidated
income statement under “Other financial income and expense”.

A security is assessed for impairment when its market value at the
balance sheet date is less than initial cost reduced by any previously
recognized impairment. Impairments on equity securities, quoted
debt securities and fund investment and exchange rate gains and
losses on quoted debt securities in a foreign currency which are man-
aged by the Group’s Corporate Treasury activity are immediately
recorded in “Other financial income and expense” and impairments
for all other equity securities and other fund investments in “Other
expense” or “Other income” in the consolidated income statement.

Other non-current financial assets including loans are carried at
either amortized cost which reflects the time value of money or cost
adjusted for any accrued interest, less any allowances for uncollec-
table amounts. Impairments and exchange rate gains and losses on
other non-current financial assets including loans as well as inter-
est income using the effective interest rate method are immediately
recorded in “Other income” or “Other expense” in the consolidated
income statement.

Derivative financial instruments are initially recognized in the
balance sheet at fair value and are re-measured to their current fair
value at the end of each subsequent reporting period.

The Group utilizes derivative financial instruments for the pur-
pose of hedging to reduce the volatility in the Group’s performance
due to the exposure to various types of business risks which the
Group may face. The Group, therefore, enters into certain derivative
financial instruments, which provide effective economic hedges
under the Group’s policies. The risk reduction is obtained because
the derivative’s value or cash flows are expected, wholly or partly,
to move inversely to the hedged item and, therefore, offset changes
in the value or cash flows of the hedged item. The Group’s overall
hedging strategy is aiming to mitigate the currency and interest
exposure risk of positions which are contractually agreed and to
partially hedge the exposure risk of selected anticipated transac-
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tions. However, the Group generally does not hedge the translation
risk related to its foreign investments.

Not all of the financial impact of derivative financial instruments
can be matched with the financial impact of the economically
hedged item. A pre-requisite for obtaining this accounting hedge
relationship is extensive documentation on inception and proving
on a regular basis that the economic hedge is effective for account-
ing purposes. Changes in the fair value of any derivative instru-
ments that do not qualify for cash flow hedge accounting are rec-
ognized immediately in “Other financial income and expense” in
the consolidated income statement.

INVENTORIES

Inventory is valued at acquisition or production cost determined on
a first-in first-out basis, and this value is used for the “Cost of goods
sold” in the consolidated income statement. Unsalable inventory is
fully written off in the consolidated income statement under “Cost
of goods sold”.

TRADE RECEIVABLES

Trade receivables are initially recognized at their invoiced amounts
including any related sales taxes less adjustments for estimated rev-
enue deductions such as rebates, chargebacks and cash discounts.

Provisions for doubtful trade receivables are established once
there is an indication that it is likely that a loss will be incurred and
represent the difference between the trade receivable’s carrying
amount in the consolidated balance sheet and the estimated net
collectible amount. Significant financial difficulties of a customer,
such as probability of bankruptcy or financial reorganization or
default/delinquency in payments are considered indicators that
recovery of the trade receivable is doubtful. Charges for doubtful
trade receivables are recognized in the consolidated income state-
ment within “Marketing & Sales” expenses.

LEGAL AND ENVIRONMENTAL LIABILITIES

Subsidiaries are subject to contingencies arising in the ordinary
course of business such as patent litigation, environmental reme-
diation liabilities and other product-related litigations, commercial
litigations, proceedings and governmental investigations. Provisions
are made where a reliable estimate can be made of the probable
outcome of legal or other disputes including related fees and
expenses against the subsidiary. Novartis believes that its total pro-
visions are adequate based upon currently available information,
however, given the inherent difficulties in estimating liabilities in this
area, Novartis may incur additional costs beyond the amounts pro-
vided. Management believes that such additional amounts, if any,
would not be material to the Group’s financial condition but could be
material to the results of operations or cash flows in a given period.

CONTINGENT CONSIDERATION

In a business combination it is necessary to recognize contingent
future payments to previous owners representing contractually

defined potential amounts as a liability. Usually for Novartis these
are linked to milestone or royalty payments related to intangible
assets and are recognized as a financial liability at their fair value
which is then re-measured at each subsequent reporting date.
These usually depend on factors such as technical milestones or
market performance and are adjusted for the probability of their
likelihood of payment and if material, appropriately discounted to
reflect the impact of time. Changes in the fair value of contingent
payments in subsequent periods are recognized in the consolidated
income statement. The effect of unwinding the discount over time
is recognized in “Interest expense” in the consolidated income
statement. When Novartis acquires assets subject to contingent
payments outside of a business combination such contingent pay-
ments are only recognized when they become unconditional when
they are included in the cost of the related assets.

DEFINED BENEFIT PENSION PLANS AND OTHER POST-EMPLOYMENT
BENEFITS

The liability in respect of defined benefit pension plans and other
post-employment benefits is the defined benefit obligation calcu-
lated annually by independent actuaries using the projected unit
credit method. The service cost for such post-employment benefit
plans is included in the personnel expenses of the various functions
where the associates are employed, while the expected return on plan
assets and interest expense are recognized as “Other income” or
“Other expense”.

The effects of changes in actuarial assumptions and experience
adjustments on the value of plan assets and liabilities of defined
benefit plans are immediately recognized in the consolidated bal-
ance sheet with a corresponding movement in the consolidated
statement of comprehensive income.

TREASURY SHARES

Treasury shares are deducted from consolidated equity at their nom-
inal value of CHF 0.50 per share. Differences between this amount
and the transaction price on purchases or sales of treasury shares
with third parties or the value of services received for the shares
allocated to associates as part of share-based compensation
arrangements are recorded in ”Retained earnings” in the consoli-
dated statement of changes in equity.

REVENUE RECOGNITION

REVENUE

Revenue is recognized on the sale of Novartis Group products and
services and recorded as “Net sales” in the consolidated income
statement when there is persuasive evidence that a sales arrange-
ment exists, title and risks and rewards for the products are trans-
ferred to the customer, the price is determinable and collectability
is reasonably assured. Where contracts contain customer accept-
ance provisions, sales are recognized upon the satisfaction of
acceptance criteria which for surgical equipment is when title and
risk and rewards are transferred after installation and any required
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training has been completed. If products are stockpiled at the
request of the customer, revenue is only recognized once the prod-
ucts have been inspected and accepted by the customer and there
is no right of return or replenishment on product expiry and cost of
storage will be paid by the customer on normal commercial terms.

Provisions for rebates and discounts granted to government agen-
cies, wholesalers, retail pharmacies, managed care and other cus-
tomers are recorded as a reduction of revenue at the time the related
revenues are recorded or when the incentives are offered. They are
calculated on the basis of historical experience and the specific terms
in the individual agreements. Provisions for refunds granted to health-
care providers under innovative pay for performance agreements are
recorded as a reduction of revenue at the time the related revenues
are recorded. They are calculated on the basis of historical experience
and clinical data for the product as well as the specific terms in the
individual agreements. In cases where historical experience and clin-
ical data are not sufficient for a reliable estimation of the outcome,
revenue recognition is deferred until such history is available.

Cash discounts are offered to customers to encourage prompt
payment and are recorded as revenue deductions. Wholesaler
shelf-inventory adjustments are granted to customers based on the
existing inventory of a product at the time of decreases in the
invoice or contract price of a product or at the point of sale if a price
decline is reasonably estimable. Where there is historical experi-
ence of Novartis agreeing to customer returns or Novartis can oth-
erwise reasonably estimate expected future returns, Novartis
records a provision for estimated sales returns. In doing so it
applies the estimated rate of return, determined based on histori-
cal experience of customer returns or considering any other rele-
vant factors, to the amounts invoiced also considering the amount
of returned products to be destroyed versus products that can be
placed back in inventory for resale. Where shipments are made on
a re-sale or return basis, without sufficient historical experience for
estimating sales returns, revenue is only recorded when there is
evidence of consumption or when the right of return has expired.

Provisions for revenue deductions are adjusted to actual
amounts as rebates, discounts and returns are processed. The pro-
vision represents estimates of the related obligations, requiring the
use of judgment when estimating the effect of these sales deductions.

OTHER REVENUE

Royalty income is reported under “Other revenue” in the consoli-
dated income statement and recognized on an accruals basis in
accordance with the substance of the relevant agreements.

RESEARCH & DEVELOPMENT

Internal Research & Development (R&D) costs are fully charged to
“Research & Development” in the consolidated income statement
in the period in which they are incurred. The Group considers that
regulatory and other uncertainties inherent in the development of

new products preclude the capitalization of internal development
expenses as an intangible asset until marketing approval from a
regulatory authority is obtained in a major market such as the
United States, the European Union, Switzerland or Japan.

Payments made to third parties in compensation for subcon-
tracted R&D that is deemed not to enhance the intellectual prop-
erty of Novartis such as contract research and development organ-
izations are expensed as internal R&D expenses in the period in
which they are incurred. Such payments are only capitalized if they
meet the criteria for recognition of an internally generated intangi-
ble asset, usually when marketing approval has been achieved from
a regulatory authority in a major market.

Payments made to third parties in order to in-license or acquire
intellectual property rights, compounds and products (IPR&D),
including initial upfront and subsequent milestone payments, are
capitalized as are payments for other assets, such as technologies
to be used in R&D activities. If additional payments are made to the
originator company to continue to perform R&D activities, an eval-
uation is made as to the nature of the payments. Such additional
payments will be expensed if they are deemed to be compensation
for subcontracted R&D services not resulting in an additional trans-
fer of intellectual property rights to Novartis. By contrast, such addi-
tional payments will be capitalized if they are deemed to be com-
pensation for the transfer to Novartis of additional intellectual
property developed at the risk of the originator company. Subse-
quent internal R&D costs in relation to IPR&D and other assets are
expensed since the technical feasibility of the internal R&D activity
can only be demonstrated by the receipt of marketing approval for
a related product from a regulatory authority in a major market.

Costs for post-approval studies performed to support the con-
tinued registration of a marketed product are recognized as mar-
keting expenses. Costs for activities that are required by regulatory
authorities as a condition for obtaining marketing approval are
charged as development expenses as they are incurred in cases
where it is anticipated that the related product will be sold over a
longer period than the activities required to be performed to obtain
the marketing approval. In the rare cases where costs related to the
conditional approval need to be incurred over a period beyond that
of the anticipated product sales, then the expected costs of these
activities will be expensed over the shorter period of the anticipated
product sales. As a result, all activities necessary as a condition to
maintain a received approval, whether conditional or not, are
expensed in the consolidated income statement.

IPR&D assets are transferred to “Currently marketed products”
once the related project has been successfully developed and are
amortized in the consolidated income statement over their useful
life. Other acquired technologies included in intangible assets are
amortized in the consolidated income statement over their esti-
mated useful lives.
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Inventory produced ahead of regulatory approval is provisioned
against and the charge is included in “Other expense” in the con-
solidated income statement as its ultimate use cannot be assured.
If this inventory can subsequently be sold the provision is released
to “Other income” in the consolidated income statement either on
approval by the appropriate regulatory authority or, exceptionally in
Europe, on recommendation by the Committee for Medicinal Prod-
ucts for Human Use (CHMP) if approval is virtually certain.

SHARE-BASED COMPENSATION

The fair value of Novartis shares, restricted shares, restricted share
units (RSU) and American Depositary Shares (ADS) and related
options granted to associates as compensation is recognized as an
expense over the related vesting period. The expense recorded in
the consolidated income statement is included in the personnel
expenses of the various functions where the associates are
employed. Assumptions are made concerning the forfeiture rate of
not meeting the vesting conditions which are adjusted during the
vesting period so that at the end of the vesting period there is only
a charge for vested amounts. If a participant leaves Novartis, for
reasons other than retirement, disability or death, unvested shares
ADSs, RSUs and share options are forfeited, unless determined oth-
erwise by the Compensation Committee (for example, in connection
with a reorganization or divestment).

An option’s fair value at grant date is calculated using the trino-
mial valuation method. Accurately measuring the value of share
options is difficult and requires an estimate of factors used in the
valuation model. These key factors involve uncertain future events,
such as expected dividend yield and expected share price volatility.
Expected volatilities are based on those implied from listed warrants
on Novartis shares, and – to the extent that equivalent options are
not available – a future extrapolation based on historical volatility.
Novartis shares, restricted shares, RSUs and ADSs are valued using
the market value on the grant date.

GOVERNMENT GRANTS

Grants from governments or similar organizations are recognized
at their fair value where there is a reasonable assurance that the
grant will be received and the Group will comply with all attached
conditions.

Government grants related to income are deferred and recog-
nized in the consolidated income statement over the period neces-
sary to match them with the related costs which they are intended
to compensate.

The accounting policy for property, plant and equipment
describes the treatment of any related grants.

RESTRUCTURING CHARGES

Charges to increase restructuring provisions are included in “Other
expense” in the consolidated income statements. Corresponding
releases are recorded in “Other income” in the consolidated income
statement.

TAXES

Taxes on income are provided in the same periods as the revenues
and expenses to which they relate and include any interest and
penalties incurred during the period. Deferred taxes are determined
using the comprehensive liability method and are calculated on the
temporary differences that arise between the tax base of an asset
or liability and its carrying value in the entity’s balance sheet pre-
pared for consolidation purposes, except for those temporary dif-
ferences related to investments in subsidiaries and associated com-
panies, where the timing of their reversal can be controlled and it
is probable that the difference will not reverse in the foreseeable
future. Furthermore, withholding or other taxes on eventual distri-
bution of a subsidiary’s retained earnings are only taken into
account where a dividend has been planned since generally the
retained earnings are reinvested.

The estimated amounts for current and deferred tax assets or
liabilities, including any amounts related to any uncertain tax posi-
tions, are based on currently known facts and circumstances. Tax
returns are based on an interpretation of tax laws and regulations
and record estimates based on these judgments and interpreta-
tions. The tax returns are subject to examination by the competent
taxing authorities, which may result in an assessment being made
requiring payments of additional tax, interest or penalties. Inherent
uncertainties exist in the estimates of the tax positions.

STATUS OF ADOPTION OF SIGNIFICANT NEW OR AMENDED IFRS
STANDARDS OR INTERPRETATIONS

The following new or amended IFRS standards will, based on a
Novartis analysis, be of significance to the Group, but have not yet
been early adopted.

In 2009, 2010 and 2011, IFRS 9 Financial Instruments was
issued which will substantially change the classification and meas-
urement of financial instruments, hedging requirements and the
recognition of certain fair value changes in the consolidated finan-
cial statements. Currently, only new requirements on the classifica-
tion and measurement for financial assets and financial liabilities
have been issued. The mandatory effective date for requirements
issued as part of IFRS 9 will be on or after January 1, 2015. Early
application of the requirements is permitted although Novartis is
still completing its evaluation of this standard and also has not yet
decided on when to adopt.

In 2011, IAS 19 revised on Employee Benefits was issued, for
adoption by January 1, 2013. The principal impact for Novartis will
be that the concepts of expected return on plan assets and interest
expense on the defined benefit obligation as separate components
of defined benefit cost will be replaced by a concept that interest
will be calculated on the net surplus/deficit of the defined benefit
obligation and the assets which fund the post-employment obliga-
tion, generally using an interest rate reflecting market yields of high
quality corporate bonds in deep markets. If this concept had been
adopted by Novartis in 2012, it is estimated that the principal effect
in the Group’s consolidated financial statements would be on oper-
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

ating income which would have been lower by approximately
USD 310 million. Novartis, as required by the standard, will retro-
spectively adopt the standard on January 1, 2013 by restating its
consolidated income statements for 2012.

The following additional new standards will also be effective
from January 1, 2013:
– IFRS 10 Consolidated Financial Statements. This requires that

Novartis will need to consolidate an investee based on control, i.e.
when it is exposed, or has rights, to variable returns from its
involvement with the investee and has the ability to affect those
returns through its power over the investee.

– IFRS 11 Joint Arrangements. This will require that Novartis classi-
fies joint arrangements as either joint operations, where assets,
liabilities, revenues and expenses are accounted for proportion-
ally in accordance with the agreement, or as joint ventures, which
are accounted for under the equity method.

– IFRS 12 Disclosures of interests in other entities. This brings
together the disclosure requirements that apply to subsidiaries,
associated companies, joint ventures, structured entities and
unconsolidated structured entities.

– IFRS 13 Fair value measurement. This standard will introduce a fair
value hierarchy, additional disclosures, a requirement for the fair
value of liabilities to be based on the assumption that the liability
will be transferred to another party and will remove the require-
ments to use bid and ask prices for actively quoted financial
assets and liabilities.

Novartis has concluded that on adoption on January 1, 2013 none
of these new standards will have a significant impact on the Group’s
consolidated financial statements.

2. SIGNIFICANT TRANSACTIONS

The following acquisitions, business combinations or other signifi-
cant transactions occurred during 2012 and 2011. See note 24 for
further details of the impact of these transactions on the consoli-
dated financial statements.

SIGNIFICANT TRANSACTION IN 2012

Sandoz – Acquisition of Fougera Pharmaceuticals, Inc.
On July 20, 2012, Sandoz completed the acquisition of 100% of
Fougera Pharmaceuticals, Inc., a specialty dermatology generics
company based in Melville, New York, for USD 1.5 billion in cash.
The acquisition of Fougera Pharmaceuticals, Inc. creates another
strong global growth platform for Sandoz. Fougera has strong der-
matology development and manufacturing expertise and employs
approximately 700 people.

The final purchase price allocation resulted in net identified
assets of USD 0.6 billion (excluding acquired cash) and goodwill of
USD 0.9 billion. Results of operations since the acquisition date
were not material.

SIGNIFICANT TRANSACTIONS IN 2011

Alcon full ownership and merger
On April 8, 2011 a Novartis Extraordinary General Meeting
approved the merger of Alcon, Inc. with Novartis AG leading to the
creation of the Alcon Division which became the fifth reported seg-
ment in Novartis’ strategically diversified healthcare portfolio. The

Extraordinary General Meeting also authorized the issuance of 108
million new shares. Alcon shareholders received 2.9228 Novartis
shares (which included a dividend adjustment) and USD 8.20 in
cash for each share of Alcon, resulting in a total consideration of
USD 168.00 per share.

During 2011, prior to the merger on April 8, 2011, 4.8% of the
non-controlling interests in Alcon, Inc. were acquired for USD 2.4
billion. Completion of the acquisition of the outstanding 18.6% of
Alcon, Inc. on April 8, 2011 and subsequent merger, resulted in the
issuance of Novartis shares with a fair value of USD 9.2 billion and a
payment in cash of USD 0.5 billion to the Alcon, Inc. shareholders.

The excess of the value exchanged for the non-controlling inter-
ests in Alcon, Inc. in 2011 over its recorded value together with
merger related transaction costs resulted in a reduction in the
Novartis consolidated equity of USD 5.7 billion.

Pharmaceuticals – Acquisition of Genoptix, Inc.
On March 7, 2011 Novartis completed the acquisition of 100% of
Genoptix, Inc., a specialized laboratory providing personalized diag-
nostic services to United States community-based hematologists
and oncologists for USD 458 million in cash. Genoptix employed
approximately 500 people.

The final purchase price allocation resulted in net identified
assets of USD 237 million and goodwill of USD 221 million. Results
of operations since the acquisition date in 2011 were not material.
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3. SEGMENTATION OF KEY FIGURES 2012 AND 2011

Reporting segments are presented in a manner consistent with the
internal reporting to the chief operating decision maker which is
the Executive Committee of Novartis. It is responsible for allocating
resources and assessing the performance of the reporting seg-
ments.

The businesses of Novartis are divided operationally on a world-
wide basis into five reporting segments: Pharmaceuticals, Alcon,
Sandoz, Vaccines and Diagnostics and Consumer Health. In addi-
tion, we separately report Corporate activities. Except for Consumer
Health, these segments reflect the Group’s internal management
structures. These segments are managed separately, including the
two divisions of the Consumer Health segment, because they
research, develop, manufacture, distribute, and sell distinct prod-
ucts which require differing marketing strategies. In the case of
Consumer Health, the segment comprises two divisions which are
also managed separately, however, neither of these two divisions is
material enough to the Group to be disclosed separately as a
reporting segment. The reporting segments are as follows:

REPORTING SEGMENTS

Pharmaceuticals researches, develops, manufactures, distributes
and sells patented prescription medicines and is organized in the
following business franchises: Oncology; Primary Care, consisting
of Primary Care medicines and Established Medicines; and Spe-
cialty Care, consisting of Ophthalmology, Neuroscience, Integrated
Hospital Care, and Critical Care medicines. Novartis Oncology is
organized as a business unit, responsible for the global develop-
ment and marketing of oncology products. The Novartis Oncology
Business Unit is not required to be disclosed separately as a seg-
ment since it shares common long-term economic perspectives,
customers, research, development, production, distribution and
regulatory factors with the rest of the division.

Alcon researches, discovers, develops, manufactures, distributes
and sells eye care products. Alcon is the global leader in eye care
with product offerings in Surgical, Ophthalmic Pharmaceuticals
and Vision Care. In Surgical, Alcon develops, manufactures, distrib-
utes and sells ophthalmic surgical equipment, instruments, dispos-
able products and intraocular lenses. In Ophthalmic Pharmaceuti-
cals, Alcon discovers, develops, manufactures, distributes and sells
medicines to treat chronic and acute diseases of the eye, as well as
over-the-counter medicines for the eye. In Vision Care, Alcon devel-
ops, manufactures, distributes and sells contact lenses and lens care
products.

Sandoz develops, manufactures, distributes and sells prescrip-
tion medicines, as well as pharmaceutical and biotechnological
active substances, which are not protected by valid and enforce-
able third-party patents. Sandoz has activities in Retail Generics,
Anti-Infectives, Biopharmaceuticals & Oncology Injectables. In
Retail Generics, Sandoz develops, manufactures and markets active
ingredients and finished dosage forms of pharmaceuticals to third

parties. In Anti-Infectives, Sandoz manufactures active pharmaceu-
tical ingredients and intermediates – mainly antibiotics – for inter-
nal use by Retail Generics and for sale to third-party customers. In
Biopharmaceuticals, Sandoz develops, manufactures and markets
protein- or other biotechnology-based products (known as biosim-
ilars or follow-on biologics) and sells biotechnology manufacturing
services to other companies. In Oncology Injectables, Sandoz devel-
ops, manufacturers, and markets cytotoxic products for the hospi-
tal market. Sandoz Ophthalmics, which was formed through the
integration of Alcon’s generic division Falcon, develops, manufac-
tures and markets generic ophthalmic and otic products. In addi-
tion, Sandoz expanded its presence in Respiratory through the
acquisition of Oriel Therapeutics in 2010, and expanded its pres-
ence in Dermatology through the acquisition of specialty dermatol-
ogy company Fougera Pharmaceuticals, Inc. in 2012.

Vaccines and Diagnostics consists of two activities: Vaccines
and Diagnostics. Vaccines researches, develops, manufactures, dis-
tributes and sells human vaccines worldwide. Diagnostics researches,
develops, distributes and sells blood testing and molecular diag-
nostics products.

Consumer Health consists of two divisions: OTC (over-the-
counter medicines) and Animal Health. OTC offers readily available
consumer medicine. Animal Health provides veterinary products for
farm and companion animals.

The accounting policies mentioned above are used in the
reporting of segment results. Inter-segmental sales are made at
amounts which are considered to approximate arm’s length trans-
actions. The Executive Committee of Novartis evaluates segmental
performance and allocates resources among the segments based
on a number of measures including net sales, operating income
and net operating assets. Segment net operating assets consist pri-
marily of property, plant and equipment, intangible assets, inven-
tories and trade and other operating receivables less operating lia-
bilities.

CORPORATE

Income and expenses relating to Corporate include the costs of the
Group headquarters and those of corporate coordination functions
in major countries. In addition, Corporate includes other items of
income and expense which are not attributable to specific seg-
ments such as certain expenses related to post-employment bene-
fits, environmental remediation liabilities, charitable activities,
donations and sponsorships.

Usually, no allocation of Corporate items is made to the seg-
ments. As a result, Corporate assets and liabilities principally con-
sist of net liquidity (cash and cash equivalents, marketable securi-
ties less financial debts), investments in associated companies and
current and deferred taxes and non-segmental specific environ-
mental remediation and post-employment benefit liabilities.
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3. SEGMENTATION OF KEY FIGURES 2012 AND 2011 (CONTINUED)

Pharmaceuticals Alcon

(In USD millions) 2012 2011 2012 2011

Net sales to third parties 32 153 32 508 10 225 9 958

Sales to other segments 277 244 56 22

Net sales of segments 32 430 32 752 10 281 9 980

Other revenues 471 453 53 43

Cost of goods sold – 6 578 – 6 573 – 4 618 – 4 566

Gross profit 26 323 26 632 5 716 5 457

Marketing & Sales – 8 568 – 8 929 – 2 462 – 2 537

Research & Development – 6 918 – 7 232 – 975 – 892

General & Administration – 1 061 – 1 047 – 510 – 509

Other income 577 697 49 262

Other expense – 755 – 1 825 – 353 – 309

Operating income 9 598 8 296 1 465 1 472

Income from associated companies – 2 – 3 16

Interest expense

Other financial income and expense

Income before taxes

Taxes

Group net income

Attributable to:

Shareholders of Novartis AG

Non-controlling interests

Included in net income are:

Interest income

Depreciation of property, plant & equipment – 825 – 870 – 305 – 306

Amortization of intangible assets – 324 – 423 – 1 926 – 1 928

Impairment charges on property, plant & equipment – 25 – 403 – 5

Impairment charges on intangible assets – 211 – 552 – 17 – 20

Impairment charges on financial assets – 2 – 30 – 4

Additions to restructuring provisions – 190 – 265 – 23 – 74

Equity-based compensation of Novartis and Alcon equity plans – 641 – 648 – 113 – 113

Total assets 24 956 24 111 45 166 46 065

Total liabilities – 10 673 – 10 415 – 2 578 – 2 273

Total equity 14 283 13 696 42 588 43 792

Net debt

Net operating assets 14 283 13 696 42 588 43 792

Included in total assets and total liabilities are:

Total property, plant & equipment 8 723 8 071 2 274 2 056

Additions to property, plant & equipment 1 1 334 1 041 529 354

Total goodwill and intangible assets 6 056 6 244 38 913 40 542

Additions to goodwill and intangible assets 1 165 219 130 80

Total investment in associated companies 1 3 18

Additions to investment in associated companies 5 3

Cash, marketable securities and derivative financial instruments

Financial debts and derivative financial instruments

Current income tax and deferred tax liabilities

1 Excluding impact of business combinations.
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Corporate
Sandoz Vaccines and Diagnostics Consumer Health (including eliminations) Total Group

2012 2011 2012 2011 2012 2011 2012 2011 2012 2011

8 702 9 473 1 858 1 996 3 735 4 631 56 673 58 566

279 319 44 73 18 15 – 674 – 673

8 981 9 792 1 902 2 069 3 753 4 646 – 674 – 673 56 673 58 566

12 9 331 295 26 24 – 5 – 15 888 809

– 5 126 – 5 445 – 1 478 – 1 410 – 1 729 – 1 735 773 746 – 18 756 – 18 983

3 867 4 356 755 954 2 050 2 935 94 58 38 805 40 392

– 1 561 – 1 591 – 324 – 363 – 1 442 – 1 674 4 15 – 14 353 – 15 079

– 695 – 640 – 453 – 523 – 291 – 296 – 9 332 – 9 583

– 350 – 369 – 136 – 150 – 271 – 291 – 609 – 604 – 2 937 – 2 970

74 88 23 18 75 91 389 198 1 187 1 354

– 244 – 422 – 115 – 185 – 73 – 38 – 319 – 337 – 1 859 – 3 116

1 091 1 422 – 250 – 249 48 727 – 441 – 670 11 511 10 998

5 4 3 2 530 525 552 528

– 724 – 751

– 96 – 2

11 243 10 773

– 1 625 – 1 528

9 618 9 245

9 505 9 113

113 132

50 62

– 287 – 303 – 135 – 115 – 47 – 50 – 105 – 84 – 1 704 – 1 728

– 368 – 383 – 215 – 231 – 57 – 59 – 4 – 4 – 2 894 – 3 028

– 3 – 1 – 6 – 2 – 3 – 2 – 2 – 39 – 413

– 43 – 25 – 5 – 8 – 7 – 14 – 283 – 619

– 1 – 135 – 31 – 23 – 34 – 192

– 28 – 4 – 24 – 7 – 12 – 281 – 346

– 41 – 33 – 37 – 38 – 45 – 61 – 126 – 122 – 1 003 – 1 015

19 938 17 965 5 713 5 764 2 644 2 684 25 799 20 907 124 216 117 496

– 3 208 – 2 742 – 736 – 697 – 883 – 960 – 36 919 – 34 469 – 54 997 – 51 556

16 730 15 223 4 977 5 067 1 761 1 724 – 11 120 – 13 562 69 219 65 940

11 607 15 154 11 607 15 154

16 730 15 223 4 977 5 067 1 761 1 724 487 1 592 80 826 81 094

3 103 2 824 1 581 1 535 457 431 801 710 16 939 15 627

462 335 165 192 76 74 188 190 2 754 2 186

12 881 11 356 2 724 2 883 829 867 18 20 61 421 61 912

22 24 33 6 24 4 6 3 380 336

22 18 2 4 8 815 8 579 8 840 8 622

36 24 36 32

8 119 5 075 8 119 5 075

19 726 20 229 19 726 20 229

9 356 8 467 9 356 8 467
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3. SEGMENTATION OF KEY FIGURES 2012 AND 2011 (CONTINUED)

The following countries accounted for more than 5% of at least one of the respective Group totals for the years ended December 31, 2012
and 2011:

Country Net sales 1 Total of selected non-current assets 2

USD millions 2012 % 2011 % 2012 % 2011 %

Switzerland 706 1 726 1 37 579 43 38 827 45

United States 18 592 33 19 225 33 31 559 36 30 061 35

Germany 3 797 7 4 362 7 4 242 5 4 214 5

Japan 5 361 9 5 281 9 188 204

France 2 709 5 2 848 5 301 299

Other 25 508 45 26 124 45 13 331 16 12 556 15

Group 56 673 100 58 566 100 87 200 100 86 161 100

Europe 19 708 35 21 507 37 50 566 58 51 101 59

Americas 24 029 42 24 705 42 34 611 40 33 211 39

Asia / Africa / Australasia 12 936 23 12 354 21 2 023 2 1 849 2

Group 56 673 100 58 566 100 87 200 100 86 161 100

1 Net sales from operations by location of third party customer.
2 Total of property, plant and equipment, goodwill, intangible assets and investment in associated companies.

The Group’s largest customer accounts for approximately 10% of
net sales, and the second and third largest customer account for
9% and 8% of net sales (2011: 9%, 7% and 7% respectively). No
other customer accounted for 4% or more of net sales, in either year.

The highest amounts of trade receivables outstanding were for
these same three customers. They amounted to 8%, 7% and 6%,
respectively, of the Group’s trade receivables at December 31, 2012
(2011: 10%, 6% and 6% respectively).
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PHARMACEUTICALS BUSINESS FRANCHISE NET SALES
Business franchise

2012 2011 Change
USD millions USD millions USD %

Primary care

Hypertension medicines

Diovan 4 417 5 665 – 22

Exforge 1 352 1 209 12

Subtotal Valsartan Group 5 769 6 874 – 16

Tekturna/Rasilez 383 557 – 31

Subtotal Hypertension 6 152 7 431 – 17

Galvus 910 677 34

Arcapta Neohaler/Onbrez Breezhaler 134 103 30

Other 3 0 nm

Total strategic franchise products 7 199 8 211 – 12

Established medicines 1 532 1 795 – 15

Total Primary Care products 8 731 10 006 – 13

Oncology

Gleevec/Glivec 4 675 4 659 0

Tasigna 998 716 39

Subtotal Bcr-Abl franchise 5 673 5 375 6

Sandostatin 1 512 1 443 5

Zometa 1 288 1 487 – 13

Exjade 870 850 2

Afinitor/Votubia 797 443 80

Femara 438 911 – 52

Other 173 163 6

Total Oncology products 10 751 10 672 1

Specialty – Neuroscience

Gilenya 1 195 494 142

Exelon/Exelon Patch 1 050 1 067 – 2

Comtan/Stalevo 530 614 – 14

Extavia 159 154 3

Other (including Fanapt) 62 46 35

Total strategic franchise products 2 996 2 375 26

Established medicines 483 547 – 12

Total Neuroscience products 3 479 2 922 19

Business franchise

2012 2011 Change
USD millions USD millions USD %

Specialty – Ophthalmics

Lucentis 2 398 2 050 17

Other 88 113 – 22

Total Ophthalmics products 2 486 2 163 15

Specialty – Integrated Hospital Care (IHC) 1

Neoral/Sandimmun 821 903 – 9

Myfortic 579 518 12

Zortress/Certican 210 187 12

Ilaris 72 48 50

Other 398 363 10

Total strategic franchise products 2 080 2 019 3

Everolimus stent drug 256 256 0

Established medicines 1 160 1 220 – 5

Total IHC products 3 496 3 495 0

Specialty – Critical Care

Xolair 504 478 5

TOBI 317 296 7

Total Critical Care products 821 774 6

Additional products

Voltaren (excl. OTC) 759 794 – 4

Ritalin/Focalin 554 550 1

Tegretol 348 364 – 4

Trileptal 279 263 6

Foradil 240 312 – 23

Other 209 193 8

Total additional products 2 389 2 476 – 4

Total strategic franchise products 26 333 26 214 0

Total established medicines
and additional products 5 820 6 294 – 8

Total Division net sales 32 153 32 508 – 1

1 Includes Transplantation
nm = not meaningful

The product portfolio of other segments is widely spread and none
of the products or product ranges exceed 5% of the net sales of the
Group in 2012 and 2011.
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4. ASSOCIATED COMPANIES

Novartis has a significant investment in Roche Holding AG (Roche)
and certain other smaller investments which are accounted for as
associated companies:

Balance sheet value Net income statement effect

2012 2011 2012 2011
USD millions USD millions USD millions USD millions

Roche Holding AG,
Switzerland 8 588 8 362 538 499

Others 252 260 14 29

Total 8 840 8 622 552 528

ROCHE HOLDING AG

The Group’s holding in Roche voting shares was 33.3% at Decem-
ber 31, 2012 and 2011. This investment represents approximately
6.4% of Roche’s total outstanding voting and non-voting equity
instruments at December 31, 2012 and 2011.

Since up-to-date financial data are not available when Novartis
produces its consolidated financial results, a survey of analyst esti-
mates is used to estimate the Group’s share of net income in Roche.
Any differences between these estimates and actual results will be
adjusted in the Group’s 2013 consolidated financial statements
when available.

The following table shows summarized financial information of
Roche for the year ended December 31, 2011 and for the six
months ended June 30, 2012 since full year 2012 data is not yet
available:

Asset Liabilities Revenue Net income
CHF billions CHF billions CHF billions CHF billions

December 31, 2011 61.6 47.1 44.1 9.5

June 30, 2012 59.6 47.5 23.3 4.4

A purchase price allocation was performed on the basis of publicly
available information at the time of acquisition of the investment.

The December 31, 2012 balance sheet value allocation is as
follows:

USD millions

Novartis share of Roche’s estimated net assets 2 753

Novartis share of re-appraised intangible assets 1 730

Implicit Novartis goodwill 3 112

Current value of share in net identifiable assets and
goodwill 7 595

Accumulated equity accounting adjustments and translation
effects less dividends received 993

December 31, 2012 balance sheet value 8 588

The identified intangible assets principally relate to the value of cur-
rently marketed products and are amortized on a straight-line basis
over their estimated average useful life of 20 years.

The consolidated income statement effects from applying
Novartis accounting principles for this investment in 2012 and
2011 are as follows:

2012 2011
USD millions USD millions

Novartis share of Roche’s estimated current-year
consolidated net income 1 691 661

Amortization of fair value adjustments relating
to intangible assets, net of taxes of USD 45 million
(2011: USD 47 million) – 153 – 162

Net income effect 538 499

1 Includes Novartis share of Roche restructuring charges in 2012 of USD 50 million; 2011 USD 41
million relating to 2010 disclosed by Roche after publication of the Novartis 2010 consolidated
financial statements.

The publicly quoted market value of the Novartis interest in Roche
(Reuters symbol: RO.S) at December 31, 2012, was USD 10.9 bil-
lion (2011: USD 9.5 billion).
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5. INTEREST EXPENSE AND OTHER FINANCIAL EXPENSE

2012 2011
USD millions USD millions

Interest expense – 655 – 699

Expense due to discounting long-term liabilities – 69 – 52

Total interest expense – 724 – 751

Interest income 50 62

Dividend income 1 1

Net capital (losses)/gains on
available-for-sale securities – 6 2

Net capital gains/(losses) on cash and cash
equivalents 47 – 124

Income on forward contracts and options 86 192

Expenses on forward contracts and options – 129 – 67

Impairment of available-for-sale securities – 3

Other financial expense – 20 – 19

Monetary loss from hyperinflation accounting – 19 – 19

Currency result, net – 106 – 27

Total other financial income/(expense) – 96 – 2

6. TAXES

INCOME BEFORE TAXES

2012 2011
USD millions USD millions

Switzerland 5 277 2 993

Foreign 5 966 7 780

Total income before taxes 11 243 10 773

CURRENT AND DEFERRED INCOME TAX EXPENSE

2012 2011
USD millions USD millions

Switzerland – 530 – 488

Foreign – 1 806 – 2 182

Total current income tax expense – 2 336 – 2 670

Switzerland 220 161

Foreign 491 981

Total deferred tax income 711 1 142

Total income tax expense – 1 625 – 1 528

ANALYSIS OF TAX RATE

The main elements contributing to the difference between the
Group’s overall expected tax rate (which can change each year
since it is calculated as the weighted average tax rate based on pre-
tax income of each subsidiary) and the effective tax rate are:

2012 2011
% %

Expected tax rate 13.7 15.5

Effect of disallowed expenditures 2.9 2.5

Effect of utilization of tax losses brought forward
from prior periods – 0.1 – 0.1

Effect of income taxed at reduced rates – 0.3

Effect of tax credits and allowances – 1.7 – 2.4

Effect of tax benefits expiring in 2017 – 0.8 – 0.7

Effect of write-down of investments in subsidiaries – 0.5

Prior year and other items 0.8 – 0.1

Effective tax rate 14.5 14.2

The utilization of tax-loss carry-forwards lowered the tax charge by
USD 11 million in 2012 and by USD 6 million in 2011, respectively.
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7. EARNINGS PER SHARE

Basic earnings per share (EPS) is calculated by dividing net income
attributable to shareholders of Novartis AG by the weighted average
number of shares outstanding in a reporting period. This calcula-
tion excludes the average number of issued shares purchased by
the Group and held as treasury shares.

2012 2011

Basic earnings per share

Weighted average number of shares
outstanding (in millions) 2 418 2 382

Net income attributable to shareholders
of Novartis AG (USD millions) 9 505 9 113

Basic earnings per share (USD) 3.93 3.83

For diluted EPS, the weighted average number of shares outstand-
ing is adjusted to assume the vesting of all restricted shares and the
conversion of all potentially dilutive shares arising from options on
Novartis shares that have been issued.

2012 2011

Diluted earnings per share

Weighted average number of shares
outstanding (in millions) 2 418 2 382

Adjustment for vesting of restricted
shares and dilutive shares from options
(in millions) 27 31

Weighted average number of shares for
diluted earnings per share (in millions) 2 445 2 413

Net income attributable to shareholders
of Novartis AG (USD millions) 9 505 9 113

Diluted earnings per share (USD) 3.89 3.78

Options equivalent to 77.2 million shares (2011: 78.0 million) were
excluded from the calculation of diluted EPS since they were not
dilutive.

8. CHANGES IN CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

The consolidated statements of comprehensive income include the
Group’s net income for the year as well as all other valuation adjust-
ments recorded in the Group’s consolidated balance sheet but
which under IFRS are not recorded in the consolidated income
statement. These include fair value adjustments to financial instru-
ments, actuarial gains or losses on defined benefit pension and

other post-employment plans, revaluations of previously held
equity interests (up to December 31, 2009 when the applicable
accounting standard changed) and currency translation effects, net
of tax. These amounts are subject to significant volatility outside of
the control of management due to such factors as share price, for-
eign currency and interest rate movements.
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The following table summarizes these value adjustments and currency translation effects attributable to Novartis shareholders:

Fair value Fair value Actuarial Revaluation Cumulative
adjustments adjustments of losses of previously currency

to marketable deferred cash from defined held equity translation Total value
securities flow hedges benefit plans interests effects adjustments

USD millions USD millions USD millions USD millions USD millions USD millions

Value adjustments at January 1, 2011 158 – 182 – 3 238 685 3 669 1 092

Fair value adjustments on financial instruments – 21 41 20

Net actuarial losses from defined benefit plans – 1 429 – 1 429

Currency translation effects – 534 – 534

Total value adjustments in 2011 – 21 41 – 1 429 – 534 – 1 943

Value adjustments at December 31, 2011 137 – 141 – 4 667 685 3 135 – 851

Fair value adjustments on financial instruments 75 41 116

Net actuarial losses from defined benefit plans – 1 811 – 1 811

Currency translation effects 809 809

Total value adjustments in 2012 75 41 – 1 811 809 – 886

Value adjustments at December 31, 2012 212 – 100 – 6 478 685 3 944 – 1 737

8.1) The 2012 and 2011 changes in the fair value of financial instruments were as follows:

Fair value Fair value
adjustments adjustments of

to marketable deferred cash
securities flow hedges Total

USD millions USD millions USD millions

Fair value adjustments at January 1, 2012 137 – 141 – 4

Changes in fair value:

– Available-for-sale marketable securities 20 20

– Available-for-sale financial investments 41 41

– Associated companies’ movements in comprehensive income 5 5

Realized net losses/(gains) transferred to the consolidated income statement:

– Marketable securities sold 3 3

– Other financial assets sold – 19 – 19

Amortized net losses on cash flow hedges transferred to the consolidated income statement 44 44

Impaired financial assets transferred to the consolidated income statement 35 35

Deferred tax on above items – 10 – 3 – 13

Fair value adjustments during the year 75 41 116

Attributable to:

Shareholders of Novartis AG 75 41 116

Non-controlling interests

Fair value adjustments at December 31, 2012 212 – 100 112
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8. CHANGES IN CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (CONTINUED)

Fair value Fair value
adjustments adjustments of

to marketable deferred cash
securities flow hedges Total

USD millions USD millions USD millions

Fair value adjustments at January 1, 2011 157 – 182 – 25

Changes in fair value:

– Available-for-sale marketable securities – 32 – 32

– Available-for-sale financial investments – 141 – 141

– Associated companies’ movements in comprehensive income – 8 – 8

Realized net (gains) transferred to the consolidated income statement:

– Marketable securities sold – 13 – 13

– Other financial assets sold – 13 – 13

Amortized net losses on cash flow hedges transferred to the consolidated income statement 44 44

Impaired marketable securities and other financial assets transferred to the consolidated income statement 192 192

Deferred tax on above items – 5 – 3 – 8

Fair value adjustments during the year – 20 41 21

Attributable to:

Shareholders of Novartis AG – 21 41 20

Non-controlling interests 1 1

Fair value adjustments at December 31, 2011 137 – 141 – 4

8.2) Actuarial gains and losses from defined benefit plans arise as follows:

2012 2011
USD millions USD millions

Defined benefit pension plans before tax – 2 371 – 1 876

Other post-employment benefit plans before tax 27 – 55

Taxation on above items 533 510

Total after tax – 1 811 – 1 421

Attributable to:

Shareholders of Novartis AG – 1 811 – 1 429

Non-controlling interests 8

8.3) The Group has investments in associated companies, princi-
pally Roche Holding AG. The Group’s share in movements in these
companies’ other comprehensive income are recognized directly in
the respective categories of the Novartis consolidated statement of
comprehensive income, net of tax. The currency translation effects
and fair value adjustments of associated companies are included in
the corresponding Group amounts. All other movements in these
companies’ statements of comprehensive income are recognized

directly in the consolidated statement of comprehensive income
under “Novartis share of other items recorded in comprehensive
income recognized by associated companies, net of taxes”. These
amounted to a loss of USD 107 million (2011: income of USD 1
million).
8.4) As a result of the liquidation of a subsidiary, USD 6 million of
cumulative currency translation gains have been transferred into
financial income in 2012 (2011: nil).
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9. CHANGES IN CONSOLIDATED EQUITY

9.1) At the 2012 Annual General meeting, a dividend of CHF 2.25
per share was approved that amounted to USD 6.0 billion, and was
paid in 2012 (2011: CHF 2.20 per share dividend payment that
amounted to USD 5.4 billion). The amount available for distribu-
tion as a dividend to shareholders is based on the available distrib-
utable retained earnings of Novartis AG determined in accordance
with the legal provisions of the Swiss Code of Obligation.

9.2) In 2012, 3.4 million shares, net were exchanged resulting in a
net reduction of equity of USD 89 million (2011: 54.7 million
shares for USD 3.5 billion). In 2012, via the first trading line of the
SIX Swiss Exchange a total of 4.6 million shares were purchased for
USD 240 million with the intention of retaining in Group Treasury
(2011: USD 20.4 million shares for USD 1.1 billion) and 6.3 million
shares were sold on the first trading line for USD 295 million (2011:
nil). In addition 4.0 million shares were acquired from associates for
USD 265 million and 5.7 million shares were distributed to associ-
ates for USD 121 million due to exercise of options held by associ-
ates with strike prices substantially lower than the market price of
Novartis shares on the exercise date during 2012 (2011: 5.1 mil-
lion shares for USD 31 million). In 2011, an additional 39.4 million
shares were acquired via the second trading line on the SIX Swiss
Exchange for USD 2.4 billion with the intention of cancellation.

9.3) In 2012, a total of 39.4 million shares were cancelled. These
shares have been repurchased via the second trading line of the SIX
Swiss Exchange in 2011.

9.4) Equity-settled share-based compensation is expensed in the
consolidated income statement in accordance with the vesting
period of the share-based compensation plans. The value for the
shares and options granted, including associated tax, is credited to
consolidated equity over the respective vesting period. In 2012,
10.6 million shares were transferred to associates as part of equity-
based compensation. The resulting expense amounted to USD 856
million including a tax benefit of USD 108 million (2011: 7.2 mil-
lion shares at a total amount of USD 806 million including a tax
benefit of USD 44 million).

9.5) Changes in non-controlling interests amounted to a reduction
of USD 82 million (2011: reduction of USD 6.6 billion driven by the
acquisition of the remaining outstanding non-controlling interests
in Alcon, Inc.).

9.6) The excess of the consideration exchanged by Novartis to
acquire the additional non-controlling interests in Alcon, Inc. over
the carrying value of the related outstanding non-controlling inter-
ests of Alcon, Inc. was recognized against consolidated equity. In
2011, this led to a reduction in equity of USD 5.7 billion.

9.7) In 2011, a total of 164.7 million Novartis shares with a fair value
of USD 9.2 billion were exchanged on April 8, 2011 to acquire the
outstanding non-controlling interests in Alcon, Inc. These shares
consisted of 108 million newly issued shares and 56.7 million treas-
ury shares.
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10. PROPERTY, PLANT & EQUIPMENT MOVEMENTS

Machinery
Construction & other

Land Buildings in progress equipment Total
USD millions USD millions USD millions USD millions USD millions

2012

Cost

January 1 831 11 429 2 164 15 511 29 935

Impact of business combinations 10 76 12 28 126

Reclassifications 1 11 296 – 1 226 919

Additions 5 105 2 117 527 2 754

Disposals and derecognitions 2 – 5 – 54 – 14 – 523 – 596

Currency translation effects 15 177 60 301 553

December 31 867 12 029 3 113 16 763 32 772

Accumulated depreciation

January 1 – 22 – 4 646 – 10 – 9 630 – 14 308

Depreciation charge – 4 – 465 – 1 235 – 1 704

Depreciation on disposals and derecognitions 2 2 35 462 499

Impairment charge – 20 – 19 – 39

Currency translation effects – 1 – 80 – 200 – 281

December 31 – 25 – 5 176 – 10 – 10 622 – 15 833

Net book value at December 31 842 6 853 3 103 6 141 16 939

Insured value at December 31 37 405

Net book value of property, plant & equipment under finance lease contracts 1

Commitments for purchases of property, plant & equipment 755

1 Reclassifications between various asset categories due to completion of plant and other equipment under construction.
2 Derecognition of assets which are no longer used and are not considered to have a significant disposal value or other alternative use.

The Group was awarded government grants in the United States for
the construction of a manufacturing facility to produce flu vaccines.
The contracts included a maximum of USD 330 million cost reim-
bursement for construction activities and equipment, of which
USD 240 million was received by December 31, 2012 (2011:
USD 223 million). These grants are deducted in arriving at the bal-

ance sheet carrying value of the assets since the receipt of the respec-
tive government grant is reasonably assured. There are no onerous
contracts or unfulfilled conditions in connection with this grant.

Borrowing costs on new additions to property, plant and equip-
ment have been capitalized and amounted to USD 4 million in
2012 (2011: USD 1 million).
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Machinery
Construction & other

Land Buildings in progress equipment Total
USD millions USD millions USD millions USD millions USD millions

2011

Cost

January 1 827 10 674 2 327 15 129 28 957

Acquisition and divestment of consolidated business 12 20 9 41

Reclassifications 1 888 – 1 688 800

Additions 2 105 1 616 463 2 186

Disposals and derecognitions 2 – 3 – 148 – 21 – 638 – 810

Currency translation effects – 7 – 110 – 70 – 252 – 439

December 31 831 11 429 2 164 15 511 29 935

Accumulated depreciation

January 1 – 19 – 4 318 – 6 – 8 774 – 13 117

Depreciation on divested consolidated business 3 6 9

Reclassifications 1 – 3 3

Depreciation charge – 3 – 438 – 1 287 – 1 728

Depreciation on disposals and derecognitions 2 117 575 692

Impairment charge – 55 – 4 – 354 – 413

Currency translation effects 48 201 249

December 31 – 22 – 4 646 – 10 – 9 630 – 14 308

Net book value at December 31 809 6 783 2 154 5 881 15 627

Insured value at December 31 34 483

Net book value of property, plant & equipment under finance lease contracts 4

Commitments for purchases of property, plant & equipment 583

1 Reclassifications between various asset categories due to completion of plant and other equipment under construction.
2 Derecognition of assets which are no longer used and are not considered to have a significant disposal value or other alternative use.
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11. GOODWILL AND INTANGIBLE ASSET MOVEMENTS

Total of
Acquired Currently Other intangible

research & Alcon marketed Marketing intangible assets other
Goodwill development brand name Technologies products know-how assets than goodwill

USD millions USD millions USD millions USD millions USD millions USD millions USD millions USD millions

2012

Cost

January 1 30 451 3 091 2 980 6 681 23 040 5 960 1 222 42 974

Impact of business combinations 1 026 173 371 521 1 065

Reclassifications 1 – 574 574

Additions 175 136 69 380

Disposals and derecognitions 2 – 34 – 19 – 10 – 63

Currency translation effects 128 26 27 160 22 235

December 31 31 605 2 857 2 980 7 079 24 412 5 960 1 303 44 591

Accumulated amortization

January 1 – 508 – 461 – 950 – 8 535 – 238 – 821 – 11 005

Reclassifications 1

Amortization charge – 590 – 1 959 – 238 – 107 – 2 894

Amortization on disposals and derecognitions 2 34 17 10 61

Impairment charge – 107 – 172 – 7 – 286

Reversal of impairment charge 3 3

Currency translation effects – 7 – 12 – 11 – 101 – 15 – 139

December 31 – 515 – 543 – 1 551 – 10 750 – 476 – 940 – 14 260

Net book value at December 31 31 090 2 314 2 980 5 528 13 662 5 484 363 30 331

1 Reclassifications between various asset categories as a result of product launches of acquired In-Process Research & Development.
2 Derecognitions of assets which are no longer used or being developed and are not considered to have a significant disposal value or other alternative use.

SEGMENTATION OF GOODWILL AND INTANGIBLE ASSETS

The net book values at December 31, 2012 of goodwill and intangible assets are allocated to the Group’s cash generating units as sum-
marized below.

Total of
Acquired Currently Other intangible

research & Alcon marketed Marketing intangible assets other
Goodwill development brand name Technologies products know-how assets than goodwill

USD millions USD millions USD millions USD millions USD millions USD millions USD millions USD millions

Pharmaceuticals 3 139 1 037 19 1 694 167 2 917

Alcon 17 776 650 2 980 4 400 7 584 5 484 39 21 137

Sandoz 8 740 613 911 2 610 7 4 141

Vaccines and Diagnostics 1 198 10 198 1 199 119 1 526

Consumer Health 230 3 575 21 599

Corporate 7 1 10 11

Total 31 090 2 314 2 980 5 528 13 662 5 484 363 30 331

Potential impairment charge, if any,
if discounted cash flows fell by 5% 9 6

Potential impairment charge, if any,
if discounted cash flows fell by 10% 19 12



2 | GROUP REV IEW 17 | HEALTHCARE PORTFOL IO 65 | CORPORATE RESPONS IB I L I TY 87 | CORPORATE GOVERNANCE 121 | COMPENSAT ION REPORT 14 7 | F I N A N C I A L R E P O R T 215
Notes to the Novartis Group Consolidated Financial Statements

Total of
Acquired Currently Other intangible

research & Alcon marketed Marketing intangible assets other
Goodwill development brand name Technologies products know-how assets than goodwill

USD millions USD millions USD millions USD millions USD millions USD millions USD millions USD millions

2011

Cost

January 1 30 261 4 627 2 980 6 699 22 740 5 960 1 135 44 141

Impact of business combinations 303 7 3 101 1 112

Reclassifications 1 – 255 260 – 5

Additions 2 69 122 43 102 267

Disposals and derecognitions 3 – 48 – 1 420 – 19 – 4 – 1 443

Currency translation effects – 134 10 – 21 – 85 – 7 – 103

December 31 30 451 3 091 2 980 6 681 23 040 5 960 1 222 42 974

Accumulated amortization

January 1 – 569 – 1 565 – 370 – 6 254 – 721 – 8 910

Amortization charge – 589 – 2 090 – 238 – 111 – 3 028

Amortization on disposals and derecognitions 3 48 1 420 19 4 1 443

Impairment charge – 338 – 287 – 2 – 627

Reversal of impairment charge 8 8

Currency translation effects 13 22 9 69 9 109

December 31 – 508 – 461 – 950 – 8 535 – 238 – 821 – 11 005

Net book value at December 31 29 943 2 630 2 980 5 731 14 505 5 722 401 31 969

1 Reclassifications between various asset categories as a result of product launches of acquired In-Process Research & Development.
2 Additions to goodwill relates to finalization of Alcon, Inc. acquisition accounting.
3 Derecognitions of assets which are no longer used or being developed and are not considered to have a significant disposal value or other alternative use.

The recoverable amount of a cash-generating unit and related good-
will is usually based on the fair value less costs to sell valuation
method. The following assumptions are used in the calculations:

Vaccines and Consumer
Pharmaceuticals Alcon Sandoz Diagnostics Health

% % % % %

Sales growth rate
assumptions after
forecast period 1.6 3 0 to 2 0.5 0 to 2

Discount rate (post-tax) 7 7 7 7 7

In 2012, intangible asset impairment charges of USD 286 million
were recognized. These relate to impairment charges of USD 211
million in the Pharmaceuticals Division and USD 75 million in all
other divisions.

In 2011, intangible asset impairment charges of USD 627 mil-
lion were recorded. USD 552 million of these arose in the Pharma-
ceuticals Division, principally due to the expected reduction in
demand for Tekturna/Rasilez (aliskiren) and discontinuation of
PRT128 (elinogrel), SMC021 (oral calcitonin), PTK796 and AGO178
(agomelatine) development programs. USD 75 million of impair-
ment charges arose in all other Divisions.

Reversal of prior year impairment charges amounted to USD 3
million (2011: USD 8 million).
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12. DEFERRED TAX ASSETS AND LIABILITIES

Pensions and
Property, other benefit Other assets,

plant & Intangible obligations Tax loss provisions Valuation
equipment assets of associates Inventories carryforwards and accruals allowance Total

USD millions USD millions USD millions USD millions USD millions USD millions USD millions USD millions

Gross deferred tax assets at January 1, 2012 157 234 1 576 2 020 201 2 221 – 32 6 377

Gross deferred tax liabilities at January 1, 2012 – 947 – 5 168 – 373 – 225 – 13 – 555 – 7 281

Net deferred tax balance at January 1, 2012 – 790 – 4 934 1 203 1 795 188 1 666 – 32 – 904

At January 1, 2012 – 790 – 4 934 1 203 1 795 188 1 666 – 32 – 904

Credited/(charged) to income 16 347 – 27 464 12 – 100 – 1 711

Credited to equity 49 49

Credited/(charged) to other comprehensive income 533 – 11 522

Impact of business combinations – 3 – 326 29 – 6 5 71 – 230

Other movements – 10 – 46 – 29 – 11 – 6 36 22 – 44

Net deferred tax balance at December 31, 2012 – 787 – 4 959 1 709 2 242 199 1 711 – 11 104

Gross deferred tax assets at December 31, 2012 163 301 2 138 2 689 215 2 258 – 11 7 753

Gross deferred tax liabilities at December 31, 2012 – 950 – 5 260 – 429 – 447 – 16 – 547 – 7 649

Net deferred tax balance at December 31, 2012 – 787 – 4 959 1 709 2 242 199 1 711 – 11 104

After offsetting USD 363 millions of deferred tax assets and liabilities within the same tax jurisdiction the balance amounts to:

Deferred tax assets at December 31, 2012 7 390

Deferred tax liabilities at December 31, 2012 – 7 286

Net deferred tax balance at December 31, 2012 104

Gross deferred tax assets at January 1, 2011 131 251 1 086 1 792 241 2 007 – 19 5 489

Gross deferred tax liabilities at January 1, 2011 – 951 – 5 689 – 409 – 253 – 10 – 626 – 7 938

Net deferred tax balance at January 1, 2011 – 820 – 5 438 677 1 539 231 1 381 – 19 – 2 449

At January 1, 2011 – 820 – 5 438 677 1 539 231 1 381 – 19 – 2 449

Credited/(charged) to income 68 350 28 418 – 28 322 – 16 1 142

Credited to equity 22 22

Credited/(charged) to other comprehensive income 510 – 32 478

Impact of business combinations – 9 – 9

Other movements – 38 154 – 12 – 162 – 15 – 18 3 – 88

Net deferred tax balance at December 31, 2011 – 790 – 4 934 1 203 1 795 188 1 666 – 32 – 904

Gross deferred tax assets at December 31, 2011 157 234 1 576 2 020 201 2 221 – 32 6 377

Gross deferred tax liabilities at December 31, 2011 – 947 – 5 168 – 373 – 225 – 13 – 555 – 7 281

Net deferred tax balance at December 31, 2011 – 790 – 4 934 1 203 1 795 188 1 666 – 32 – 904

After offsetting USD 520 millions of deferred tax assets and liabilities within the same tax jurisdiction the balance amounts to:

Deferred tax assets at December 31, 2011 5 857

Deferred tax liabilities at December 31, 2011 – 6 761

Net deferred tax balance at December 31, 2011 – 904
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A reversal of valuation allowance could occur when circumstances
make the realization of deferred taxes probable. This would result
in a decrease in the Group’s effective tax rate.

Deferred tax assets of USD 3.3 billion (2011: USD 2.3 billion)
and deferred tax liabilities of USD 6.9 billion (2011: USD 6.5 billion)
are expected to have an impact on current taxes payable after more
than twelve months.

At December 31, 2012, unremitted earnings of USD 45 billion
(2011: USD 51 billion) have been retained by consolidated entities
for reinvestment. Therefore, no provision is made for income taxes
that would be payable upon the distribution of these earnings. If
these earnings were remitted, an income tax charge could result
based on the tax statutes currently in effect.

2012 2011
USD millions USD millions

Temporary differences on which no deferred
tax has been provided as they are permanent in
nature related to:

– Investments in subsidiaries 5 777 4 782

– Goodwill from acquisitions – 26 097 – 25 089

The gross value of tax-loss carry-forwards that have, or have not,
been capitalized as deferred tax assets, with their expiry dates is as
follows:

Not capitalized Capitalized 2012 total
USD millions USD millions USD millions

One year 178 28 206

Two years 175 23 198

Three years 76 61 137

Four years 78 26 104

Five years 116 32 148

More than five years 268 1 010 1 278

Total 891 1 180 2 071

In 2012, USD 75 million (2011: USD 155 million) of tax-loss carry-
forwards expired.

Not capitalized Capitalized 2011 total
USD millions USD millions USD millions

One year 81 2 83

Two years 171 4 175

Three years 175 38 213

Four years 72 29 101

Five years 63 100 163

More than five years 419 443 862

Total 981 616 1 597

Deferred tax assets related to taxable losses of relevant Group enti-
ties are recognized to the extent it is considered probable that
future taxable profits will be available against which such losses can
be utilized in the foreseeable future.
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13. FINANCIAL AND OTHER NON-CURRENT ASSETS

FINANCIAL ASSETS

2012 2011
USD millions USD millions

Available-for-sale long-term financial investments 674 604

Long-term loans and receivables, advances and
security deposits 443 334

Total financial assets 1 117 938

OTHER NON-CURRENT ASSETS

2012 2011
USD millions USD millions

Deferred compensation plans 315 264

Prepaid post-employment benefit plans 55 38

Other non-current assets 135 154

Total other non-current assets 505 456

14. INVENTORIES

2012 2011
USD millions USD millions

Raw material, consumables 955 930

Finished products 5 789 5 000

Total inventories 6 744 5 930

The amount of inventory recognized as an expense in “Cost of
goods sold” in the consolidated income statements during 2012
amounted to USD 12.9 billion (2011: USD 13.1 billion).

The following summarizes movements in inventory write-downs
deducted from inventory categories. Reversals of inventory provi-
sions mainly result from the reassessment of inventory values man-
ufactured prior to regulatory approval but for which approval was
subsequently received:

2012 2011
USD millions USD millions

January 1 – 741 – 879

Impact of business combinations – 19

Inventory write-downs charged to the
consolidated income statement – 1 430 – 1 554

Utilization of inventory provisions 585 921

Reversal of inventory provisions 723 738

Currency translation effects – 22 33

December 31 – 904 – 741
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15. TRADE RECEIVABLES

2012 2011
USD millions USD millions

Total gross trade receivables 10 268 10 542

Provisions for doubtful trade receivables – 217 – 219

Total trade receivables, net 10 051 10 323

The following table summarizes the movement in the provision for
doubtful trade receivables:

2012 2011
USD millions USD millions

January 1 – 219 – 221

Impact of business combinations – 1 – 9

Provisions for doubtful trade receivables charged
to the consolidated income statement – 107 – 116

Utilization or reversal of provisions for doubtful
trade receivables 111 121

Currency translation effects – 1 6

December 31 – 217 – 219

The following sets forth details of the age of trade receivables that
are not overdue as specified in the payment terms and conditions
established with Novartis customers as well as an analysis of over-
due amounts and related provisions for doubtful trade receivables:

2012 2011
USD millions USD millions

Not overdue 8 584 8 967

Past due for not more than one month 552 498

Past due for more than one month
but less than three months 321 295

Past due for more than three months
but less than six months 301 249

Past due for more than six months
but less than one year 205 228

Past due for more than one year 305 305

Provisions for doubtful trade receivables – 217 – 219

Total trade receivables, net 10 051 10 323

Trade receivable balances include sales to drug wholesalers, retail-
ers, private health systems, government agencies, managed care
providers, pharmacy benefit managers and government-supported
healthcare systems. Novartis continues to monitor sovereign debt
issues and economic conditions in Greece, Italy, Portugal, Spain

(GIPS) and other countries in Europe and evaluates accounts
receivable in these countries for potential collection risks. Substan-
tially all of the trade receivables from such countries are due
directly from local governments or from government-funded enti-
ties. Deteriorating credit and economic conditions and other fac-
tors in these countries have resulted in, and may continue to result
in an increase in the average length of time that it takes to collect
these accounts receivable and may require Novartis to re-evaluate
the collectability of these receivables in future periods.

With regard to the GIPS countries, the country with the largest
outstanding trade receivables exposure is Italy. Substantially all of
the outstanding trade receivables from this country are due directly
from local governments or from government-funded entities. A
summary of the outstanding trade receivables from this country
and related provision at December 31, 2012 and 2011 is as fol-
lows:

2012 2011
USD millions USD millions

Gross trade receivables at December 31 712 761

Past due for more than one year at December 31 68 91

Provision at December 31 37 28

Novartis does not expect to write off trade receivable amounts that
are not past due nor unprovided for.

Trade receivables include amounts denominated in the follow-
ing major currencies:

2012 2011
Currency USD millions USD millions

CHF 307 288

EUR 2 482 2 636

GBP 136 139

JPY 1 765 1 929

USD 2 650 2 865

Other 2 711 2 466

Total trade receivables, net 10 051 10 323

Novartis has several significant irrevocable factoring arrangements.
As a result USD 557 million (2011: USD 538 million) of trade
receivables have been sold and derecognized in 2012.
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16. MARKETABLE SECURITIES, DERIVATIVE FINANCIAL INSTRUMENTS AND CASH AND CASH EQUIVALENTS

MARKETABLE SECURITIES AND DERIVATIVE FINANCIAL INSTRUMENTS

2012 2011
USD millions USD millions

Debt securities 1 084 1 131

Equity securities 68 73

Fund investments 23 32

Total available-for-sale marketable securities 1 175 1 236

Time deposits with original maturity
more than 90 days 1 240

Derivative financial instruments 140 118

Accrued interest on debt securities and time deposits 12 12

Total marketable securities, time deposits
and derivative financial instruments 2 567 1 366

At December 31, 2012 all debt securities are denominated in USD
except for USD 645 million in CHF (2011: USD 694 million) and
USD 26 million in EUR (2011: USD 26 million), respectively.

CASH AND CASH EQUIVALENTS

2012 2011
USD millions USD millions

Current accounts 2 323 1 877

Time deposits and short-term investments 1

with original maturity less than 90 days 3 229 1 832

Total cash and cash equivalents 5 552 3 709

1 This amount contains USD 79 million (2011: USD 74 million) which covers a guarantee and so
it is restricted in use.

17. OTHER CURRENT ASSETS

2012 2011
USD millions USD millions

VAT receivable 1 250 1 070

Withholding tax recoverable 167 173

Prepaid expenses

– Third parties 602 694

– Associated companies 6 12

Other receivables

– Third parties 1 057 794

– Associated companies 8 13

Total other current assets 3 090 2 756
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18. DETAILS OF SHARES AND SHARE CAPITAL MOVEMENTS

Number of shares 1

Movement Movement
Dec 31, 2010 in year Dec 31, 2011 in year Dec 31, 2012

Total Novartis shares 2 637 623 000 108 000 000 2 745 623 000 – 39 430 000 2 706 193 000

Total treasury shares – 348 177 822 9 248 679 – 338 929 143 53 356 317 – 285 572 826

Total outstanding shares 2 289 445 178 117 248 679 2 406 693 857 13 926 317 2 420 620 174

USD millions USD millions USD millions USD millions USD millions

Share capital 957 59 1 016 – 15 1 001

Treasury shares – 125 4 – 121 29 – 92

Outstanding share capital 832 63 895 14 909

1 All shares are registered, authorized, issued and fully paid. All are voting shares and, except for 99 859 750 treasury shares at December 31, 2012 (2011: 146 273 240), are dividend bearing.

In 2012, 39.4 million shares were cancelled that had been acquired
in 2011 under the share buy-back program via the second trading
line of the SIX Swiss Exchange. In 2011, following the Extraordinary
General Meeting of Novartis AG on April 8, 2011, 108 million new
Novartis shares were issued.

In 2012, 4.6 million shares were acquired with the intention of
retaining in Group Treasury. 8.0 million shares, net were sold or
exchanged with associates, mainly due to options being exercised
and 10.6 million shares were transferred to associates as part of
equity-based compensation. Including the 39.4 million shares that
have been cancelled, this led to a decrease of 53.4 million of the
treasury shares in 2012. As a consequence, outstanding shares
increased by 13.9 million shares.

In 2011, a total of 54.7 million shares were purchased, includ-
ing 39.4 million shares that were acquired under the repurchase

program via the second trading line on the SIX Swiss Exchange, and
7.2 million shares were transferred to associates as part of equity-
based compensation. 56.7 million treasury shares, together with
the 108 million newly issued shares, were exchanged for the out-
standing interests in Alcon, Inc., which was then merged into
Novartis AG on the same day. These movements led to a decrease
in the treasury shares of 9.2 million in 2011.

There are outstanding written call options on Novartis shares of
48 million originally issued as part of the share-based compensa-
tion of associates. The market maker has acquired these options
but they have not yet been exercised. The weighted average exer-
cise price of these options is USD 51.66 and they have contractual
lives of up to 10 years.
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19. NON-CURRENT FINANCIAL DEBTS

2012 2011
USD millions USD millions

Straight bonds 14 783 13 483

Liabilities to banks and other financial institutions 1 1 004 1 146

Finance lease obligations 3 4

Total (including current portion of non-current
financial debt) 15 790 14 633

Less current portion of non-current financial debt – 2 009 – 778

Total non-current financial debts 13 781 13 855

Straight bonds

3.625% CHF 800 million bond 2008/2015
of Novartis AG, Basel, Switzerland,
issued at 100.35% 869 844

3.5% CHF 700 million bond 2008/2012
of Novartis Securities Investment Ltd.,
Hamilton, Bermuda, issued at 100.32% 744

5.125% USD 3 000 million bond 2009/2019
of Novartis Securities Investment Ltd.,
Hamilton, Bermuda, issued at 99.822% 2 988 2 986

4.125% USD 2 000 million bond 2009/2014
of Novartis Capital Corporation,
New York, United States, issued at 99.897% 1 998 1 996

4.25% EUR 1 500 million bond 2009/2016
of Novartis Finance S.A.,
Luxembourg, Luxembourg, issued at 99.757% 1 974 1 935

1.9% USD 2 000 million bond 2010/2013
of Novartis Capital Corporation,
New York, United States, issued at 99.867% 1 999 1 998

2.9% USD 2 000 million bond 2010/2015
of Novartis Capital Corporation,
New York, United States, issued at 99.522% 1 993 1 990

4.4% USD 1 000 million bond 2010/2020
of Novartis Capital Corporation,
New York, United States, issued at 99.237% 991 990

2.4% USD 1 500 million bond 2012/2022
of Novartis Capital Corporation,
New York, United States, issued at 99.225% 1 483

3.7% USD 500 million bond 2012/2042
of Novartis Capital Corporation,
New York, United States, issued at 98.325% 488

Total straight bonds 14 783 13 483

1 Average interest rate 0.8% (2011: 0.9%)

2012 2011
USD millions USD millions

Breakdown by maturity 2012 778

2013 2 009 2 029

2014 2 713 2 789

2015 3 110 3 108

2016 1 987 1 948

2017 19 3

After 2017 5 952 3 978

Total 15 790 14 633

2012 2011
USD millions USD millions

Breakdown by currency USD 11 943 9 962

EUR 2 043 2 042

JPY 929 1 031

CHF 869 1 589

Others 6 9

Total 15 790 14 633

2012 2012 2011 2011
Balance sheet Fair values Balance sheet Fair values

Fair value comparison USD millions USD millions USD millions USD millions

Straight bonds 14 783 16 130 13 483 14 794

Others 1 007 1 007 1 150 1 150

Total 15 790 17 137 14 633 15 944

The fair values of straight bonds are determined by quoted market
prices.

Collateralized non-current financial debt 2012 2011
and pledged assets USD millions USD millions

Total amount of collateralized non-current
financial debts 12 7

Total net book value of property, plant & equipment
pledged as collateral for non-current financial debts 136 100

The Group’s collateralized non-current financial debt consists of
loan facilities at usual market conditions.

The percentage of fixed rate financial debt to total financial debt
was 80% at December 31, 2012, and 72% at the end of 2011.

Financial debts, including current financial debts, contain only
general default covenants. The Group is in compliance with these
covenants.

The average interest rate on total financial debt in 2012 was
2.9% (2011: 2.7%).
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20. PROVISIONS AND OTHER NON-CURRENT LIABILITIES

2012 2011
USD millions USD millions

Accrued liability for employee benefits:

– Defined benefit pension plans 5 296 2 991

– Other long-term employee benefits
and deferred compensation 631 600

– Other post-employment benefits 1 104 1 098

Environmental remediation provisions 1 001 1 059

Provisions for product liabilities, governmental
investigations and other legal matters 630 777

Contingent consideration 573 482

Other non-current liabilities 644 785

Total 9 879 7 792

ENVIRONMENTAL REMEDIATION PROVISIONS

The material components of the environmental remediation provi-
sions consist of costs to sufficiently clean and refurbish contami-
nated sites to the extent necessary and to treat and where neces-
sary continue surveillance at sites where the environmental
remediation exposure is less significant. The provision recorded at
December 31, 2012 totals USD 1.1 billion (2011: USD 1.1 billion)
of which USD 119 million (2011: USD 59 million) is current.

A substantial portion of the environmental remediation provi-
sion relates to the remediation of Basel regional landfills in the adja-
cent border areas in Switzerland, Germany and France following
internal and external investigations completed during 2007 and the
subsequent creation of an environmental remediation provision.
The provisions have been re-assessed during 2012 and as a result
adjusted.

In the United States, Novartis has been named under federal
legislation (the Comprehensive Environmental Response, Compen-

sation and Liability Act of 1980, as amended) as a potentially
responsible party (PRP) in respect of certain sites. Novartis actively
participates in, or monitors, the clean-up activities at the sites in
which it is a PRP. The provision takes into consideration the number
of other PRPs at each site and the identity and financial position of
such parties in light of the joint and several nature of the liability.

The following table shows the movements in the environmental
liability provisions during 2012 and 2011:

2012 2011
USD millions USD millions

January 1 1 118 1 126

Cash payments – 30 – 29

Releases – 39 – 8

Interest expense arising from discounting provisions 33 29

Additions 10

Currency translation effects 28

December 31 1 120 1 118

Less current liability – 119 – 59

Non-current environmental remediation liability
provisions at December 31 1 001 1 059

The expected timing of the related cash outflows as of December
31, 2012 is currently projected as follows:

Expected
cash outflows
USD millions

Due within two years 270

Due later than two years, but less than five years 377

Due later than five years but less than ten years 433

Due after ten years 40

Total environmental remediation liability provisions 1 120
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20. PROVISIONS AND OTHER NON-CURRENT LIABILITIES (CONTINUED)

PROVISIONS FOR PRODUCT LIABILITIES, GOVERNMENTAL INVESTIGATIONS
AND OTHER LEGAL MATTERS

Novartis has established provisions for certain product liabilities,
governmental investigations and other legal matters, including pro-
visions for expected legal costs. These provisions represent the
Group’s current best estimate of the total financial effect for the
matters listed below and for other less significant matters where
there is a probable potential cash outflow. Such potential cash out-
flows might be fully or partially off-set by insurance in certain
instances. Of the matters listed below in which the Group has an
adverse damage award, no provision has been made for the USD 30
million Mississippi Chancery Court Average Wholesale Price verdict
since, per the Group’s current best estimate based on its views as
to the merits of the case and its experience in such matters,
Novartis currently believes that it ultimately will prevail in the case
on appeal. Novartis has also not established provisions for poten-
tial damage awards for certain additional legal matters against its
subsidiaries which have not yet gone to trial, since Novartis cur-
rently believes that it ultimately will prevail in them. These matters
include more than 700 product liability cases and certain other
legal matters. Plaintiffs’ alleged claims in these matters amount to
an aggregate of approximately USD 1 billion. In addition, in some
of these matters there are claims for punitive damages that are par-
tially unspecified and partially currently unquantifiable. A number
of other legal matters are in such early stages that the Group has
not made any provisions other than for legal fees since it cannot
currently estimate any potential outcome of these cases and poten-
tial losses.

LEGAL MATTERS

A number of Novartis subsidiaries are, and will likely continue to be,
subject to various legal proceedings that arise from time to time,
including proceedings regarding product liability, commercial dis-
putes, employment and wrongful discharge, antitrust, securities,
sales and marketing practices, health and safety, environmental,
tax, privacy, and intellectual property matters. As a result, the Group
may become subject to substantial liabilities that may not be cov-
ered by insurance and could affect our business and reputation.
While Novartis does not believe that any of these legal proceedings
will have a material adverse effect on its financial position, litigation
is inherently unpredictable and large judgments sometimes occur.
As a consequence, Novartis may in the future incur judgments or
enter into settlements of claims that could have a material adverse
effect on its results of operations or cash flows.

Governments and regulatory authorities around the world have
been stepping up their compliance and law enforcement activities
in recent years in key areas, including corruption, marketing prac-
tices, insider trading, antitrust, trade restrictions, embargo legisla-
tion and data privacy. Responding to such investigations is costly

and requires an increasing amount of management’s time and
attention. In addition, such investigations may affect our reputation,
create a risk of potential exclusion from government reimburse-
ment programs in the United States and other countries and may
lead to litigation. These factors have contributed to decisions by
Novartis and other companies in the healthcare industry, when
deemed in their interest, to enter into settlement agreements with
governmental authorities around the world prior to any formal deci-
sion by the authorities. Those settlements have involved and may
continue to involve large cash payments, including the potential
repayment of amounts allegedly obtained improperly and other
penalties, including treble damages. In addition, settlements of
healthcare fraud cases often require companies to enter into cor-
porate integrity agreements, which are intended to regulate com-
pany behavior for a period of years. Also, matters underlying gov-
ernmental investigations and settlements may be the subject of
separate private litigation.

Below is a summary of significant legal proceedings to which
Novartis or its subsidiaries are a party or were a party and which
were concluded in 2012.

GOVERNMENTAL INVESTIGATIONS

Western District of New York (WDNY) investigation
In 2010, NPC became aware of an investigation by the USAO for the
WDNY into informed consent issues relating to clinical trials in
China and into marketing practices, including the remuneration of
healthcare providers, in connection with a number of Novartis prod-
ucts. NPC is cooperating with the investigation which is civil in
nature. In the fourth quarter of 2012, the Company learned that the
Government is not pursuing further informed consent issues relat-
ing to clinical trials in China. The Government continues to investi-
gate marketing practices, including marketing practices concern-
ing Zometa.

Southern District of New York (SDNY) investigation
In 2011, Novartis Pharmaceuticals Corporation (NPC) received a
subpoena from the United States Attorney‘s Office (USAO) for the
SDNY requesting the production of documents relating to market-
ing practices, including the remuneration of healthcare providers,
in connection with three NPC products (Lotrel, Starlix and Valturna).
NPC is cooperating with the investigation which is civil and crimi-
nal in nature.

Northern District of Georgia (NDGA) investigation
In 2011, Alcon Laboratories Inc. (Alcon) received a subpoena from
the United States Department of Health & Human Services relating
to an investigation into allegations of healthcare fraud. The sub-
poena requests the production of documents relating to marketing
practices, including the remuneration of healthcare providers, in
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connection with certain Alcon products (Vigamox, Nevanac,
Omnipred, Econopred; surgical equipment). Alcon is cooperating
with the investigation which is civil in nature and led by the NDGA.

Western District of Kentucky (WDKY) investigation
In 2012, NPC received a subpoena from the USAO for the WDKY
requesting the production of documents relating to marketing prac-
tices, including remuneration of healthcare providers, in connec-
tion with certain NPC products (including Tekturna and its combi-
nation products). NPC is cooperating with the investigation, which
is civil and criminal in nature.

SDNY Specialty Pharmacy investigation
In 2012, NPC received a civil investigative demand from the USAO
for the SDNY requesting information regarding its interactions with
specialty pharmacies concerning certain NPC products (including
Gleevec and Gilenya). NPC is cooperating with the investigation,
which is civil in nature.

Northern District of Texas (NDTX) investigation
In 2012, Alcon was notified that the USAO for the NDTX is conduct-
ing an investigation relating to the export of Alcon products to var-
ious countries subject to United States trade sanctions, including
Iran, and received a grand jury subpoena requesting the production
of documents for a period beginning in 2005 relating to this inves-
tigation. Alcon is cooperating with the investigation.

European Commission (EC) Dawn Raid at Sandoz France
In 2009, the EC searched the offices of Sandoz S.A.S. in France
(Sandoz France), alleging that Sandoz France entered into anti-
competitive price coordination practices with other generic phar-
maceutical companies and via the French trade association for
generic pharmaceutical companies. Sandoz France is cooperating
with the EC. No follow-up requests have been received from the EC
so far.

EC Fentanyl investigation
In 2010, the EC conducted dawn raids at the Dutch and German
offices of Sandoz. On October 18, 2011, the EC decided to initiate
proceedings against Sandoz BV, Novartis AG, Janssen-Cilag BV and
Johnson & Johnson to assess whether contractual arrangements
between Janssen-Cilag BV, Hexal BV and Sandoz BV may have had
the object or effect of hindering the entry of generic Fentanyl
patches in the Netherlands. The Commission issued a press release
announcing the adoption of its decision to initiate proceedings on
October 21, 2011. Sandoz BV and Novartis AG are cooperating with
the EC.

PRODUCT LIABILITY MATTERS

Zometa/Aredia product liability litigation
NPC and other Novartis subsidiaries are defendants in approxi-
mately 700 cases brought in United States courts, in which plain-

tiffs claim to have experienced osteonecrosis of the jaw after treat-
ment with Zometa or Aredia, which are used to treat patients whose
cancer has spread to the bones.

The majority of the United States cases are consolidated in two
venues – a federal multidistrict litigation proceeding and a separate
state court proceeding in New Jersey. The first trial out of the state
court consolidated proceedings was held in New Jersey in Septem-
ber and October 2010 and resulted in a defense verdict in favor of
NPC. On June 13, 2012, the New Jersey Court of Appeals affirmed
the judgment in favor of NPC. Plaintiffs petitioned the New Jersey
Supreme Court for further review and their petition was subse-
quently denied. The judgment in favor of NPC is final.

A prior state court case unrelated to the consolidated proceed-
ings held in October 2009 resulted in a plaintiff’s verdict, which the
Montana Supreme Court affirmed on appeal in December 2010.

The first federal trial took place in November 2010 in the United
States District Court for the Middle District of North Carolina and
resulted in a plaintiffs’ verdict. NPC filed an appeal against this ver-
dict which remains pending. The second federal trial took place in
May 2011 in the United States District Court for the Eastern District
of New York (EDNY) and resulted in a defense verdict in favor of
NPC. Plaintiff filed an appeal against this verdict, and on August 29,
2012, the United States Court of Appeals for the Second Circuit
affirmed the verdict in favor of NPC, which is final.

The next federal trial began in the United States District Court
for the WDKY on January 9, 2012. On January 31, 2012, the jury
returned a verdict in favor of NPC, which was not appealed by plain-
tiff and which is therefore final. A further federal trial began in the
United States District Court for the Eastern District of Missouri on
January 23, 2012. On February 1, 2012, the jury returned a verdict
in favor of NPC. On March 5, 2012, plaintiff filed a notice of appeal.
On April 11, 2012, the United States Court of Appeals for the Eighth
Circuit dismissed the appeal; judgment has been entered for NPC,
which is final. The next federal trial began in the United States Dis-
trict Court for the Western District of Missouri on March 20, 2012.
On April 6, 2012, it resulted in a plaintiff’s verdict for compensatory
damages of USD 0.2 million. No punitive damages were awarded.
NPC filed a motion for judgment as a matter of law on May 7, 2012,
which was subsequently denied. On August 31, 2012, NPC filed an
appeal against the verdict with the United States Court of Appeals
for the Eighth Circuit, which remains pending. A further federal trial
started in the United States District Court for the Eastern District of
North Carolina on September 19, 2012. On September 21, 2012,
this case was dismissed with prejudice by plaintiff. This dismissal
is therefore final. On October, 3, 2012, a further federal trial started
in the United States District Court for the EDNY. On November 2,
2012, the jury returned a verdict in plaintiff’s favor and awarded
plaintiff USD 0.45 million in compensatory damages and USD 10
million in punitive damages. The Court has not yet entered judg-
ment. The punitive damages award will be capped by statute at five
times the compensatory damages award, and NPC believes that as
a matter of law plaintiff is not entitled to punitive damages. On
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20. PROVISIONS AND OTHER NON-CURRENT LIABILITIES (CONTINUED)

November 30, 2012, NPC filed a motion to further reduce the puni-
tive damages award. On December 20, 2012, NPC filed a motion for
mistrial (seeking a new trial) based on the jury’s consideration of
evidence outside the record. NPC will continue to challenge the ver-
dict in its entirety and intends to file additional post-trial motions
and an appeal if necessary.

The next federal trial is scheduled to begin in the United States
District Court for the Middle District of Florida on February 11,
2013.

Further trials are scheduled for 2013.

Hormone Replacement Therapy product liability litigation
NPC and other Novartis subsidiaries are defendants, along with var-
ious other pharmaceutical companies in the United States, in more
than 30 cases brought in United States courts in which plaintiffs
claim to have been injured by hormone replacement therapy prod-
ucts. Discovery is ongoing, but currently inactive as to NPC.

Elidel® product liability litigation
NPC and other Novartis subsidiaries are defendants in more than
20 cases brought in United States courts in which plaintiffs claim
to have experienced injuries, mainly various types of cancer, after
having been treated with Elidel®, a medicine for atopic dermatitis.

OTHER MATTERS

Average Wholesale Price litigation
Claims have been brought against various pharmaceutical compa-
nies, including certain Sandoz entities and NPC, alleging that they
fraudulently overstated the Average Wholesale Price (AWP) which is
or has been used by state Medicaid agencies to calculate reim-
bursements to healthcare providers.

In 2011, Sandoz Inc. (Sandoz) reached an agreement in princi-
ple to settle the state portion of the New York City and New York
Counties federal and state court cases for USD 22 million and the
state portion of the Iowa case for USD 3 million. The settlement
amount of USD 25 million for the Iowa and the New York settle-
ments together was fully provisioned for in the fourth quarter of
2011. The settlement agreements have been executed by all parties
and payments of the Iowa and the New York settlements were made
in the first half of 2012. All related cases have been dismissed.

A bench trial against Sandoz in Mississippi Chancery Court
ended on April 15, 2011. On September 2, 2011, the court ren-
dered an opinion in favor of Sandoz on the false claims, conspiracy,
and anti-kickback provisions but against Sandoz on the other
causes of action and awarded plaintiff a total of USD 38.2 million
(USD 23.7 million in compensatory damages, USD 2.7 million in
civil penalties and USD 11.8 million in punitive damages). On Octo-
ber 4, 2011, the court granted Sandoz’ motion to amend the opin-
ion and withdrew the punitive damages award. On March 30, 2012,
an evidentiary hearing took place in order to determine whether

punitive damages are appropriate and, if so, in what amount puni-
tive damages should be awarded. On June 19, 2012, the court lim-
ited the punitive damages award to USD 3.75 million. Judgment
was entered on August 7, 2012. On August 17, 2012, the State filed
a motion to alter the judgment. On August 30, 2012, the court
denied the State’s request to alter the judgment. On September 27,
2012, Sandoz filed its notice of appeal. On October 11, 2012, the
State filed a notice of cross-appeal.

On July 13, 2012, the Alabama Supreme Court rendered judg-
ment in Sandoz’ favor and overturned the February 2009 Mont-
gomery County, Alabama Circuit Court jury verdict against Sandoz
in the amount of USD 78 million (compensatory damages of
USD 28 million and punitive damages of USD 50 million). This judg-
ment in favor of Sandoz is final.

On October 12, 2012, the Kentucky Court of Appeals ruled in
Sandoz’ favor and reversed the Franklin Circuit Court’s 2009 jury
verdict and judgment against Sandoz in the amount of USD 27 mil-
lion (compensatory damages of USD 16 million and penalties of
USD 11 million). The Court of Appeals remanded the case to the
Franklin Circuit Court with directions to enter judgment for Sandoz.
On November 13, 2012, the Commonwealth of Kentucky filed a
petition seeking discretionary review from the Kentucky Supreme
Court, which remains pending.

Further trials, including Sandoz and NPC, are currently sched-
uled for 2013.

CONCLUDED LEGAL MATTERS

Wage and Hour litigation
In 2006, certain pharmaceutical sales representatives filed suit in
a state court in California and in the United States District Court for
the SDNY against NPC alleging that NPC violated wage and hour
laws by misclassifying the pharmaceutical sales representatives as
“exempt” employees, and by failing to pay overtime compensation.
These actions were part of a number of lawsuits against pharma-
ceutical companies that challenge the industry’s long-term prac-
tice of treating pharmaceutical sales representatives as salaried
employees. NPC agreed with the plaintiffs to end the ongoing pro-
ceedings and to provide a payment of up to USD 99 million for eli-
gible class members; the full amount of USD 99 million was provi-
sioned for in the third quarter of 2011 and in the first quarter of
2012. This settlement resolves the wage and hour claims brought
in 2006, as well as additional wage and hour claims covering a
more recent time period. On May 31, 2012, the judge granted final
approval of the settlement and dismissed the case with prejudice.

Lucentis patent litigation
Novartis Group companies were sued by and sued MedImmune in
several European countries, including the United Kingdom, Ger-
many, Switzerland, France and the Netherlands. MedImmune
alleged that the sale of Lucentis in these countries infringed its
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patents and its rights under its Supplementary Protection Certifi-
cates (SPC).

In the United Kingdom, a trial took place in May 2011. On July
5, 2011, the United Kingdom court issued its decision and held that
Novartis did not infringe MedImmune’s patents and that MedIm-
mune’s patents were invalid. MedImmune filed an appeal against
this decision. A separate trial to hear Novartis’ challenge against
the validity of MedImmune’s United Kingdom SPC took place on
February 3, 2012, and the United Kingdom court found the SPC to
be invalid. MedImmune appealed this decision. On July 11, 2012,
the United Kingdom Court of Appeal held that MedImmune’s patent
was invalid (and thereby also the SPC extension), upholding the first
instance decision. In Germany, the infringement trial took place on
October 18, 2011. On November 10, 2011, the German court found
that the import and sale of Lucentis infringes one of the two Med-
Immune patents in dispute and the related SPC right in Germany.
This decision was appealed. The German invalidity trial on the other
MedImmune patent took place on January 24, 2012, and the Fed-
eral Patent Court found this patent to be invalid. The trial on the
validity of MedImmune’s German SPC took place on May 2, 2012,
and the Federal Patent Court found the SPC to be invalid. On June
26, 2012, the European Patent Office also held that the MedIm-
mune patent, which forms the basis for the SPCs, is invalid. The
parties agreed to a confidential settlement on November 6, 2012
and all actions have been dismissed.

SUMMARY OF PRODUCT LIABILITIES, GOVERNMENTAL INVESTIGATIONS
AND OTHER LEGAL MATTERS PROVISION MOVEMENTS

2012 2011
USD millions USD millions

January 1 1 182 1 384

Impact of business combinations 60

Cash payments – 362 – 772

Releases of provisions – 262 – 16

Additions to provisions 389 584

Currency translation effects – 9 2

December 31 998 1 182

Less current liability – 368 – 405

Non-current product liabilities, governmental
investigations and other legal matters provisions
at December 31 630 777

Novartis believes that its total provisions for product liability, gov-
ernmental investigations and other legal matters are adequate
based upon currently available information. However, given the
inherent difficulties in estimating liabilities, it cannot be guaranteed
that additional costs will not be incurred beyond the amounts pro-
vided.
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21. CURRENT FINANCIAL DEBT

2012 2011
USD millions USD millions

Interest-bearing accounts of associates 1 541 1 357

Bank and other financial debt 1 270 2 053

Commercial paper 963 2 156

Current portion of non-current financial debt 2 009 778

Fair value of derivative financial instruments 162 30

Total current financial debt 5 945 6 374

The consolidated balance sheet values of current financial debt,
other than the current portion of non-current financial debt,
approximates the estimated fair value due to the short-term nature
of these instruments.

The weighted average interest rate on the bank and other cur-
rent financial debt (including employee deposits from the compen-
sation of associates employed by Swiss entities) was 2.1% in 2012
and 1.7% in 2011.

22. PROVISIONS AND OTHER CURRENT LIABILITIES

2012 2011
USD millions USD millions

Taxes other than income taxes 561 578

Restructuring provisions 221 349

Accrued expenses for goods and services
received but not invoiced 576 678

Provisions for royalties 452 443

Provisions for revenue deductions 4 072 3 742

Provisions for compensation and benefits
including social security 2 222 2 116

Environmental remediation liabilities 119 59

Deferred income 71 70

Provision for product liabilities, governmental
investigations and other legal matters 368 405

Accrued share-based payments 262 217

Other payables 1 519 1 422

Total provisions and other current liabilities 10 443 10 079

Provisions are based upon management’s best estimate and
adjusted for actual experience. Such adjustments to the historic
estimates have not been material.

PROVISION FOR DEDUCTIONS FROM REVENUE

The following table shows the movement of the provision for deduc-
tions from revenue:

2012 2011
USD millions USD millions

January 1 3 742 3 097

Impact of business combinations 174

Additions 12 150 11 713

Payments/utilizations – 11 938 – 10 749

Changes in offset against gross trade
receivables – 90 – 227

Currency translation effects 34 – 92

December 31 4 072 3 742

RESTRUCTURING PROVISION MOVEMENTS

USD millions

January 1, 2011 241

Additions 346

Cash payments – 203

Releases – 37

Currency translation effects 2

December 31, 2011 349

Additions 281

Cash payments – 299

Releases – 115

Currency translation effects 5

December 31, 2012 221
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In 2012, additions to provisions of USD 281 million were incurred
in the Pharmaceuticals Division marketing & sales organization in
conjunction with the anticipation of patent expirations, in Alcon as
a result of continuous integration and in Sandoz due to the integra-
tion of the recently acquired company Fougera. Other Group initia-
tives to further simplify the organization were mainly related to
Consumer Health and Sandoz.

In 2011, additions to provisions of USD 346 million were
incurred in the Pharmaceuticals Division in conjunction with the
transfer, outsourcing, closure of selected research operations, as

well as simplifying and streamlining of certain development and
support functions and in Alcon in conjunction with the integration.
Other initiatives mainly includes costs incurred in conjunction with
the Group-wide review of its manufacturing sites, mainly in Switzer-
land, United Kingdom, United States, Italy and Puerto Rico.

The releases to income in 2012 and 2011 of USD 115 million
and USD 37 million, respectively, were mainly due to settlement of
liabilities at lower amounts than originally anticipated.

Number of
Additions to provision Termination costs Third party costs 1 employees affected

2012 2011 2012 2011 2012 2011
Initiative USD millions USD millions USD millions USD millions USD millions USD millions 2012 2011

Pharmaceuticals Research & Development 151 139 12 1 000

Pharmaceuticals Marketing & Sales organization 190 181 9 1 850

Alcon integration 32 62 31 47 1 15 320 300

Fougera integration 18 15 3 140

Various Group initiatives to simplify organizational
structure – including manufacturing sites 41 133 28 113 13 20 150 1 300

Total 281 346 255 299 26 47 2 460 2 600

1 Third party costs are mainly associated with lease and other obligations due to abandonment of certain facilities.
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23. DETAILS TO THE CONSOLIDATED CASH FLOW STATEMENTS

23.1) REVERSAL OF NON-CASH ITEMS

2012 2011
USD millions USD millions

Taxes 1 625 1 528

Depreciation, amortization and impairments on

Property, plant & equipment 1 743 2 141

Intangible assets 3 177 3 647

Financial assets 34 192

Income from associated companies – 552 – 528

Gains on disposal of property, plant & equipment,
intangible, financial and other non-current assets, net – 294 – 518

Equity-settled compensation expense 746 790

Change in provisions and other non-current liabilities 539 1 295

Net financial income 820 753

Total reversal of non-cash items 7 838 9 300

23.2) CASH FLOWS FROM CHANGES IN WORKING CAPITAL AND OTHER
OPERATING ITEMS INCLUDED IN OPERATING CASH FLOW

2012 2011
USD millions USD millions

(Increase) / decrease in inventories – 701 45

Decrease / (increase) in trade receivables 369 – 732

Increase in trade payables 515 195

Change in other net current assets and other
operating cash flow items – 323 379

Total – 140 – 113

23.3) CASH FLOW ARISING FROM ACQUISITIONS AND DIVESTMENTS OF BUSINESSES

The following is a summary of the cash flow impact of those significant transactions described in note 2 and other smaller transactions:

2012 2011 2011
Acquisitions Acquisitions Divestments

USD millions USD millions USD millions

Property, plant & equipment – 126 – 66 16

Currently marketed products – 521 – 101

Acquired research & development – 173 – 7

Technologies – 371 – 3

Software and other intangible assets – 1

Financial and other assets including deferred tax assets – 165 – 7

Inventories – 88 – 15 8

Trade accounts receivables and other current assets – 90 – 52 5

Marketable securities and cash – 167 – 186 1

Long-term and short-term financial debts 4

Trade payables and other liabilities including deferred tax liabilities 747 66 – 7

Net identifiable assets acquired or divested – 950 – 372 23

Acquired / divested liquidity 167 63 – 1

Non-controlling interest 29 19

Fair value of previously held equity interests 22

Sub-total – 732 – 290 22

Goodwill – 1 026 – 303

Deferred consideration 17 2

Net cash flow – 1 741 – 591 22

Note 2 and 24 provide further information regarding acquisitions and divestments of businesses. All acquisitions were for cash.
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24. ACQUISITIONS OF BUSINESSES

ASSETS AND LIABILITIES ARISING FROM ACQUISITIONS

2012 2011
Fair value USD millions USD millions

Property, plant & equipment 126 66

Currently marketed products 521 101

Acquired research & development 173 7

Technologies 371 3

Software and other intangible assets 1

Financial and other assets including deferred tax assets 165 7

Inventories 88 15

Trade accounts receivable and other current assets 90 52

Marketable securities and cash 167 186

Long-term and short-term financial debts – 4

Trade payables and other liabilities including deferred tax liabilities – 747 – 66

Net identifiable assets acquired 950 372

Acquired liquidity – 167 – 63

Non-controlling interest – 29 – 19

Goodwill 1 026 303

Net assets recognized as a result of business combinations 1 780 593

Note 2 details significant acquisition of businesses. The 2012 and 2011 goodwill arising out of the acquisitions reflects mainly the value
of future products and the acquired assembled workforce.
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25. POST-EMPLOYMENT BENEFITS OF ASSOCIATES

DEFINED BENEFIT PLANS

Apart from the legally required social security schemes, the Group
has numerous independent pension and other post-employment
benefit plans. In most cases these plans are externally funded in
vehicles which are legally separate from the Group. For certain
Group companies, however, no independent plan assets exist for
the pension and other long-term benefit obligations of associates.
In these cases the related unfunded liability is included in the bal-
ance sheet.

Defined benefit pension plans cover a significant number of the
Group’s associates. The defined benefit obligations and related plan
assets of all major plans are reappraised annually by independent
actuaries. Plan assets are recorded at fair value and their actual
return in 2012 was a gain of USD 1 508 million (2011: loss of
USD 129 million) for pension plans. The defined benefit obligation
of unfunded pension plans was USD 1 282 million at December 31,
2012 (2011: USD 1 120 million) and for unfunded other post-
employment plans USD 862 million (2011: USD 870 million).

The following table is a summary of the funded and unfunded pension and other post-employment benefit plans of associates at
December 31, 2012 and 2011:

Other post-employment
Pension plans benefit plans

2012 2011 2012 2011
USD millions USD millions USD millions USD millions

Benefit obligation at January 1 21 730 20 568 1 241 1 247

Service cost 395 423 44 60

Interest cost 665 732 48 60

Actuarial losses/(gains) 3 080 822 – 14 37

Plan amendments – 6 18 – 3 – 46

Currency translation effects 488 – 92 2 – 3

Benefit payments – 1 223 – 1 231 – 50 – 47

Contributions of associates 189 187 3 3

Effect of acquisitions, divestments or transfers 185 303 – 70

Benefit obligation at December 31 25 503 21 730 1 271 1 241

Fair value of plan assets at January 1 18 826 19 265 222 228

Expected return on plan assets 829 909 14 15

Actuarial gains/(losses) 679 – 1 038 13 – 18

Currency translation effects 408 – 2

Novartis Group contributions 497 367 35 50

Contributions of associates 189 187 3 3

Plan amendments – 2 – 2

Benefit payments – 1 223 – 1 231 – 50 – 47

Effect of acquisitions, divestments or transfers 79 371 – 9

Fair value of plan assets at December 31 20 282 18 826 237 222

Funded status – 5 221 – 2 904 – 1 034 – 1 019

Unrecognized past service cost 1 2 – 70 – 79

Limitation on recognition of fund surplus – 21 – 51

Net liability in the balance sheet at December 31 – 5 241 – 2 953 – 1 104 – 1 098

Amounts recognized in the consolidated balance sheet

Prepaid benefit cost 55 38

Accrued benefit liability – 5 296 – 2 991 – 1 104 – 1 098
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The net periodic benefit cost recorded in the consolidated income statement consists of the following components:

Other post-employment
Pension plans benefit plans

2012 2011 2012 2011
USD millions USD millions USD millions USD millions

Components of net periodic benefit cost

Service cost 395 423 44 60

Interest cost 665 732 48 60

Expected return on plan assets – 829 – 909 – 14 – 15

Recognized past service cost 1 3 – 12 – 5

Curtailment and settlement (gains)/losses – 4 18

Net periodic benefit cost 228 267 66 100

The following table shows the principal actuarial weighted average assumptions used for calculating defined benefit plans and other post-
employment benefits of associates:

Other post-employment
Pension plans benefit plans

2012 2011 2012 2011
% % % %

Weighted average assumptions used to determine benefit obligations at December 31

Discount rate 2.4% 3.2% 3.6% 4.3%

Expected rate of pension increase 0.9% 0.9%

Expected rate of salary increase 3.3% 3.3%

Interest on savings account 1.6% 2.5%

Current average life expectancy for a 65-year-old male/female 21/23 years 20/22 years 19/21 years 20/22 years

Weighted average expected return on assets for the period 4.6% 4.6%

Defined benefit pension plans in Switzerland, United States, United
Kingdom, Germany and Japan represent about 95% of the Group’s
total defined benefit pension obligation. In all of these countries the
defined benefit pension obligation is significantly impacted by
assumptions regarding the discount rate. Furthermore, the rate for
pension increases significantly affects the value of most plans in
Switzerland, Germany and the United Kingdom. Generational mor-
tality tables are used where this data is available.

The following table shows the sensitivity of the defined benefit
pension obligation to the principal actuarial assumptions for plans
in Switzerland, United States, United Kingdom, Germany and
Japan:

Change in 2012 year end
defined benefit pension obligation

USD millions

25 basis point increase in discount rate – 791

25 basis point decrease in discount rate 838

1 year increase in life expectancy 872

25 basis point increase in rate of pension increase 521

25 basis point decrease in rate of pension increase – 495

25 basis point increase of interest on savings account 70

25 basis point decrease of interest on savings account – 68

25 basis point increase in rate of salary increase 68

25 basis point decrease in rate of salary increase – 69

The following table shows a five-year summary reflecting the funding of defined benefit pensions and the impact of historical deviations
between expected and actual return on plan assets and experience adjustments on defined benefit pension obligations.

2012 2011 2010 2009 2008
USD millions USD millions USD millions USD millions USD millions

Plan assets 20 282 18 826 19 265 17 611 16 065

Defined benefit obligations – 25 503 – 21 730 – 20 568 – 18 009 – 17 643

Deficit – 5 221 – 2 904 – 1 303 – 398 – 1 578

Differences between expected and actual return on plan assets 679 – 1 038 – 164 981 – 3 006

Experience adjustments on defined benefit obligation – 16 18 26 12 – 72
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25. POST-EMPLOYMENT BENEFITS OF ASSOCIATES (CONTINUED)

The following table shows the weighted average plan asset allocation of funded defined benefit pension plans at December 31, 2012
and 2011:

Pension plans

Long-term 2012 2011
target % % %

Equity securities 15–35 29 25

Debt securities 30–65 43 49

Real estate 5–20 13 13

Alternative investments 0–20 9 9

Cash and other investments 0–15 6 4

Total 100 100

Strategic pension plan asset allocations are determined with the
objective of achieving an investment return which, together with the
contributions paid, is sufficient to maintain reasonable control over
the various funding risks of the plans. Based upon the market and
economic environments, actual asset allocations may periodically
be permitted to deviate from policy targets. Expected return
assumptions are reviewed periodically and are based on each
plan’s strategic plan asset mix. Factors considered in the estimate
of the expected return on plan assets are the risk free interest rate
together with risk premiums on the plan assets of each pension
plan.

The expected future cash flows in respect of pension and other
post-employment benefit plans at December 31, 2012 were as fol-
lows:

Other post-
employment

Pension plans benefit plans
USD millions USD millions

Novartis Group contributions

2013 (estimated) 463 42

Expected future benefit payments

2013 1 323 55

2014 1 329 57

2015 1 347 60

2016 1 355 62

2017 1 365 64

2018–2022 6 933 356

The healthcare cost trend rate assumptions for other post-employ-
ment benefits are as follows:

Healthcare cost trend rate assumptions used 2012 2011

Healthcare cost trend rate assumed for next year 7.1% 7.7%

Rate to which the cost trend rate is assumed
to decline 5.0% 5.0%

Year that the rate reaches the ultimate trend rate 2020 2020

A one percentage point change in the assumed healthcare cost
trend rates compared to those used for 2012 would have had the
following effects:

1% point 1% point
increase decrease

USD millions USD millions

Effects on total of service and interest
cost components 14 – 11

Effect on post-employment benefit obligations 195 – 157

The number of Novartis AG shares held by pension and similar
benefit funds at December 31, 2012 was 19.8 million shares with
a market value of USD 1.2 billion (2011: 19.8 million shares with
a market value of USD 1.1 billion).

DEFINED CONTRIBUTION PLANS

In many subsidiaries associates are covered by defined contribu-
tion plans and other long-term benefits. Contributions charged to
the 2012 consolidated income statement for the defined contribu-
tion plans were USD 345 million (2011: USD 337 million).
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26. EQUITY-BASED PARTICIPATION PLANS OF ASSOCIATES

The expense related to all equity-based participation plans in the
2012 consolidated income statement was USD 1.0 billion (2011:
USD 1.0 billion) resulting in a total carrying amount for liabilities
arising from share-based payment transactions of USD 262 million
(2011: USD 217 million).

Equity-based participation plans can be separated into the fol-
lowing plans.

NOVARTIS EQUITY PLAN “SELECT”

The Equity Plan “Select” is a global equity incentive plan under
which eligible associates, including Executive Committee members,
may annually be awarded a grant capped at 200% of target. The
equity-based long-term incentive is subject to the achievement of
predetermined business and individual performance objectives at
grant. No awards are granted for performance ratings below a cer-
tain threshold.

The Equity Plan “Select” allows its participants to choose the
form of their equity compensation in restricted shares (or, in some
jurisdictions, restricted share units (RSUs)), tradable share options,
or a combination of both. The vesting period for the plan is three
years except for grants prior to 2012 in Switzerland which had a
two years vesting period.

In some jurisdictions, RSUs are granted rather than shares. Each
RSU is equivalent in value to one Novartis share and is converted
into one share at the vesting date. RSUs do not carry any voting or
dividend rights, except for the United States where employees
receive a dividend equivalent during the vesting period for the 2010
grants. Each restricted share is entitled to voting rights and pay-
ment of dividends during the vesting period.

Tradable share options expire on their 10th anniversary from
grant date. Each tradable share option granted to associates enti-
tles the holder to purchase after vesting (and before the 10th
anniversary from grant date) one Novartis share at a stated exercise
price that equals the closing market price of the underlying share
at the grant date.

The terms and conditions of the Novartis Equity Plan “Select”
outside North America are substantially equivalent to the Novartis
Equity Plan “Select” for North America. Share options of the
Novartis Equity Plan “Select” for North America have only been
tradable since 2004.

NOVARTIS EQUITY PLAN “SELECT” OUTSIDE NORTH AMERICA

The expense recorded in the 2012 consolidated income statement
relating to both shares and share options under this plan amounted
to USD 122 million (2011: USD 158 million). Participants in this
plan were granted in 2012 a total of 2.4 million restricted shares
and RSUs at CHF 54.20 (2011: 2.2 million restricted shares and
RSUs at CHF 54.70).

The following table shows the assumptions on which the valua-
tion of share options granted during the period was based:

Novartis Equity Plan “Select”
outside North America

2012 2011

Valuation date January 19, 2012 January 19, 2011

Expiration date January 19, 2022 January 19, 2021

Closing share price on grant date CHF 54.20 CHF 54.70

Exercise price CHF 54.20 CHF 54.70

Implied bid volatility 14.85% 14.90%

Expected dividend yield 4.82% 4.82%

Interest rate 0.94% 2.06%

Market value of option at grant date CHF 4.30 CHF 5.06

The following table shows the activity associated with the share
options during the period. The weighted average prices in the table
below are translated from Swiss Francs into USD at historical rates
for the granted, sold, and forfeited or expired figures. The year-end
prices are translated using the corresponding year-end rates.

2012 2011

Weighted Weighted
average average

Options exercise Options exercise
(millions) price (USD) (millions) price (USD)

Options outstanding at January 1 35.5 53.5 34.7 52.3

Granted 5.4 57.6 5.7 57.0

Sold – 6.3 50.8 – 3.9 46.4

Forfeited or expired – 1.4 57.5 – 1.0 56.6

Outstanding at December 31 33.2 54.5 35.5 53.5

Exercisable at December 31 24.4 53.5 22.2 52.4

All share options were granted at an exercise price which was equal
to the market price of the Group’s shares at the grant date and for
2002 and 2003 was greater than the market price of the Group’s
shares at the grant date. The weighted average exercise price dur-
ing the period the options were sold in 2012 was USD 50.79. The
weighted average share price at the dates of sale was USD 55.56.

The following table summarizes information about share
options outstanding at December 31, 2012:

Options outstanding

Average Weighted
Number remaining average

Range of outstanding contractual exercise
exercice prices (USD) (millions) life (years) price (USD)

45–49 7.1 4.4 46.9

50–54 9.0 6.0 54.4

55–59 17.1 6.5 57.8

Total 33.2 5.9 54.5
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26. EQUITY-BASED PARTICIPATION PLANS OF ASSOCIATES (CONTINUED)

NOVARTIS EQUITY PLAN “SELECT” FOR NORTH AMERICA

The expense recorded in the 2012 consolidated income statement
relating to both shares and share options under this plan amounted
to USD 297 million (2011: USD 263 million). Participants in this
plan were granted a total of 5.1 million restricted shares and RSUs
at USD 58.33 (2011: 4.1 million restricted shares and RSUs at USD
57.07).

The following table shows the assumptions on which the valua-
tion of share options granted during the period was based:

Novartis Equity Plan “Select”
for North America

2012 2011

Valuation date January 19, 2012 January 19, 2011

Expiration date January 19, 2022 January 19, 2021

Closing ADS price on grant date USD 58.33 USD 57.07

Exercise price USD 58.33 USD 57.07

Implied bid volatility 12.20% 13.80%

Expected dividend yield 4.82% 4.83%

Interest rate 2.09% 3.50%

Market value of option at grant date USD 4.14 USD 5.94

The following table shows the activity associated with the share
options during the period:

2012 2011

Weighted Weighted
ADS average ADS average

options exercise options exercise
(millions) price (USD) (millions) price (USD)

Options outstanding at January 1 58.5 52.1 60.0 51.1

Granted 18.5 58.3 11.8 57.1

Sold or exercised – 17.0 48.3 – 10.2 52.2

Forfeited or expired – 3.7 56.1 – 3.1 51.6

Outstanding at December 31 56.3 55.1 58.5 52.1

Exercisable at December 31 19.0 51.9 19.6 52.6

All share options were granted at an exercise price which was equal
to the market price of the American Depositary Shares (ADSs) at the
grant date. The weighted average exercise price during the period
the share options were sold or exercised in 2012 was USD 48.25.
The weighted average share price at the dates of sale or exercise
was USD 58.48.

The following table summarizes information about ADS options
outstanding at December 31, 2012:

ADS options outstanding

Average Weighted
Number remaining average

Range of outstanding contractual exercise
exercice prices (USD) (millions) life (years) price (USD)

35–39 0.5 0.1 36.3

45–49 8.7 4.9 46.6

50–54 13.2 6.5 53.8

55–59 33.9 7.8 57.9

Total 56.3 6.9 55.1

LONG-TERM PERFORMANCE PLAN

The Long-Term Performance Plan (LTPP) is an equity plan for key
executives designed to foster long-term commitment by aligning
the incentives of key executives to the performance of Novartis. The
LTPP is offered to selected executives, who are in key positions and
have a significant impact on the long-term success of Novartis. It is
capped at 200% of target. The rewards are based on rolling three
year global performance objectives focused on the Novartis Eco-
nomic Value Added (NVA) measured annually. The NVA is calcu-
lated based on Group operating income adjusted for interest, taxes
and cost of capital charge. The performance realization of a plan
cycle is obtained right after the end of the third plan year by adding
together the annual NVA realizations of all plan years of the plan
cycle. The performance ratio for a plan cycle is obtained by divid-
ing the performance realization for the plan cycle with the perform-
ance target for the plan cycle, expressing the result as a percentage.
The LTPP only allows a payout if the actual NVA exceeds predeter-
mined target thresholds.

At the beginning of every performance period, plan participants
are granted RSUs, which are converted into Novartis shares after
the performance period.

At the end of the three-year performance period, the Compen-
sation Committee adjusts the number of RSUs earned based on
actual performance. RSUs are converted into unrestricted Novartis
shares without an additional vesting period. In the United States,
awards may also be delivered in cash under the United States
deferred compensation plan.

The expense recorded in the 2012 income statement related to
this plan amounted to USD 34 million (2011: USD 40 million). On
January 19, 2012 a total of 0.4 million RSUs (2011: 0.4 million
RSUs) were granted to 139 key executives participating in this plan.
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OTHER SHARE AWARDS

Selected associates may exceptionally receive special awards of
restricted shares or RSUs. These special Share Awards provide an
opportunity to reward outstanding achievements or exceptional
performance and aim at retaining key contributors. They are based
on a formal internal selection process, in which the individual per-
formance of each candidate is thoroughly assessed at several man-
agement levels. In exceptional circumstances, special equity grants
may be rewarded to attract special expertise and new talents into
the organization. These grants are consistent with market practice
and Novartis’ philosophy to attract, retain and motivate best–in-
class talents around the world.

Restricted special awards generally have a five-year vesting
period. Worldwide 787 associates at different levels in the organiza-
tion were awarded restricted shares in 2012. The expense recorded
for such special share awards in the 2012 income statement
amounted to USD 24 million (2011: USD 27 million). During 2012,
a total of 0.8 million restricted shares and RSUs (2011: 1.5 million
restricted shares and RSUs) were granted to executives and selected
associates.

In addition, in 2012, Board members received 0.2 million unre-
stricted shares with a market value of USD 12 million as part of their
remuneration.

LEVERAGED SHARE SAVINGS PLANS

A number of associates in certain countries and certain key execu-
tives worldwide are encouraged to invest their annual incentive in
a share savings plan, which is capped at 200% of target. Under the
share savings plan, they will receive their annual incentive awards
fully or partially in Novartis shares in lieu of cash. As a reward for
their participation in the share savings plan, Novartis matches their
investments in shares after a holding period of three or five years.

Novartis currently has three share savings plans:
– Worldwide 30 key executives were invited to participate in a lever-

aged share savings plan based on their performance in 2011.
Instead of cash, their annual incentive was elected to be awarded
partly or entirely in shares. The elected number of shares were
delivered in 2012 and are subject to a holding period of five years.
At the end of the holding period, Novartis will match the invested
shares at a ratio of 1-to-1 (i.e. one share awarded for each
invested share).

– In Switzerland, the Employee Share Ownership Plan (ESOP) was
available to 12 688 associates in 2011. Participants within this
plan may choose to receive the incentive (i) 100% in shares, (ii)
50% in shares and 50% in cash or (iii) 100% in cash. After expi-
ration of a three-year holding period of Novartis shares invested
under the ESOP, each participant will receive one free matching
share for every two Novartis shares invested. A total of 5 050 asso-
ciates chose to receive shares under the ESOP for their perform-
ance in 2011 and the shares were delivered in 2012.

– In the United Kingdom, 2 743 associates can invest up to 5% of
their monthly salary in shares (up to a maximum of GBP 125) and
also may be invited to invest all or part of their net annual incen-
tive in shares. Two invested shares are matched with one share
with a holding period of three years. During 2012, 1 576 associ-
ates elected to participate in this plan.

Associates may only participate in one of these plans in any given
year.

The expense recorded in the 2012 income statement related to
these plans amounted to USD 459 million (2011: USD 429 million).
During 2012, a total of 5.7 million shares (2011: 5.4 million shares)
were granted to participants of these plans.

SUMMARY OF NON-VESTED SHARE MOVEMENTS

The table below provides a summary of non-vested share move-
ments (restricted shares, RSUs and ADSs) for all plans:

2012 2011

Number Number
of shares Fair value in of shares Fair value in

in millions USD millions in millions USD millions

Non-vested shares
at January 1 20.8 1 180.1 17.7 1 015.7

Granted 16.3 935.3 14.3 823.9

Vested – 12.0 – 701.2 – 10.0 – 590.1

Forfeited – 1.4 – 84.5 – 1.2 – 69.4

Non-vested shares
at December 31 23.7 1 329.7 20.8 1 180.1
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26. EQUITY-BASED PARTICIPATION PLANS OF ASSOCIATES (CONTINUED)

ALCON, INC., EQUITY PLANS GRANTED TO ASSOCIATES
PRIOR TO THE MERGER

The expense recorded in the 2012 consolidated income statement
relating to equity-based compensation awards granted to Alcon,
Inc., associates prior to the merger on April 8, 2011 amounted to
USD 55 million (2011: USD 98 million). There were no grants in
2012 (2011: 1.9 million converted Novartis RSUs).

At the completion of the merger of Alcon, Inc., into Novartis on
April 8, 2011, all awards outstanding under the Alcon equity plans
were converted into awards based upon Novartis shares with a con-
version factor of 3.0727 as defined in the Merger Agreement.

SHARE OPTIONS AND SHARE-SETTLED APPRECIATION RIGHTS
Share options entitle the recipient to purchase Novartis shares at
the closing market price of the former Alcon, Inc., share on the day
of grant divided by the conversion factor.

Share-settled appreciation rights (SSAR) entitle the participant
to receive, in the form of Novartis shares, the difference between the
values of the former Alcon, Inc., share at the date of grant, converted
into Novartis shares using the conversion factor, and the Novartis
share price at the date of exercise.

The following table shows the activity associated with the con-
verted Novartis share options and SSARs during 2012 and 2011:

Weighted Weighted
Number average Number of average

of options exercise SSARs exercise
(millions) price (USD) (millions) price (USD)

Outstanding at January 1, 2011 9.7 22.0 11.7 36.3

Exercised – 5.2 20.7 – 3.3 41.8

Outstanding at December 31, 2011 4.5 23.5 8.4 34.2

Exercisable at December 31, 2011 4.0 22.9 3.3 43.4

Outstanding at January 1, 2012 4.5 23.5 8.4 34.2

Exercised – 2.5 20.9 – 4.6 31.9

Outstanding at December 31, 2012 2.0 26.7 3.8 36.3

Exercisable at December 31, 2012 1.9 26.7 3.8 36.3

RESTRICTED SHARE UNITS

Restricted Share Units (RSUs) entitle the recipient to receive a spec-
ified number of Novartis shares on the date of vesting. RSUs will
vest and become transferable upon satisfaction of the conditions
set forth in the restricted share unit award agreements, generally
three years following the grant date. The compensation expense is
recognized over the required service period, generally three years
following the day of grant. Holders of RSUs have no voting rights
and receive dividend equivalents prior to vesting.

At December 31, 2012, there were 3.4 million Novartis RSUs
outstanding with a fair value of USD 218 million.
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27. RELATED PARTIES

GENENTECH/ROCHE

Novartis has two agreements with Genentech, Inc., USA, a subsidiary
of Roche Holding AG which is indirectly included in the consoli-
dated financial statements using equity accounting since Novartis
holds 33.3% of the outstanding voting shares of Roche.

LUCENTIS

Novartis has licensed the exclusive rights to develop and market
Lucentis outside the United States for indications related to dis-
eases of the eye. As part of this agreement, Novartis paid Genen-
tech/Roche an initial milestone and shared the cost for the subse-
quent development by making additional milestone payments upon
the achievement of certain clinical development points and product
approval. Novartis also pays royalties on the net sales of Lucentis
products outside the United States. Lucentis sales of USD 2.4 billion
(2011: USD 2.0 billion) have been recognized by Novartis.

XOLAIR

In February 2004, Novartis Pharma AG, Genentech, Inc., and Tanox,
Inc., finalized a three-party collaboration to govern the development
and commercialization of certain anti-IgE antibodies including

Xolair and TNX-901. Under this agreement, all three parties co-
developed Xolair. On August 2, 2007, Genentech, Inc. completed the
acquisition of Tanox, Inc. and has taken over its rights and obliga-
tions. Novartis and Genentech/Roche are co-promoting Xolair in the
United States where Genentech/Roche records all sales. Novartis
records sales outside of the United States.

Novartis markets Xolair and records all sales and related costs
outside the United States as well as co-promotion costs in the
United States. Genentech/Roche and Novartis share the resulting
profits from sales in the United States, Europe and other countries,
according to agreed profit-sharing percentages. In 2012, Novartis
recognized total sales of Xolair of USD 504 million (2011: USD 478
million) including sales to Genentech/Roche for the United States
market.

The net expense for royalties, cost sharing and profit sharing aris-
ing out of the Lucentis and Xolair agreements with Genentech/Roche
totaled USD 514 million in 2012 (2011: USD 396 million).

Furthermore, Novartis has several patent license, supply and
distribution agreements with Roche and several Novartis entities
hold Roche bonds totaling USD 20 million at December 31, 2012
(2011: USD 20 million).

EXECUTIVE OFFICER AND NON-EXECUTIVE DIRECTOR COMPENSATION

During 2012, there were 12 Executive Committee members and Permanent Attendees (“Executive Officers”), including those who stepped
down (12 members in 2011 also including those who stepped down).

The total compensation for members of the Executive Committee and the 12 Non-Executive Directors (11 in 2011) using the Group’s
accounting policies for equity-based compensation and pension benefits was as follows:

Executive Officers Non-Executive Directors Total

2012 2011 2012 2011 2012 2011
USD millions USD millions USD millions USD millions USD millions USD millions

Short-term benefits other than equity-based amounts 14.2 13.7 8.1 11.7 22.3 25.4

Post-employment benefits 2.1 1.9 0.2 0.2 2.3 2.1

Termination benefits 2.2 5.1 2.2 5.1

Equity-based compensation 54.5 53.3 16.4 28.2 70.9 81.5

Total 73.0 74.0 24.7 40.1 97.7 114.1

The annual incentive award, which is fully included in equity-based
compensation even when paid out in cash, is granted in January in
the year following the reporting period.

The above table excludes amounts for any grants made to any
of the current Executive Officers and non-Executive Directors by
Alcon, Inc., prior to its merger into Novartis AG on April 8, 2011,
since these were granted by this company’s independent Compen-
sation Committee.

The disclosures required by the Swiss Code of Obligations on
Board and Executive compensation are shown in note 12 to the
Novartis AG financial statements.

During 2012, a non-executive director has exercised an option
and acquired Group assets at fair market values, based on inde-
pendent external valuation reports, of CHF 11.6 million (approxi-
mately USD 12.0 million).



N OVA R T I S G R O U P A N N UA L R E P O R T 2 0 1 2240

28. COMMITMENTS AND CONTINGENCIES

LEASING COMMITMENTS

The Group has entered into various fixed term operational leases,
mainly for cars and real estate. As of December 31, 2012 the
Group’s commitments with respect to these leases were as follows:

2012
USD millions

2013 372

2014 283

2015 184

2016 169

2017 124

Thereafter 2 013

Total 3 145

Expense of current year 394

RESEARCH & DEVELOPMENT COMMITMENTS

The Group has entered into long-term research agreements with
various institutions which provide for potential milestone payments
and other payments by Novartis that may be capitalized. As of
December 31, 2012 the Group’s commitments to make payments
under those agreements were as follows:

Potential
Unconditional milestone
commitments payments

2012 2012 Total 2012
USD millions USD millions USD millions

2013 48 456 504

2014 41 312 353

2015 38 214 252

2016 33 329 362

2017 26 437 463

Thereafter 33 266 299

Total 219 2 014 2 233

OTHER COMMITMENTS

The Novartis Group entered into various purchase commitments
for services and materials as well as for equipment in the ordinary
course of business. These commitments are generally entered into
at current market prices and reflect normal business operations.

CONTINGENCIES

Group companies have to observe the laws, government orders and
regulations of the country in which they operate.

The Group’s potential environmental remediation liability is
assessed based on a risk assessment and investigation of the vari-
ous sites identified by the Group as at risk for environmental reme-
diation exposure. The Group’s future remediation expenses are
affected by a number of uncertainties. These uncertainties include,
but are not limited to, the method and extent of remediation, the
percentage of material attributable to the Group at the remediation
sites relative to that attributable to other parties, and the financial
capabilities of the other potentially responsible parties.

A number of Group companies are currently involved in admin-
istrative proceedings, litigations and investigations arising out of
the normal conduct of their business. These litigations include
certain legal and product liability claims. Whilst provisions have
been made for probable losses that management deems to be
reasonable or appropriate there are uncertainties connected with
these estimates. Note 20 contains a more extensive discussion of
these matters.

In the opinion of management, however, the outcome of these
actions will not materially affect the Group’s financial position but
could be material to the results of operations or cash flow in a given
period.
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29. FINANCIAL INSTRUMENTS – ADDITIONAL DISCLOSURES

2012 2011
BALANCE SHEET DISCLOSURES Note USD millions1 USD millions1

Cash and cash equivalents 16 5 552 3 709

Financial assets – measured at fair value through other comprehensive income

Available-for-sale marketable securities

Debt securities 16 1 084 1 131

Equity securities 16 68 73

Fund investments 16 23 32

Total available-for-sale marketable securities 1 175 1 236

Available-for-sale long-term financial investments

Equity securities 13 661 592

Fund investments 13 13 12

Total available-for-sale long-term financial investments 674 604

Total financial assets – measured at fair value through other comprehensive income 1 849 1 840

Financial assets – measured at amortized costs

Trade receivables and other current assets (excluding pre-payments) 15/17 12 533 12 373

Accrued interest on debt securities and time deposits 16 12 12

Time deposits with original maturity more than 90 days 16 1 240

Long-term loans and receivables, advances, security deposits 13 443 334

Total financial assets – measured at amortized costs 14 228 12 719

Financial assets – measured at fair value through the consolidated income statement

Derivative financial instruments 16 140 118

Total financial assets – measured at fair value through the consolidated income statement 140 118

Total financial assets 21 769 18 386

Financial liabilities – measured at amortized costs

Current financial debt

Interest bearing accounts of associates 21 1 541 1 357

Bank and other financial debt 21 1 270 2 053

Commercial paper 21 963 2 156

Currrent portion of non-current debt 21 2 009 778

Total current financial debt 5 783 6 344

Non-current financial debt

Straight bonds 19 14 783 13 483

Liabilities to banks and other financial institutions 19 1 004 1 146

Finance lease obligations 19 3 4

Current portion of non-current debt 19 – 2 009 – 778

Total non-current financial debt 13 781 13 855

Trade payables 5 593 4 989

Total financial liabilites – measured at amortized costs 25 157 25 188

Financial liabilities – measured at fair value through the consolidated income statement

Contingent consideration 20 573 482

Derivative financial instruments 21 162 30

Total financial liabilities – measured at fair value through the consolidated income statement 735 512

Total financial liabilities 25 892 25 700

1 Except for straight bonds (see note 19) the carrying amount is a reasonable approximation of fair value.
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29. FINANCIAL INSTRUMENTS – ADDITIONAL DISCLOSURES (CONTINUED)

DERIVATIVE FINANCIAL INSTRUMENTS

The following tables show the contract or underlying principal
amounts and fair values of derivative financial instruments ana-
lyzed by type of contract at December 31, 2012 and 2011. Contract
or underlying principal amounts indicate the volume of business

outstanding at the consolidated balance sheet date and do not rep-
resent amounts at risk. The fair values are determined by reference
to market prices or standard pricing models that used observable
market inputs at December 31, 2012 and 2011.

Contract or underlying
principal amount Positive fair values Negative fair values

2012 2011 2012 2011 2012 2011
USD millions USD millions USD millions USD millions USD millions USD millions

Currency related instruments

Forward foreign exchange rate contracts 10 517 6 456 120 105 – 160 – 12

Over-the-Counter currency options 2 644 2 102 20 13 – 1 – 18

Total of currency related instruments 13 161 8 558 140 118 – 161 – 30

Interest rate related instruments

Interest rate swaps 33 – 1

Total of interest rate related instruments 33 – 1

Total derivative financial instruments included in marketable securities
and in current financial debts 13 194 8 558 140 118 – 162 – 30

The following table shows by currency contract or underlying principal amount the derivative financial instruments at December 31, 2012
and 2011:

EUR USD JPY Other Total
December 31, 2012 USD millions USD millions USD millions USD millions USD millions

Currency related instruments

Forward foreign exchange rate contracts 3 760 3 169 704 2 884 10 517

Over-the-Counter currency options 2 125 519 2 644

Total of currency related instruments 3 760 5 294 704 3 403 13 161

Interest rate related instruments

Interest rate swaps 33 33

Total of interest rate related instruments 33 33

Total derivative financial instruments 3 760 5 294 704 3 436 13 194

EUR USD JPY Other Total
December 31, 2011 USD millions USD millions USD millions USD millions USD millions

Currency related instruments

Forward foreign exchange rate contracts 3 706 1 746 255 749 6 456

Over-the-Counter currency options 2 000 102 2 102

Total of currency related instruments 3 706 3 746 255 851 8 558

Total derivative financial instruments 3 706 3 746 255 851 8 558

DERIVATIVE FINANCIAL INSTRUMENTS EFFECTIVE FOR HEDGE
ACCOUNTING PURPOSES

At the end of 2012 and 2011, there were no open hedging instru-
ments for anticipated transactions.
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FAIR VALUE BY HIERARCHY

As required by IFRS, financial assets and liabilities recorded at fair
value in the consolidated financial statements are categorized based
upon the level of judgment associated with the inputs used to meas-
ure their fair value. There are three hierarchical levels, based on an
increasing amount of subjectivity associated with the inputs to derive
fair valuation for these assets and liabilities, which are as follows:

The types of assets carried at Level 1 fair value are equity and
debt securities listed in active markets.

The assets generally included in Level 2 fair value hierarchy are
foreign exchange and interest rate derivatives and certain debt

securities. Foreign exchange derivatives and interest rate derivatives
are valued using corroborated market data. The liabilities generally
included in this fair value hierarchy consist of foreign exchange and
interest rate derivatives.

Level 3 inputs are unobservable for the asset or liability. The
assets generally included in this fair value hierarchy are various
investments in hedge funds and unquoted equity security invest-
ments of the Novartis Venture Funds investment activities. There
were no liabilities carried at fair value in this category.

Valued at
Level 1 Level 2 Level 3 amortized cost Total

2012 USD millions USD millions USD millions USD millions USD millions

Available-for-sale marketable securities

Debt securities 1 056 28 1 084

Equity securities 45 23 68

Fund investments 23 23

Total available-for-sale marketable securities 1 101 28 46 1 175

Time deposits with original maturity more than 90 days 1 240 1 240

Derivative financial instruments 140 140

Accrued interest on debt securities 12 12

Total marketable securities, time deposits and derivative financial instruments 1 101 168 46 1 252 2 567

Financial investments and long-term loans

Available-for-sale financial investments 302 359 661

Fund investments 13 13

Long-term loans and receivables, advances, security deposits 443 443

Total financial investments and long-term loans 302 372 443 1 117

Financial liabilities

Derivative financial instruments – 162 – 162

Total financial liabilities at fair value 0 – 162 0 0 – 162
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29. FINANCIAL INSTRUMENTS – ADDITIONAL DISCLOSURES (CONTINUED)

Valued at
Level 1 Level 2 Level 3 amortized cost Total

2011 USD millions USD millions USD millions USD millions USD millions

Available-for-sale marketable securities

Debt securities 1 103 28 1 131

Equity securities 53 20 73

Fund investments 32 32

Total available-for-sale marketable securities 1 156 28 52 1 236

Derivative financial instruments 118 118

Accrued interest on debt securities 12 12

Total marketable securities, time deposits and derivative financial instruments 1 156 146 52 12 1 366

Financial investments and long-term loans

Available-for-sale financial investments 261 331 592

Fund investments 12 12

Long-term loans and receivables, advances, security deposits 334 334

Total financial investments and long-term loans 261 343 334 938

Financial liabilities

Derivative financial instruments – 30 – 30

Total financial liabilities at fair value – 30 – 30

The analysis above includes all financial instruments including those measured at amortized cost or at cost.
The change in carrying values associated with level 3 financial instruments using significant unobservable inputs during the year

ended December 31 are set forth below:

Available-
for-sale

Equity Fund financial
securities investments investments Total

2012 USD millions USD millions USD millions USD millions

January 1 20 44 331 395

Gains recognized in the consolidated income statement 101 101

Impairments and amortizations – 1 – 29 – 30

Gains/(losses) recognized in the consolidated statement of comprehensive income 2 2 – 13 – 9

Purchases 1 99 100

Proceeds from sales – 10 – 150 – 160

Reclassification 17 17

Currency translation effects 1 3 4

December 31 23 36 359 418

Total of gains and impairments, net recognized in the consolidated income
statement for assets held at December 31, 2012 – 1 72 71
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Available-
for-sale

Equity Fund financial
securities investments investments Total

2011 USD millions USD millions USD millions USD millions

January 1 20 67 348 435

Gains recognized in the consolidated income statement 1 23 24

Impairments and amortizations – 3 – 24 – 27

Gains/(losses) recognized in the consolidated statement of comprehensive income 1 2 – 7 – 4

Purchases 74 74

Redemptions – 24 – 24

Proceeds from sales – 1 – 82 – 83

Currency translation effects 1 – 1

December 31 20 44 331 395

Total of gains and impairments, net recognized in the consolidated income
statement for assets held at December 31, 2011 – 2 – 1 – 3

Gains and losses associated with level 3 available-for-sale mar-
ketable securities are recorded in the consolidated income state-
ment under “Other financial income and expense” and gains and
losses associated with level 3 available-for-sale financial investments
are recorded in the consolidated income statement under “Other
expense” or “Other income”, respectively.

If the pricing parameters for the level 3 input were to change for
equity securities and fund investments by 5% and for available-for-
sale financial investments by 10% positively or negatively, respec-
tively, this would change the amounts recorded in the consolidated
statement of comprehensive income by USD 3 million or USD 36
million, respectively (2011: USD 3 million and USD 33 million).

NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS

MARKET RISK

Novartis is exposed to market risk, primarily related to foreign cur-
rency exchange rates, interest rates and the market value of the
investments of liquid funds. The Group actively monitors and seeks
to reduce, where it deems it appropriate to do so, fluctuations in
these exposures. It is the Group’s policy and practice to enter into
a variety of derivative financial instruments to manage the volatil-
ity of these exposures and to enhance the yield on the investment
of liquid funds. It does not enter any financial transactions contain-
ing a risk that cannot be quantified at the time the transaction is
concluded. In addition, it does not sell short assets it does not have,
or does not know it will have, in the future. The Group only sells
existing assets or enters into transactions and future transactions
(in the case of anticipatory hedges) that it confidently expects it will
have in the future, based on past experience. In the case of liquid
funds, the Group writes call options on assets it has or it writes put

options on positions it wants to acquire and has the liquidity to
acquire. The Group expects that any loss in value for these instru-
ments generally would be offset by increases in the value of the
underlying transactions.

FOREIGN CURRENCY EXCHANGE RATE RISK

The Group uses the USD as its reporting currency. As a result, the
Group is exposed to foreign currency exchange movements, prima-
rily in European, Japanese and other Asian and Latin American cur-
rencies. Consequently, it enters into various contracts that reflect
the changes in the value of foreign currency exchange rates to pre-
serve the value of assets, commitments and anticipated transac-
tions. Novartis also uses forward contracts and foreign currency
option contracts to hedge certain anticipated net revenues in for-
eign currencies.

Net investments in subsidiaries in foreign countries are long-
term investments. Their fair value changes through movements of
foreign currency exchange rates. The Group only hedges the net
investments in foreign subsidiaries in exceptional cases.

COMMODITY PRICE RISK

The Group has only a very limited exposure to price risk related to
anticipated purchases of certain commodities used as raw materi-
als by the Group’s businesses. A change in those prices may alter
the gross margin of a specific business, but generally by not more
than 10% of the margin and thus below the Group’s risk manage-
ment tolerance levels. Accordingly, the Group does not enter into
significant commodity futures, forward and option contracts to
manage fluctuations in prices of anticipated purchases.
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29. FINANCIAL INSTRUMENTS – ADDITIONAL DISCLOSURES (CONTINUED)

INTEREST RATE RISK

The Group addresses its net exposure to interest rate risk mainly
through the ratio of its fixed rate financial debt to variable rate
financial debt contained in its total financial debt portfolio. To man-
age this mix, Novartis may enter into interest rate swap agreements,
in which it exchanges periodic payments based on a notional
amount and agreed upon fixed and variable interest rates.

EQUITY RISK

The Group purchases equities as investments of its liquid funds. As
a policy, it limits its holdings in an unrelated company to less than
5% of its liquid funds. Potential investments are thoroughly ana-
lyzed. Call options are written on equities that the Group owns, and
put options are written on equities which the Group wants to buy
and for which cash has been reserved.

CREDIT RISK

Credit risks arise from the possibility that customers may not be
able to settle their obligations as agreed. To manage this risk the
Group periodically assesses the financial reliability of customers,
taking into account their financial position, past experience and
other factors. Individual risk limits are set accordingly.

The Group’s largest customer accounts for approximately 10%
of net sales, and the second and third largest customer account for
9% and 8% of net sales (2011: 9%, 7% and 7% respectively). No
other customer accounts for 4% or more of net sales, in either year.

The highest amounts of trade receivables outstanding were for
these same three customers. They amounted to 8%, 7% and 6%,
respectively, of the Group’s trade receivables at December 31,
2012. There is no other significant concentration of credit risk
(2011: 10%, 6% and 6% respectively).

COUNTERPARTY RISK

Counterparty risk encompasses issuer risk on marketable securi-
ties, settlement risk on derivative and money market contracts and
credit risk on cash and time deposits. Issuer risk is reduced by only
buying securities which are at least AA- rated. Settlement and credit
risk is reduced by the policy of entering into transactions with coun-
terparties that are usually at least AA- rated banks or financial insti-
tutions. For short-term investments less than six months the coun-
terparty must be at least A-1/P-1/F-1 rated. Exposure to these risks
is closely monitored and kept within predetermined parameters.
Novartis has policies that limit the amount of credit exposure to any
financial institution. The limits are regularly assessed and deter-
mined based upon credit analysis including financial statement and
capital adequacy ratio reviews. In addition, reverse repurchasing
agreements are contracted.

The Group’s cash and cash equivalents are held with major reg-
ulated financial institutions, the three largest ones hold approxi-
mately 19.8%, 15.5% and 10.9%, respectively (2011: 31.8%,
12.5% and 12.1%, respectively).

The Group does not expect any losses from non-performance by
these counterparties and does not have any significant grouping of
exposures to financial sector or country risk.

LIQUIDITY RISK

Liquidity risk is defined as the risk that the Group could not be able
to settle or meet its obligations on time or at a reasonable price.
Group Treasury is responsible for liquidity, funding as well as set-
tlement management. In addition, liquidity and funding risks,
related processes and policies are overseen by management.
Novartis manages its liquidity risk on a consolidated basis based on
business needs, tax, capital or regulatory considerations, if applica-
ble, through numerous sources of financing in order to maintain
flexibility. Management monitors the Group’s net debt or liquidity
position through rolling forecasts on the basis of expected cash
flows.
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The following table sets forth how management monitors net debt or liquidity based on details of the remaining contractual maturities
of current financial assets and liabilities excluding trade receivables and payables and contingent considerations at December 31, 2012
and 2011:

Due later than Due later than Due later than
Due or due one month three months one year

within but less than but less than but less than Due after
one month three months one year five years five years Total

December 31, 2012 USD millions USD millions USD millions USD millions USD millions USD millions

Current assets

Marketable securities and time deposits 1 240 26 543 606 2 415

Derivative financial instruments and accrued interest 36 106 10 152

Cash and cash equivalents 3 852 1 700 5 552

Total current financial assets 3 888 3 046 36 543 606 8 119

Non-current liabilities

Financial debt – 7 829 – 5 952 – 13 781

Financial debt – undiscounted – 7 848 – 6 002 – 13 850

Total non-current financial debt – 7 829 – 5 952 – 13 781

Current liabilities

Financial debt – 2 607 – 764 – 2 412 – 5 783

Financial debt – undiscounted – 2 607 – 764 – 2 413 – 5 784

Derivative financial instruments – 60 – 54 – 48 – 162

Total current financial debt – 2 667 – 818 – 2 460 – 5 945

Net debt 1 221 2 228 – 2 424 – 7 286 – 5 346 – 11 607

Due later than Due later than Due later than
Due or due one month three months one year

within but less than but less than but less than Due after
one month three months one year five years five years Total

December 31, 2011 USD millions USD millions USD millions USD millions USD millions USD millions

Current assets

Marketable securities 36 638 562 1 236

Derivative financial instruments and accrued interest
on derivative financial instruments 61 15 54 130

Cash and cash equivalents 3 709 3 709

Total current financial assets 3 770 15 90 638 562 5 075

Non-current liabilities

Financial debt – 9 874 – 3 981 – 13 855

Financial debt – undiscounted – 9 904 – 4 005 – 13 909

Total non-current financial debt – 9 874 – 3 981 – 13 855

Current liabilities

Financial debt – 4 039 – 1 100 – 1 205 – 6 344

Financial debt – undiscounted – 4 039 – 1 100 – 1 205 – 6 344

Derivative financial instruments – 7 – 7 – 16 – 30

Total current financial debt – 4 046 – 1 107 – 1 221 – 6 374

Net debt – 276 – 1 092 – 1 131 – 9 236 – 3 419 – 15 154
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29. FINANCIAL INSTRUMENTS – ADDITIONAL DISCLOSURES (CONTINUED)

The consolidated balance sheet amounts of financial liabilities included in the above analysis are not materially different to the contrac-
tual amounts due on maturity. The positive and negative fair values on derivative financial instruments represent the net contractual
amounts to be exchanged at maturity.

The Group’s contractual undiscounted potential cash flows from derivative financial instruments to be settled on a gross basis are as
follows:

Due later than Due later than
Due or due one month three months

within but less than but less than
one month three months one year Total

December 31, 2012 USD millions USD millions USD millions USD millions

Derivative financial instruments and accrued interest on derivative
financial instruments

Potential outflows in various currencies – from financial derivative liabilities – 3 483 – 3 691 – 2 330 – 9 504

Potential inflows in various currencies – from financial derivative assets 3 458 3 714 2 285 9 457

Due later than Due later than
Due or due one month three months

within but less than but less than
one month three months one year Total

December 31, 2011 USD millions USD millions USD millions USD millions

Derivative financial instruments and accrued interest on derivative
financial instruments

Potential outflows in various currencies – from financial derivative liabilities – 4 315 – 738 – 1 208 – 6 261

Potential inflows in various currencies – from financial derivative assets 4 366 738 1 241 6 345

Due later than Due later than Due later than
one month three months one year

but less than but less than but less than Due after
three months one year five years five years Total

December 31, 2012 USD millions USD millions USD millions USD millions USD millions

Contractual interest on non-current liabilities – 236 – 275 – 1 368 – 1 082 – 2 961

Trade payables – 5 593

Due later than Due later than Due later than
one month three months one year

but less than but less than but less than Due after
three months one year five years five years Total

December 31, 2011 USD millions USD millions USD millions USD millions USD millions

Contractual interest on non-current liabilities – 236 – 247 – 1 410 – 637 – 2 530

Trade payables – 4 989 – 4 989

CAPITAL RISK MANAGEMENT

Novartis strives to maintain a strong credit rating. In managing its
capital, Novartis focuses on a strong balance sheet. Credit agencies
in 2012 maintained their ratings for Novartis. Moody’s rated the
Group as Aa2 for long-term maturities and P-1 for short-term matu-
rities and Standard & Poor’s had a rating of AA- for long-term and

A-1+ for short-term maturities. Fitch had a long-term rating of AA
and a short-term rating of F1+.

The 2012 year-end debt/equity ratio decreased to 0.28:1 from
0.31:1 in 2011 principally due to less current financial debt being
outstanding under the commercial paper programs.
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VALUE AT RISK

The Group uses a value at risk (VAR) computation to estimate the
potential ten-day loss in the fair value of its financial instruments.

A 10-day period is used because of an assumption that not all
positions could be undone in one day given the size of the posi-
tions. The VAR computation includes the Group’s financial debt,
short-term and long-term investments, foreign currency forwards,
swaps and options as well as anticipated transactions. Foreign cur-
rency trade payables and receivables as well as net investments in
foreign subsidiaries are included in the computation, however con-
tingent consideration, finance lease obligations and other current
assets are excluded.

The VAR estimates are made assuming normal market condi-
tions, using a 95% confidence interval. The Group uses a “Delta
Normal” model to determine the observed inter-relationships
between movements in interest rates, stock markets and various
currencies. These inter-relationships are determined by observing
interest rate, stock market movements and forward foreign cur-
rency rate movements over a 60 day period for the calculation of
VAR amounts.

The estimated potential 10-day loss in pre-tax income from the
Group’s foreign currency instruments, the estimated potential 10-
day loss of its equity holdings, and the estimated potential 10-day
loss in fair value of its interest rate sensitive instruments (primarily
financial debt and investments of liquid funds under normal mar-
ket conditions) as calculated in the VAR model are the following:

2012 2011
USD millions USD millions

All financial instruments 183 235

Analyzed by components:

Instruments sensitive to foreign currency
exchange rates 61 145

Instruments sensitive to equity market movements 40 56

Instruments sensitive to interest rates 86 102

The average, high, and low VAR amounts are as follows:

Average High Low
2012 USD millions USD millions USD millions

All financial instruments 262 351 183

Analyzed by components:

Instruments sensitive to foreign
currency exchange rates 141 255 61

Instruments sensitive to equity
market movements 41 59 30

Instruments sensitive to interest rates 93 129 57

Average High Low
2011 USD millions USD millions USD millions

All financial instruments 214 281 180

Analyzed by components:

Instruments sensitive to foreign
currency exchange rates 98 219 50

Instruments sensitive to equity
market movements 49 74 28

Instruments sensitive to interest rates 154 190 96

The VAR computation is a risk analysis tool designed to statistically
estimate the maximum potential ten day loss from adverse move-
ments in foreign currency exchange rates, equity prices and inter-
est rates under normal market conditions. The computation does
not purport to represent actual losses in fair value on earnings to
be incurred by the Group, nor does it consider the effect of favor-
able changes in market rates. The Group cannot predict actual
future movements in such market rates and it does not claim that
these VAR results are indicative of future movements in such mar-
ket rates or to be representative of any actual impact that future
changes in market rates may have on the Group’s future results of
operations or financial position.

In addition to these VAR analyses, the Group uses stress testing
techniques that aim to reflect a worst case scenario on the finan-
cial assets monitored by Group Treasury. For these calculations, the
Group uses the six-months period with the worst performance
observed over the past 20 years in each category. For 2012 and
2011, the worst case loss scenario was calculated as follows:

2012 2011
USD millions USD millions

All financial instruments 284 406

Analyzed by components:

Instruments sensitive to foreign currency
exchange rates 212 328

Instruments sensitive to equity market movements 26 31

Instruments sensitive to interest rates 46 47

In the Group’s risk analysis, Novartis considered this worst case
scenario acceptable as it could reduce income, but would not
endanger the solvency or the investment grade credit standing of
the Group.
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30. EVENTS SUBSEQUENT TO THE DECEMBER 31, 2012 BALANCE SHEET DATE

DIVIDEND PROPOSAL FOR 2012 AND APPROVAL OF THE GROUP’S 2012
CONSOLIDATED FINANCIAL STATEMENTS

On January 22, 2013, the Novartis AG Board of Directors proposed
the acceptance of the 2012 consolidated financial statements of
the Novartis Group for the approval by the Annual General Meeting
on February 22, 2013. Furthermore, on January 17, 2013, the
Board proposed a dividend of CHF 2.30 per share to be approved
at the Annual General Meeting on February 22, 2013. If approved,
total dividend payments would amount to approximately USD 6.2
billion (2011: USD 6.0 billion).
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31. PRINCIPAL GROUP SUBSIDIARIES AND ASSOCIATED COMPANIES

Share/paid-in Equity
As at December 31, 2012 capital1 interest % Activities

Argentina
Novartis Argentina S.A., Buenos Aires ARS 231.3 m 100 !!

Alcon Laboratorios Argentina S.A., Buenos Aires ARS 80.0 m 100 !

Sandoz S.A., Buenos Aires ARS 131.8 m 100 !"

Australia
Novartis Australia Pty Ltd., North Ryde, NSW AUD 11.0 m 100 "

Novartis Pharmaceuticals Australia Pty Ltd.,
North Ryde, NSW AUD 3.8 m 100 !!

Alcon Laboratories (Australia) Pty Ltd.,
Frenchs Forest, NSW AUD 2.6 m 100 !

CIBA Vision Australia Pty Ltd., Bella Vista, NSW AUD 3.0 m 100 !

Sandoz Pty Ltd., North Ryde, NSW AUD 11.6 m 100 !

Novartis Consumer Health Australasia Pty Ltd.,
Melbourne, Victoria AUD 7.6 m 100 !"

Novartis Animal Health Australasia Pty Ltd.,
North Ryde, NSW AUD 3.0 m 100 !!

Austria
Novartis Austria GmbH, Vienna EUR 1.0 m 100 "

Novartis Pharma GmbH, Vienna EUR 1.1 m 100 !

Sandoz GmbH, Kundl EUR 32.7 m 100 "!"!

EBEWE Pharma Ges.m.b.H Nfg., Unterach am
Attersee EUR 1.0 m 100 !"!

Bangladesh
Novartis (Bangladesh) Limited, Dhaka BDT 162.5 m 60 !"

Belgium
N.V. Novartis Pharma S.A., Vilvoorde EUR 7.1 m 100 !

S.A. Alcon-Couvreur N.V., Puurs EUR 360.6 m 100 !"

N.V. Alcon S.A., Vilvoorde EUR 141 856 100 !

N.V. Sandoz S.A., Vilvoorde EUR 19.2 m 100 !

N.V. Novartis Consumer Health S.A., Vilvoorde EUR 4.3 m 100 !

Bermuda
Triangle International Reinsurance Ltd., Hamilton CHF 1.0 m 100 "

Novartis Securities Investment Ltd., Hamilton CHF 30 000 100 "

Novartis International Pharmaceutical Ltd., Hamilton CHF 20 000 100 "!"!

Trinity River Insurance Co.Ltd., Hamilton USD 370 000 100 "

Brazil
Novartis Biociências S.A., São Paulo BRL 265.0 m 100 !"

Sandoz do Brasil Indústria Farmacêutica Ltda.,
Cambé, PR BRL 190.0 m 100 !"!

Novartis Saúde Animal Ltda., São Paulo BRL 50.7 m 100 !"

Canada
Novartis Pharmaceuticals Canada Inc., Dorval/

Quebec CAD 02 100 !!

Alcon Canada Inc., Mississauga, Ontario CAD 02 100 !

CIBA Vision Canada Inc., Mississauga, Ontario CAD 1 100 !"

Sandoz Canada Inc., Boucherville, Quebec CAD 76.8 m 100 !"!

Novartis Consumer Health Canada Inc.,
Mississauga, Ontario CAD 2 100 !

Novartis Animal Health Canada Inc., Charlottetown,
Prince Edward Island CAD 2 100 !!

Chile
Novartis Chile S.A., Santiago de Chile CLP 2.0 bn 100 !

Alcon Laboratorios Chile Limitada, Santiago de Chile CLP 2.0 bn 100 !

China
Beijing Novartis Pharma Co., Ltd., Beijing USD 30.0 m 100 !"

Novartis Pharmaceuticals (HK) Limited, Hong Kong HKD 200 100 !

China Novartis Institutes for BioMedical Research
Co. Ltd., Shanghai USD 133.0 m 100 !

Suzhou Novartis Pharma Technology Co. Ltd.,
Changshu USD 97.4 m 100 "

Shanghai Novartis Trading Ltd., Shanghai USD 2.5 m 100 !

Alcon Hong Kong Limited, Hong Kong HKD 77 000 100 !

Alcon (China) Ophthalmic Product Co., Ltd., Beijing USD 2.2 m 100 !

Sandoz (China) Pharmaceutical Co., Ltd.,
Zhongshan USD 22.0 m 100 !"

Novartis Vaccines and Diagnostics (HK) Ltd., Hong Kong HKD 80.0 m 100 !"

Zhejiang Tianyuan Bio-Pharmaceutical Co., Ltd.,
Hangzhou CNY 46.8 m 85 !"

Shanghai Novartis Animal Health Co., Ltd., Shanghai CHF 21.6 m 100 !"

Share/paid-in Equity
As at December 31, 2012 capital1 interest % Activities

Colombia
Novartis de Colombia S.A., Santafé de Bogotá COP 7.9 bn 100 !"

Laboratorios Alcon de Colombia S.A., Santafé de Bogotá COP 20.9 m 100 !

Croatia
Sandoz d.o.o., Zagreb HRK 25.6 m 100 !

Czech Republic
Novartis s.r.o., Prague CZK 51.5 m 100 !

Sandoz s.r.o., Prague CZK 44.7 m 100 !

Denmark
Novartis Healthcare A/S, Copenhagen DKK 14.0 m 100 !

Sandoz A/S, Copenhagen DKK 8.0 m 100 !

Ecuador
Novartis Ecuador S.A., Quito USD 4.0 m 100 !

Egypt
Novartis Pharma S.A.E., Cairo EGP 33.8 m 99 !"

Finland
Novartis Finland Oy, Espoo EUR 459 000 100 !

Alcon Finland Oy, Vantaa EUR 84 094 100 !

France
Novartis Groupe France S.A., Rueil-Malmaison EUR 103.0 m 100 "

Novartis Pharma S.A.S., Rueil-Malmaison EUR 43.4 m 100 !"!

Laboratoires Alcon S.A., Rueil-Malmaison EUR 12.9 m 100 !"

Sandoz S.A.S., Levallois-Perret EUR 5.4 m 100 !

Novartis Vaccines and Diagnostics S.A.S., Suresnes EUR 1.5 m 100 !

Novartis Santé Familiale S.A.S., Rueil-Malmaison EUR 21.9 m 100 !"

Novartis Santé Animale S.A.S., Rueil-Malmaison EUR 900 000 100 !"

Germany
Novartis Deutschland GmbH, Wehr EUR 155.5 m 100 "

Novartis Pharma GmbH, Nuremberg EUR 25.6 m 100 !!

Novartis Pharma Produktions GmbH, Wehr EUR 2.0 m 100 "

Alcon Pharma GmbH, Freiburg EUR 511 292 100 !

WaveLight GmbH, Erlangen EUR 6.6 m 100 !

CIBA Vision GmbH, Grosswallstadt EUR 15.4 m 100 !"!

Sandoz International GmbH, Holzkirchen EUR 100 000 100 "

Sandoz Pharmaceuticals GmbH, Holzkirchen EUR 5.1 m 100 !

Sandoz Industrial Products GmbH, Frankfurt a. M. EUR 2.6 m 100 !"

1 A Pharma GmbH, Oberhaching EUR 26 000 100 !

Salutas Pharma GmbH, Barleben EUR 42.1 m 100 !"

Hexal AG, Holzkirchen EUR 93.7 m 100 "!"!

Novartis Vaccines and Diagnostics GmbH, Marburg EUR 5.0 m 100 !"!

Novartis Vaccines Vertriebs GmbH, Holzkirchen EUR 25 564 100 !

Novartis Consumer Health GmbH, Munich EUR 14.6 m 100 !"!

Novartis Tiergesundheit GmbH, Munich EUR 256 000 100 !

LTS Lohmann Therapie-Systeme AG, Andernach EUR 31.2 m 43 "

Gibraltar
Novista Insurance Limited, Gibraltar CHF 130.0 m 100 "

Greece
Novartis (Hellas) S.A.C.I., Metamorphosis/Athens EUR 23.4 m 100 !

Alcon Laboratories Hellas Commercial & Industrial
S.A., Maroussi/Athens EUR 5.7 m 100 !

Hungary
Novartis Hungary Healthcare Limited Liability

Company, Budapest HUF 545.6 m 100 !

Sandoz Hungary Limited Liability Company, Budapest HUF 883.0 m 100 !

India
Novartis India Limited, Mumbai INR 159.8 m 76 !"

Novartis Healthcare Private Limited, Mumbai INR 60.0 m 100 !

Alcon Laboratories (India) Private Limited, Bangalore INR 1.1 bn 100 !

Sandoz Private Limited, Mumbai INR 32.0 m 100 !"

Indonesia
PT Novartis Indonesia, Jakarta IDR 7.7 bn 100 !"

PT CIBA Vision Batam, Batam IDR 11.9 bn 100 "

Ireland
Novartis Ireland Limited, Dublin EUR 25 000 100 !

Novartis Ringaskiddy Limited, Ringaskiddy,
County Cork EUR 2.0 m 100 "

Alcon Laboratories Ireland Limited, Cork City EUR 541 251 100 "
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31. PRINCIPAL GROUP SUBSIDIARIES AND ASSOCIATED COMPANIES (CONTINUED)

Share/paid-in Equity
As at December 31, 2012 capital1 interest % Activities

Italy
Novartis Farma S.p.A., Origgio EUR 18.2 m 100 "!"!

Alcon Italia S.p.A., Milan EUR 1.3 m 100 !

CIBA Vision S.r.l., Marcon EUR 2.4 m 100 !

Sandoz S.p.A., Origgio EUR 679 900 100 !

Sandoz Industrial Products S.p.A., Rovereto EUR 2.6 m 100 "

Novartis Vaccines and Diagnostics S.r.l., Siena EUR 41.5 m 100 !"!

Novartis Consumer Health S.p.A., Origgio EUR 2.9 m 100 !

Japan
Novartis Holding Japan K.K., Tokyo JPY 10.0 m 100 "

Novartis Pharma K.K., Tokyo JPY 6.0 bn 100 !!

Alcon Japan Ltd., Tokyo JPY 500.0 m 100 !

CIBA Vision K.K., Tokyo JPY 100.0 m 100 !

Sandoz K.K., Tokyo JPY 100.0 m 100 !"!

Novartis Animal Health K.K., Tokyo JPY 50.0 m 100 !!

Luxembourg
Novartis Investments S.à r.l., Luxembourg-Ville USD 2.6 bn 100 "

Novartis Finance S.A., Luxembourg-Ville USD 100 000 100 "

Malaysia
Novartis Corporation (Malaysia) Sdn. Bhd.,

Kuala Lumpur MYR 3.3 m 100 !

Alcon Laboratories (Malaysia) Sdn. Bhd.,
Petaling Jaya MYR 1.0 m 100 !

CIBA Vision Johor Sdn. Bhd., Gelang Patah MYR 5.0 m 100 "

Mexico
Novartis Farmacéutica, S.A. de C.V., Mexico City MXN 205.0 m 100 !"

Alcon Laboratorios, S.A. de C.V., Mexico City MXN 5.9 m 100 !"

Sandoz S.A. de C.V., Mexico City MXN 468.2 m 100 !"

Netherlands
Novartis Netherlands B.V., Arnhem EUR 1.4 m 100 "

Novartis Pharma B.V., Arnhem EUR 4.5 m 100 !

Alcon Nederland B.V., Breda EUR 18 151 100 !

Sandoz B.V., Almere EUR 907 570 100 !"

Novartis Consumer Health B.V., Breda EUR 23 830 100 !"

New Zealand
Novartis New Zealand Ltd., Auckland NZD 820 000 100 !

Norway
Novartis Norge AS, Oslo NOK 1.5 m 100 !

Pakistan
Novartis Pharma (Pakistan) Limited, Karachi PKR 1.8 bn 100 !"

Panama
Novartis Pharma (Logistics), Inc., Ciudad de Panama USD 10 000 100 !

Peru
Novartis Biosciences Peru S.A., Lima PEN 6.1 m 100 !

Philippines
Novartis Healthcare Philippines, Inc., Makati/Manila PHP 298.8 m 100 !

Sandoz Philippines Corporation, Manila PHP 30.0 m 100 !"

Poland
Novartis Poland Sp. z o.o., Warszawa PLN 44.2 m 100 !

Alcon Polska Sp. z o.o., Warszawa PLN 750 000 100 !

Sandoz Polska Sp. z o.o., Warszawa PLN 25.6 m 100 !

Lek S.A., Strykow PLN 11.4 m 100 !"

Portugal
Novartis Portugal SGPS Lda., Sintra EUR 500 000 100 "

Novartis Farma – Produtos Farmacêuticos S.A.,
Sintra EUR 2.4 m 100 !

Alcon Portugal-Produtos e Equipamentos
Oftalmologicos Lda., Paco d’Arcos EUR 4.5 m 100 !

Sandoz Pharmacéutica Ltd., Sintra EUR 5.0 m 100 !

Novartis Consumer Health – Produtos
Farmacêuticos e Nutrição Lda., Sintra EUR 100 000 100 !

Puerto Rico
Ex-Lax, Inc., Humacao USD 10 000 100 "

Alcon (Puerto Rico) Inc., Catano USD 15.5 100 !

Romania
Sandoz S.R.L., Targu-Mures RON 105.2 m 100 !"

Share/paid-in Equity
As at December 31, 2012 capital1 interest % Activities

Russian Federation
Novartis Pharma LLC, Moscow RUB 20.0 m 100 !

Alcon Farmacevtika LLC, Moscow RUB 44.1 m 100 !

ZAO Sandoz, Moscow RUB 57.4 m 100 !

Novartis Neva LLC, St. Petersburg RUB 500.0 m 100 "

Novartis Consumer Health LLC, Moscow RUB 80.0 m 100 !

Saudi Arabia
Saudi Pharmaceutical Distribution Co. Ltd., Riyadh SAR 26.8 m 75 !

Singapore
Novartis (Singapore) Pte Ltd., Singapore SGD 100 000 100 !

Novartis Singapore Pharmaceutical Manufacturing
Pte Ltd., Singapore SGD 45.0 m 100 "

Novartis Asia Pacific Pharmaceuticals Pte Ltd.,
Singapore SGD 1.0 m 100 !

Novartis Institute for Tropical Diseases Pte Ltd.,
Singapore SGD 2 004 100 !

Alcon Singapore Manufacturing Pte Ltd., Singapore SGD 101 000 100 "

CIBA Vision (Singapore) Pte Ltd., Singapore SGD 400 000 100 !

CIBA Vision Asian Manufacturing
and Logistics Pte Ltd., Singapore SGD 1.0 m 100 "

Slovakia
Novartis Slovakia s.r.o., Bratislava EUR 2.0 m 100 !

Slovenia
Lek Pharmaceuticals d.d., Ljubljana EUR 48.4 m 100 "!"!

Sandoz Pharmaceuticals d.d., Ljubljana EUR 1.5 m 100 !

South Africa
Novartis South Africa (Pty) Ltd., Kempton Park ZAR 86.3 m 100 !

Alcon Laboratories (South Africa) (Pty) Ltd.,
Bryanston, Gauteng ZAR 201 820 100 !

Sandoz South Africa (Pty) Ltd., Kempton Park ZAR 3.0 m 100 !"

South Korea
Novartis Korea Ltd., Seoul KRW 24.5 bn 99 !

Alcon Korea Ltd., Seoul KRW 33.8 bn 100 !

Spain
Novartis Farmacéutica, S.A., Barcelona EUR 63.0 m 100 "!"

Alcon Cusi S.A., El Masnou EUR 11.6 m 100 !"

CIBA Vision, S.A., Barcelona EUR 1.4 m 100 !

Sandoz Farmacéutica, S.A., Madrid EUR 270 450 100 !

Sandoz Industrial Products, S.A., Les Franqueses
del Vallés/Barcelona EUR 9.3 m 100 !"!

Bexal Farmacéutica, S.A., Madrid EUR 1.0 m 100 !

Novartis Vaccines and Diagnostics, S.L., Barcelona EUR 675 450 100 !

Novartis Consumer Health, S.A., Barcelona EUR 876 919 100 !

Sweden
Novartis Sverige Participations AB, Täby/Stockholm SEK 1.0 m 100 "

Novartis Sverige AB, Täby/Stockholm SEK 5.0 m 100 !

Alcon Sverige AB, Bromma SEK 100 000 100 !

CIBA Vision Nordic AB, Askim/Göteborg SEK 2.5 m 100 !

Switzerland
Novartis International AG, Basel CHF 10.0 m 100 "

Novartis Holding AG, Basel CHF 100.2 m 100 "

Novartis Research Foundation, Basel CHF 29.3 m 100 "

Novartis Foundation for Management
Development, Basel CHF 100 000 100 "

Novartis Foundation for Employee Participation, Basel CHF 100 000 100 "

Novartis Sanierungsstiftung, Basel CHF 2.0 m 100 "

Novartis Pharma AG, Basel CHF 350.0 m 100 "!"!

Novartis Pharma Services AG, Basel CHF 20.0 m 100 !

Novartis Pharma Schweizerhalle AG, Muttenz CHF 18.9 m 100 "

Novartis Pharma Stein AG, Stein CHF 251 000 100 "!

Novartis Pharma Schweiz AG, Bern CHF 5.0 m 100 !!

Alcon Switzerland SA, Hünenberg CHF 100 000 100 !

Alcon Pharmaceuticals Ltd., Fribourg CHF 200 000 100 "!

ESBATech, a Novartis Company GmbH, Schlieren CHF 14.0 m 100 !

Sandoz AG, Basel CHF 5.0 m 100 "!!

Sandoz Pharmaceuticals AG, Steinhausen CHF 100 000 100 !

Novartis Vaccines and Diagnostics AG, Basel CHF 800 000 100 "!

Novartis Vaccines and Diagnostics Services AG, Basel CHF 100 000 100 ""
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Share/paid-in Equity
As at December 31, 2012 capital1 interest % Activities

Switzerland (continued)
Novartis Consumer Health S.A., Nyon CHF 30.0 m 100 "!"!

Novartis Consumer Health Schweiz AG, Bern CHF 250 000 100 !

Novartis Animal Health AG, Basel CHF 101 000 100 "!"!

Novartis Centre de Recherche Santé Animale S.A.,
St. Aubin CHF 250 000 100 !

Roche Holding AG, Basel CHF 160.0 m 33/63
"

Taiwan
Novartis (Taiwan) Co., Ltd., Taipei TWD 170.0 m 100 !"

Thailand
Novartis (Thailand) Limited, Bangkok THB 230.0 m 100 !

Alcon Laboratories (Thailand) Ltd., Bangkok THB 2.1 m 100 !

Turkey
Novartis Saglik, Gida ve Tarim Ürünleri Sanayi ve

Ticaret A.S., Istanbul TRY 98.0 m 100 !"

Alcon Laboratuvarlari Ticaret A.S., Istanbul TRY 25.2 m 100 !

Sandoz Ilaç Sanayi ve Ticaret A.S., Istanbul TRY 160.0 m 100 !"

United Kingdom
Novartis UK Limited, Frimley/Camberley GBP 25.5 m 100 "

Novartis Pharmaceuticals UK Limited, Frimley/
Camberley GBP 5.4 m 100 !"!

Novartis Grimsby Limited, Frimley/Camberley GBP 230 m 100 "

Alcon Laboratories (UK) Limited, Frimley/Camberley GBP 9.1 m 100 !

Alcon Eye Care (UK) Limited, Frimley/Camberley GBP 550 000 100 !

Sandoz Limited, Frimley/Camberley GBP 2.0 m 100 !

Novartis Vaccines and Diagnostics Limited,
Frimley/Camberley GBP 100 100 !"

Novartis Consumer Health UK Limited, Horsham GBP 25 000 100 !"

Novartis Animal Health UK Limited, Frimley/
Camberley GBP 100 000 100 !!

United States of America
Novartis Corporation, East Hanover, NJ USD 98.6 m 100 "

Novartis Finance Corporation, New York, NY USD 2.0 bn 100 "

Novartis Capital Corporation, New York, NY USD 1 100 "

Novartis Pharmaceuticals Corporation,
East Hanover, NJ USD 5.2 m 100 !"!

Novartis Institutes for BioMedical Research, Inc.,
Cambridge, MA USD 1 100 !

Novartis Institute for Functional Genomics, Inc.,
San Diego, CA USD 21 000 100 !

Genoptix, Inc., Carlsbad, CA USD 1 100 !!

Alcon Laboratories, Inc., Fort Worth, TX USD 1 000 100 "!"

Alcon Refractive Horizons, LLC, Fort Worth, TX USD 10 100 "

Share/paid-in Equity
As at December 31, 2012 capital1 interest % Activities

United States of America (continued)
Alcon Research, Ltd., Fort Worth, TX USD 2.5 bn 100 "!

Alcon LenSx, Inc., Alisio Viejo, CA USD 100 100 "

CIBA Vision Corporation, Duluth, GA USD 301.3 m 100 "!"!

Sandoz Inc., Princeton, NJ USD 25 000 100 !"!

Fougera Pharmaceuticals, Inc., Melville, NY USD 1 100 !!

Eon Labs, Inc., Princeton, NJ USD 1 100 !"

Falcon Pharmaceuticals, Ltd., Forth Worth, TX USD 10 100 !

Novartis Vaccines and Diagnostics, Inc.,
Cambridge, MA USD 3.0 100 !"!

Novartis Consumer Health, Inc., Parsippany, NJ USD 02 100 !"!

Novartis Animal Health US, Inc., Greensboro, NC USD 100 100 !"!

Idenix Pharmaceuticals, Inc., Cambridge, MA USD 133 883 25 "

Venezuela
Novartis de Venezuela, S.A., Caracas VEF 1.4 m 100 !

Alcon Pharmaceutical, C.A., Caracas VEF 5.5 m 100 !

In addition, the Group is represented by subsidiaries, associated companies or joint ventures
in the following countries: Algeria, Bosnia/Herzegovina, Bulgaria, Cayman Islands, Costa Rica,
Dominican Republic, Guatemala, the Former Yugoslav Republic of Macedonia, Morocco, Ukraine
and Uruguay.

1 Share/paid-in capital may not reflect the taxable share/paid-in capital amount and does not
include any paid-in surplus.

2 Shares without par value
3 Approximately 33% of voting shares; approximately 6% of total net income and equity

attributable to Novartis
m = million; bn = billion

The following describe the various types of entities within the Group:

" Holding/Finance: This entity is a holding company and/or performs finance functions for the
Group.

!Sales: This entity performs sales and marketing activities for the Group.
"Production: This entity performs manufacturing and/or production activities for the Group.
!Research: This entity performs research and development activities for the Group.
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32. RISK ASSESSMENT DISCLOSURES REQUIRED BY SWISS LAW

The Risk Committee of the Board ensures the Group has imple-
mented an appropriate and effective risk management system and
process. It reviews with management and internal audit the identi-
fication, prioritization and management of the risks, the account-
abilities and roles of the functions involved with risk management,
the risk portfolio and the related actions implemented by manage-
ment. The Risk Committee informs the Board of Directors on a peri-
odic basis.

The Corporate Risk Management function coordinates and
aligns the risk management processes, and reports to the Risk
Committee on a regular basis on risk assessment and risk manage-

ment. Organizational and process measures have been designed to
identify and mitigate risks at an early stage. Organizationally, the
responsibility for risk assessment and management is allocated to
the Divisions, with specialized Corporate Functions such as Finan-
cial Reporting & Accounting, Treasury, Group Quality Operations,
Corporate Health, Safety and Environment, and Business Continu-
ity providing support and controlling the effectiveness of the risk
management by the Divisions.

Financial risk management is described in more detail in Note 29
to the Group’s consolidated financial statements.
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Management’s Report on Internal Control

REPORT OF NOVARTIS MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and management of the Group are respon-
sible for establishing and maintaining adequate internal control
over financial reporting. The Novartis Group’s internal control sys-
tem was designed to provide reasonable assurance to the Novartis
Group’s management and Board of Directors regarding the reliabil-
ity of financial reporting and the preparation and fair presentation
of its published consolidated financial statements.

All internal control systems, no matter how well designed, have
inherent limitations. Therefore, even those systems determined to
be effective may not prevent or detect misstatements and can pro-
vide only reasonable assurance with respect to financial statement
preparation and presentation. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions or that
the degree of compliance with the policies or procedures may dete-
riorate.

Novartis Group management assessed the effectiveness of the
Group’s internal control over financial reporting as of December
31, 2012. In making this assessment, it used the criteria estab-
lished in Internal Control – Integrated Framework issued by the Com-
mittee of Sponsoring Organizations of the Treadway Commission
(COSO). Based on its assessment, management has concluded that,
as of December 31, 2012, the Novartis Group’s internal control over
financial reporting was effective based on those criteria.

PricewaterhouseCoopers AG, Switzerland, an independent regis-
tered public accounting firm, has issued an opinion on the effec-
tiveness of the Group’s internal control over financial reporting
which is included in this financial report on the following pages
256 and 257.

Joseph Jimenez Jonathan Symonds
Chief Executive Officer Chief Financial Officer

Basel, January 22, 2013
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REPORT OF THE STATUTORY AUDITOR ON THE CONSOLIDATED FINANCIAL STATEMENTS OF NOVARTIS AG AND
INTERNAL CONTROL OVER FINANCIAL REPORTING

TO THE GENERAL MEETING OF NOVARTIS AG, BASEL

REPORT OF THE STATUTORY AUDITOR ON THE CONSOLIDATED
FINANCIAL STATEMENTS OF NOVARTIS AG

As statutory auditor, we have audited the consolidated financial
statements of Novartis AG and its consolidated subsidiaries
(“Novartis Group”), which comprise the consolidated income state-
ments, consolidated statements of comprehensive income, consol-
idated statements of changes in equity, consolidated balance
sheets, consolidated cash flow statements and notes (pages 190 to
254) for the year ended December 31, 2012.

Board of Directors’ Responsibility
The Board of Directors is responsible for the preparation and fair
presentation of the consolidated financial statements in accordance
with International Financial Reporting Standards (IFRS) and the
requirements of Swiss law. This responsibility includes designing,
implementing and maintaining an internal control system relevant
to the preparation and fair presentation of consolidated financial
statements that are free from material misstatement, whether due
to fraud or error. The Board of Directors is further responsible for
selecting and applying appropriate accounting policies and making
accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated
financial statements based on our audit. We conducted our audit in
accordance with Swiss law, Swiss Auditing Standards, International
Standards on Auditing and the standards of the Public Company
Accounting Oversight Board of the United States of America. Those
standards require that we plan and perform the audit to obtain rea-
sonable assurance whether the consolidated financial statements
are free from material misstatement.

An audit involves performing procedures to obtain audit evi-
dence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the audi-
tor’s judgment, including the assessment of the risks of material
misstatement of the consolidated financial statements, whether
due to fraud or error. In making those risk assessments, the audi-
tor considers the internal control system relevant to the entity’s
preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropri-
ate in the circumstances. An audit also includes evaluating the
appropriateness of the accounting policies used and the reason-
ableness of accounting estimates made, as well as evaluating the
overall presentation of the consolidated financial statements. We
believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the consolidated financial statements for the year
ended December 31, 2012 present fairly, in all material respects,
the financial position, the results of operations and the cash flows
in accordance with International Financial Reporting Standards
(IFRS) as issued by the International Accounting Standards Board
and comply with Swiss law.

REPORT ON OTHER LEGAL REQUIREMENTS

We confirm that we meet the legal requirements on licensing
according to the Auditor Oversight Act (AOA) and independence
(article 728 CO and article 11 AOA) and that there are no circum-
stances incompatible with our independence.

In accordance with article 728a paragraph 1 item 3 CO and
Swiss Auditing Standard 890, we confirm that an internal control
system exists which has been designed for the preparation of con-
solidated financial statements according to the instructions of the
Board of Directors.

We recommend that the consolidated financial statements sub-
mitted to you be approved.
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Auditors Report on Novartis Consolidated Financial Statements

REPORT ON THE EFFECTIVENESS OF INTERNAL CONTROL
OVER FINANCIAL REPORTING

We have also audited the effectiveness of Novartis Group’s internal
control over financial reporting as of December 31, 2012, based on
criteria established in Internal Control – Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO).

The Board of Directors and management of Novartis Group are
responsible for maintaining effective internal control over financial
reporting and management is responsible for the assessment of the
effectiveness of internal control over financial reporting included in
the accompanying Report of Novartis Management on Internal Con-
trol Over Financial Reporting in this financial report on page 255.
Our responsibility is to express an opinion on the effectiveness of
Novartis Group’s internal control over financial reporting based on
our integrated audit.

We conducted our audit of internal control over financial report-
ing in accordance with the standards of the Public Company
Accounting Oversight Board of the United States of America. Those
standards require that we plan and perform the audit to obtain rea-
sonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. An audit
of internal control over financial reporting includes obtaining an
understanding of internal control over financial reporting, assess-
ing the risk that a material weakness exists, testing and evaluating
the design and operating effectiveness of internal control based on
the assessed risk. Our audit also includes performing such other
procedures as we consider necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with the applicable
accounting standards. A company’s internal control over financial
reporting includes those policies and procedures that (i) pertain to
the maintenance of records that, in reasonable detail, accurately

and fairly reflect the transactions and dispositions of the assets of
the company; (ii) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial state-
ments in accordance with the applicable accounting standards, and
that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of
the company; and (iii) provide reasonable assurance regarding pre-
vention or timely detection of unauthorized acquisition, use, or dis-
position of the company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over finan-
cial reporting may not prevent or detect misstatements. Also, pro-
jections of any evaluation of effectiveness to future periods are sub-
ject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, Novartis Group maintained, in all material
respects, effective internal control over financial reporting as of
December 31, 2012, based on criteria established in Internal Con-
trol – Integrated Framework issued by the COSO.

PricewaterhouseCoopers AG

Peter M. Kartscher Michael P. Nelligan
Audit expert Global relationship partner
Auditor in charge

Basel, January 22, 2013
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FINANCIAL STATEMENTS OF NOVARTIS AG

INCOME STATEMENTS
(For the years ended December 31, 2012 and 2011)

2012 2011
Note CHF millions CHF millions

Income

Income from financial assets 5 221 5 284

Gain from disposal of intangible assets 76 356

License fees 1 491 1 419

Other income 3 4

Total income 6 791 7 063

Expenses

Financial expense – 306 – 326

Administrative expenses – 21 – 21

Amortization of intangible assets 3 – 1 153 – 1 153

Other expenses – 25 – 69

Taxes – 145 – 123

Total expenses – 1 650 – 1 692

Net income 5 141 5 371

The notes form an integral part of these unconsolidated financial statements.
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BALANCE SHEETS (PRIOR TO PROFIT APPROPRIATION)
(At December 31, 2012 and 2011)

2012 2011
Note CHF millions CHF millions

Assets

Non-current assets

Goodwill and other intangible assets 3 20 220 21 407

Financial assets-subsidiaries and associated companies 4 19 654 20 881

Total non-current assets 39 874 42 288

Current assets

Receivables

– subsidiaries 11 105 9 428

– others 47 46

Marketable securities 5 101 2 183

Total current assets 11 253 11 657

Total assets 51 127 53 945

Equity and liabilities

Equity

Total share capital 6 1 353 1 373

Reserves

Legal reserves 7

– General reserve 320 320

– Capital contribution reserve 198 198

– Reserve for treasury shares 3 214 5 744

Free reserves 8 39 262 39 271

Total reserves 42 994 45 533

Unappropriated earnings

Net income of the year 5 141 5 371

Total unappropriated earnings 5 141 5 371

Total equity 49 488 52 277

Liabilities

Bonds 9 795 794

Provisions 518 534

Accounts payable and accrued liabilities

– subsidiaries 81 116

– others 245 224

Total liabilities 1 639 1 668

Total equity and liabilities 51 127 53 945

The notes form an integral part of these unconsolidated financial statements.
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NOTES TO THE FINANCIAL STATEMENTS OF NOVARTIS AG

1. INTRODUCTION

The financial statements of Novartis AG comply with the requirements of the Swiss law for companies, the Code of Obligations (SCO).

2. ACCOUNTING POLICIES

EXCHANGE RATE DIFFERENCES

Current assets and current liabilities denominated in foreign cur-
rencies are converted at year-end exchange rates. Realized
exchange gains and losses as well as all unrealized exchange losses
arising from these as well as those from business transactions are
recorded in the income statement.

GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill and other intangible assets are capitalized and amortized
over a period of between five and twenty years. Goodwill and other
intangible assets are reviewed for impairment on a yearly basis. If
necessary an impairment loss is recognized.

FINANCIAL ASSETS

These are valued at acquisition cost less adjustments for foreign
currency losses and any other impairment of value.

MARKETABLE SECURITIES

These are valued at the lower of cost and market value.

BONDS

These are valued on an amortized cost basis such that additional
interest is accrued over the duration of the bonds so that at matu-
rity the balance sheet amount will equal the amount that is due to
be paid.

PROVISIONS

Provisions are made to cover general business risks of the Group.
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3. GOODWILL AND OTHER INTANGIBLE ASSETS

At the Extraordinary General Meeting (EGM) on April 8, 2011
Novartis AG shareholders approved the retrospective merger as of
January 1, 2011 of Novartis AG with Alcon, Inc. which was a Swiss
company. Based on the EGM approval and on the merger agree-
ment, Alcon, Inc. assets and liabilities have been integrated into
Novartis AG at book value.

2012 2011
Goodwill CHF millions CHF millions

Cost

January 1 22 384

Arising on Alcon, Inc. merger with Novartis AG 39 101

Disposals as a result of a Novartis Group internal
legal company reorganizations – 34 – 16 717

December 31 22 350 22 384

Accumulated amortization

January 1 – 1 140

Amortization charges – 1 140 – 1 140

December 31 – 2 280 – 1 140

Net book value at December 31 20 070 21 244

Other intangible assets

Cost

January 1 and December 31 242 242

Accumulated amortization

January 1 – 79 – 66

Amortization charges – 13 – 13

December 31 – 92 – 79

Net book value at December 31 150 163

Goodwill and other intangible assets

Net book value at December 31 20 220 21 407

4. FINANCIAL ASSETS

Included in financial assets are CHF 14 395 million (2011: CHF
14 412 million) of investments in subsidiaries and associated com-
panies and CHF 5 259 million (2011: CHF 6 469 million) of loans
to subsidiaries.

The principal direct and indirect subsidiaries and other hold-
ings of Novartis AG are shown in note 31 to the Group’s consoli-
dated financial statements.
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5. MARKETABLE SECURITIES

Included in marketable securities are Novartis AG treasury shares
with a net book value of CHF 25 million (2011: CHF 2 108 million)
(see notes 6 and 7 below). This position also includes time deposits
of CHF 72 million (2011: CHF 72 million) to cover a guarantee and
so is restricted in its use.

6. SHARE CAPITAL

Number of shares

Movement Movement
Dec 31, 2010 in year Dec 31, 2011 in year Dec 31, 2012

Total Novartis AG shares 2 637 623 000 108 000 000 2 745 623 000 – 39 430 000 2 706 193 000

Treasury shares held by Novartis AG and its subsidiaries
(excluding foundations)

Treasury shares held by Novartis AG 107 988 000 – 17 250 542 90 737 458 – 39 430 000 51 307 458

Treasury shares held by subsidiaries 58 893 837 8 541 945 67 435 782 – 7 883 490 59 552 292

Total treasury shares held by Novartis AG and its subsidiaries
(excluding foundations) 166 881 837 – 8 708 597 158 173 240 – 47 313 490 110 859 750

The Novartis AG share capital consists of registered shares with a
nominal value of CHF 0.50 each.

The total share capital decreased from CHF 1 372.8 million at
December 31, 2011 to CHF 1 353.1 million at December 31, 2012
due to a share capital reduction as a result of the cancellation of
39.4 million repurchased shares with a nominal value of CHF 19.7
million. The cancellation was approved at the Annual General Meet-
ing of February 23, 2012 and became effective on May 3, 2012.

During 2011, the number of issued shares increased by 108
million to 2 745.6 million at December 31, 2011 as a result of
shares exchanged for acquiring the remaining outstanding inter-
ests in Alcon Inc. approved at the Extraordinary General Meeting on
April 8, 2011. This increased the amount of the issued share capi-
tal by CHF 54.0 million to CHF 1 372.8 million at Decem-
ber 31, 2011.

Treasury share purchases during 2012 totaled 6.3 million
(2011: 60.1 million) with an average purchase price of CHF 51
(2011: CHF 52), treasury share sales totaled 3.8 million (2011: 5.3
million) with an average sale price of CHF 55 (2011: CHF 51) and
share-based compensation transactions totaled 10.4 million shares
(2011: 6.8 million shares). During 2011, treasury shares used for
the Alcon merger totaled 164.7 million (108.0 million shares issued
on April 8, 2011 plus 56.7 million shares already held as treasury
shares).

The number of treasury shares held by the Company and its
subsidiaries meet the definitions and requirements of Art. 659b
SCO.

At December 31, 2012, treasury shares held by Novartis AG and
its subsidiaries totaled 110 859 750, of which 99 859 750 are non-
dividend bearing. The remaining balance are dividend bearing and
held principally for share-based compensation purposes. It should
be noted that the Novartis Group’s consolidated financial state-
ments comply with IFRS. This requires consolidation of entities,
mainly foundations, which do not qualify as subsidiaries in the
sense of Article 659b SCO.
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7. LEGAL RESERVES

GENERAL RESERVE

2012 2011
CHF millions CHF millions

January 1 and December 31 320 320

CAPITAL CONTRIBUTION RESERVE

2012 2011
CHF millions CHF millions

January 1 198

Created as a result of
Alcon, Inc. merger with Novartis AG 198

December 31 198 198

RESERVE FOR TREASURY SHARES HELD BY THE GROUP

2012 2011
CHF millions CHF millions

January 1 5 744 3 374

Reduction due to cancellation of treasury shares
(CHF 2 081 million of repurchased shares less
their nominal value of CHF 20 million) – 2 061

Transfer to/from free reserves – 469 2 370

December 31 3 214 5 744

The general reserve must be accumulated until it is at least 20% of
the share capital of Novartis AG in order to comply with the SCO.

Novartis AG has met the legal requirements for legal reserves
under Articles 659 et. seq. and 663b.10 SCO for the treasury shares
detailed in note 5.

8. FREE RESERVES

2012 2011
CHF millions CHF millions

January 1 39 271 40 065

Transfer to/from unappropriated earnings – 478 1 576

Transfer from/to reserve for treasury shares 469 – 2 370

December 31 39 262 39 271

9. CHF 800 MILLION BONDS 3.625% 2008/2015

On June 26, 2008 Novartis AG issued CHF 800 million of bonds bearing interest at 3.625% per annum and due on June 26, 2015. The
bonds were issued at 100.35% and proceeds received after deducting related costs amounted to CHF 787.9 million. The bonds are val-
ued on an amortized cost basis.
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10. CONTINGENT LIABILITIES

Dec 31, 2012 Dec 31, 2011
CHF millions CHF millions

Guarantees in favor of subsidiaries to cover capital and interest of bonds and commercial paper programs –
total maximum amount CHF 25 247 million (2011: CHF 24 486 million) 13 674 13 950

Other guarantees in favor of subsidiaries, associated companies and others –
total maximum amount CHF 2 688 million (2011: CHF 2 989 million) 1 220 1 711

Total contingent liabilities 14 894 15 661

11. REGISTRATION, VOTING RESTRICTIONS AND MAJOR SHAREHOLDERS

The Company’s Articles of Incorporation state that no person or
entity shall be registered with the right to vote for more than 2% of
the share capital as set forth in the Commercial Register. In partic-
ular cases the Board of Directors may allow exemptions from the
limitation for registration in the share register.

According to the share register, shareholders owning 2% or
more of the Company’s capital at December 31, excluding treasury
shares held by Novartis AG and other Novartis subsidiaries, are as
follows:

% holding of % holding of
share capital share capital

December 31, 2012 December 31, 2011

Novartis Foundation for
Employee Participation,
Basel, Switzerland 4.0 4.1

Emasan AG, Basel, Switzerland 3.3 3.2

In addition, Novartis AG was informed through a notification that
Norges Bank (Central Bank of Norway), Oslo, Norway, holds 2.3%.

Furthermore, there are the following other significant shareholders:

Shareholders registered as nominees:
– JPMorgan Chase Bank, New York, United States, holds 11.4%

(2011: 10.9%).
– Nortrust Nominees, London, United Kingdom, holds 3.3%

(2011: 3.2%).
– The Bank of New York Mellon, New York, United States, holds

5.0% (2011: 4.3%) through its Nominees Mellon Bank, Everett,
United States, with a holding of 3.3% and The Bank of New York
Mellon, Brussels, Belgium, with a holding of 1.7%.

Shareholder acting as American Depositary Share (ADS) depositary:
– JPMorgan Chase Bank, New York, United States, holds 11.7%

(2011: 11.0%).

Shareholders disclosed through notifications filed with Novartis AG
and the SIX Swiss Exchange:
– Capital Group Companies, Inc., Los Angeles, United States, holds

between 3% and 5%.
– BlackRock, Inc., New York, United States, holds between 3% and

5%.
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12. EXECUTIVE AND BOARD OF DIRECTORS COMPENSATION DISCLOSURES

Novartis AG’s financial statements have been prepared in accor-
dance with the requirements of Swiss company law, the Swiss Code
of Obligations (SCO). This note therefore differs in certain signifi-
cant respects from compensation disclosures in note 27 to the
Group’s consolidated financial statements, which have been pre-
pared in accordance with International Financial Reporting Stan-
dards (IFRS), mainly due to different expense recognition rules
being applied.

12.1) COMPENSATION OF MEMBERS OF THE EXECUTIVE COMMITTEE

GENERAL PRINCIPLES

The compensation policies, performance management process
and incentive plans apply equally to the members of the Executive
Committee.

Decisions concerning the compensation of the members of the
Executive Committee are based on an evaluation of the individual
performance of the members of the Executive Committee as well as
on the performance of their respective business area or function.
Compensation of the members of the Executive Committee is highly
linked to Novartis’ performance against performance objectives.
The financial criteria for short-term performance appraisal of the CEO
include growth objectives for net sales, operating income, net income,
free cash-flow, earnings per share as well as market share. For long-
term performance appraisal, the financial criterion is the Novartis
Economic Value Added (NVA). NVA is a measure of the Group’s per-
formance taking into account Group operating income adjusted for
interest, taxes and charge for the cost of capital or, more simply, the
value created in excess of the expected return of the company’s
investors (i.e. the shareholders and debt holders). See also page 186
of the Financial Report for information regarding NVA calculation.

The metrics of performance objectives are designed to appro-
priately balance short-term and long-term objectives. On the one
hand, objectives are set at ambitious levels each year to motivate a
high degree of business performance with emphasis on longer term
financial objectives. On the other hand, they are also designed to
avoid inappropriate or excessive risk.

COMPENSATION FOR PERFORMANCE IN 2012 AND 2011

The following compensation tables disclose the compensation
granted to the CEO and the members of the Executive Committee
for performance in 2012 with comparatives to 2011. The following
paragraphs describe the principles underlying the data in the
tables.

ALIGNMENT OF REPORTING AND PERFORMANCE

The compensation tables synchronize the reporting of annual com-
pensation with the performance in the given year, i.e., all amounts
awarded for performance in 2012 and 2011, including the future
LSSP/ESOP match, are disclosed in full in the tables of 2012 and
2011.

DISCLOSURE STRUCTURE

The compensation table shows the compensation granted to the
CEO and each member of the Executive Committee for perform-
ance in 2012 for all compensation elements.

The column “Future LSSP/ESOP match” reflects shares to be
awarded in the future if the member of the Executive Committee
remains with Novartis for at least three or five years, respectively.

The members of the Executive Committee were invited to invest
their annual incentive awards for 2012 and 2011 either in the five-
year Leveraged Share Savings Plan (LSSP) or in the three-year
Swiss Employee Share Ownership Plan (ESOP) to further align their
interests with those of our shareholders. Under the plan rules, par-
ticipants will receive additional shares (“matching shares”) after the
expiration of either the three- or five-year vesting period. Under the
three-year ESOP, for every two shares invested, the participant
receives one matching share. Under the five-year LSSP, each share
invested entitles the participant to receive one matching share. If a
participant leaves Novartis prior to the expiration of the vesting
period, in general, no matching shares are awarded.

VALUATION PRINCIPLES

In order to allow a comparison with other companies, the Compen-
sation Committee decided to disclose shares, restricted shares,
RSUs and ADS at their market value on the date of grant. Market
value is the current quoted share price at which a director or an
associate is granted a share, a restricted share or a restricted stock
unit at grant date. The market value of share options is calculated
by using an option pricing valuation model as per grant date.

The total expense for the year for the compensation awarded to
the members of the Board of Directors and the members of the
Executive Committee using IFRS measurement rules is presented in
our Financial Report in note 27 to the Group’s audited consolidated
financial statements.
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12. EXECUTIVE AND BOARD OF DIRECTORS COMPENSATION DISCLOSURES (CONTINUED)

EXECUTIVE COMMITTEE MEMBER MARKET VALUE COMPENSATION FOR PERFORMANCE YEAR 2012 1

Base Total
compensation Variable compensation Benefits Total compensation

Short-term incentive plans Long-term incentive plans

Including
Long-Term Future future

Performance Pension Other LSSP/ESOP LSSP/ESOP
Equity Plan “Select” Plan benefits benefits match9 match10,11

Shares Shares Options Shares Shares
Cash Cash (Market (Market (Market (Market (Market

Currency (Amount) (Amount) value)2 value)3 value)4 value)5 (Amount)6 (Amount)7 (Amount)8 value) (Amount)

Joseph Jimenez

(Chief Executive Officer) CHF 2 025 000 1 370 300 0 4 795 941 0 4 747 013 161 200 128 734 13 228 188 0 13 228 188

Juergen Brokatzky-Geiger CHF 708 750 0 625 330 1 250 536 0 731 145 148 594 10 084 3 474 439 625 330 4 099 769

Kevin Buehler 12 USD 1 118 333 202 897 504 048 2 827 532 0 1 753 300 413 056 62 930 6 882 096 504 048 7 386 144

Felix R. Ehrat CHF 743 333 0 750 149 1 500 112 0 432 702 158 498 0 3 584 794 750 149 4 334 943

David Epstein USD 1 158 332 525 953 727 166 3 132 643 0 1 666 814 325 563 26 191 7 562 662 727 166 8 289 828

Mark C. Fishman USD 990 000 23 265 966 736 3 960 038 0 1 547 029 242 832 118 319 7 848 219 966 736 8 814 955

Jeff George CHF 791 667 220 000 220 022 880 027 0 636 250 111 932 55 412 2 915 310 110 011 3 025 321

George Gunn CHF 862 500 716 300 0 1 193 710 0 1 213 762 108 382 0 4 094 654 0 4 094 654

Naomi Kelman

(until February 29, 2012) 13 USD 102 782 51 667 0 0 0 0 3 196 904 469 1 062 114 0 1 062 114

Andrin Oswald CHF 791 667 0 304 058 608 054 0 636 250 118 132 38 520 2 496 681 304 058 2 800 739

Jonathan Symonds CHF 916 667 0 621 011 1 552 557 0 1 377 021 161 817 17 135 4 646 208 621 011 5 267 219

Brian Mc Namara

(as from March 1, 2012) 14 USD 500 000 94 169 140 002 464 869 0 260 580 45 053 19 710 1 524 383 140 002 1 664 385

Total 15 CHF 10 466 057 3 148 166 4 711 715 21 513 910 0 14 673 602 1 933 597 1 310 446 57 757 493 4 601 704 62 359 197

1 Does not include reimbursement for travel and other necessary business expenses incurred in
the performance of their services as these are not considered compensation.

2 Participants elected to invest some or all of the value of their annual incentive in the Leveraged
Share Savings Plan (LSSP) with a five-year vesting period or the Swiss Employee Share
Ownership Plan (ESOP) with a three-year vesting period rather than to receive cash.

3 Novartis shares granted under the Novartis Equity Plan “Select” have a three-year vesting
period.

4 Novartis share options granted under the Novartis Equity Plan “Select” are tradable. Share
options granted outside North America will expire on January 17, 2023, have a three-year
vesting period and have an exercise price of CHF 61.70 per share (the closing price of Novartis
shares on the grant date of January 17, 2013). Based on the option pricing valuation model as
per grant date, the value of the share options granted outside North America used in this table
was CHF 4.28. Share options on ADSs granted to participants in North America will expire on
January 17, 2023, have a three-year vesting period and an exercise price of USD 66.07 per ADS
(the closing price of Novartis ADSs on the grant date of January 17, 2013). Based on the option
pricing valuation model as per grant date, the value of the share options on ADSs granted to
participants in North America used in this table was USD 4.37.

5 Awarded based on the achievement of Novartis Economic Value Added (NVA) objectives over
the performance period ended December 31, 2012.

6 Service costs of pension and post-retirement healthcare benefits accumulated in 2012.
7 Includes perquisites and other compensation valued at market price. Does not include cost
allowances and tax-equalization payments regarding the international assignment of David
Epstein, Jeff George and Andrin Oswald. Does not include an annual pension in payment for
Kevin Buehler as a result of a change of control clause (USD 491 174). Does not include
dividend equivalents paid in 2012 to Kevin Buehler (USD 529 387) for pre Alcon merger RSUs
grants, to David Epstein (USD 138 011), Mark C. Fishman (USD 189 845) and Brian Mc Namara
(USD 17 122) for RSUs grants made in or prior to 2010.

8 The value of all equity grants included in this table has been calculated based on market value.

9 Reflects shares to be awarded in the future under the share saving plans, either the five-year
Leveraged Share Savings Plan (LSSP) or the three-year Swiss Employee Share Ownership Plan
(ESOP). Participants will receive additional shares (“matching shares”) after the expiration of
either the five- or three-year vesting period.

10 The values of the shares, RSUs and share options reflected in this table have been calculated
based on market value. The closing share price on the grant date January 17, 2013 was CHF
61.70 per Novartis share and USD 66.07 per ADS.

11 All amounts are gross amounts (i.e., before deduction of social security and income tax due by
the executives). The employer social security contribution is not included.

12 Excludes 35 153 performance shares awarded to Kevin Buehler, against the share price of USD
54.51 for performance prior to the Alcon merger.

13 Naomi Kelman stepped down from the Executive Committee as per February 29, 2012. The
base compensation and benefits information in the table reflects her pro rata compensation
over the period from January 1, 2012 to February 29, 2012 (i.e. the period during which she
was member of the Executive Committee). The other compensation (“Other benefits”) includes
the contractual compensation and benefits from March 1, 2012 to December 31, 2012 due in
compensation for the twelve-month notice set forth in her employment contract. The other
compensation (“Other benefits”) does not include the fair market compensation (USD
1 263 223 related to the period between March 1, 2012 and December 31, 2012) for refraining
to compete with any business of Novartis for twelve months following her departure. Ms.
Kelman will receive this payment in 2013 partly in cash and partly in shares subject to her
continued compliance with the non-compete terms. Of the 88 000 shares reported in the
Annual Report 2011 as a Special Share Award, 70 500 shares have forfeited, while 17 500
shares contractually vested in 2012.

14 The table reflects the compensation as Permanent Attendee to the Executive Committee from
March 1, 2012 until December 31, 2012.

15 Amounts in USD for Kevin Buehler, David Epstein, Mark C. Fishman, Naomi Kelman and Brian
Mc Namara were converted at a rate of CHF 1.00 = USD 1.067, which is the same average
exchange rate used in the Group’s consolidated financial statements.
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EXECUTIVE COMMITTEE MEMBER COMPENSATION FOR PERFORMANCE YEAR 2011 (MARKET VALUE) 1

Base Total
compensation Variable compensation Benefits Total compensation

Short-term incentive plans Long-term incentive plans

Including
Long-Term Special Future future

Performance share Pension Other LSSP/ESOP LSSP/ESOP
Equity Plan “Select” Plan awards benefits benefits match10 match11,12

Shares Shares Options Shares Shares Shares
Cash Cash (Market (Market (Market (Market (Market (Market

Currency (Amount) (Amount) value)2 value)3 value)4 value)5 value)6 (Amount)7 (Amount)8 (Amount)9 value) (Amount)

Joseph Jimenez

(Chief Executive Officer) CHF 1 916 667 704 000 1 056 033 6 160 047 0 4 550 524 0 172 193 106 889 14 666 353 1 056 033 15 722 386

Juergen

Brokatzky-Geiger CHF 696 670 0 616 037 1 232 020 0 582 379 0 150 268 26 117 3 303 491 616 037 3 919 528

Kevin Buehler

(since April 8, 2011) 13 USD 803 611 618 799 1 078 872 2 716 195 0 1 312 775 0 229 624 45 974 6 805 850 1 078 872 7 884 722

David Epstein USD 933 333 402 630 583 475 2 794 007 0 1 293 468 0 279 409 115 086 6 401 408 583 475 6 984 883

Mark C. Fishman USD 986 333 13 997 951 304 3 861 038 0 1 347 831 0 252 712 122 315 7 535 530 951 304 8 486 834

Jeff George CHF 733 334 365 650 365 687 1 462 533 0 443 410 940 000 105 934 48 053 4 464 601 182 871 4 647 472

George Gunn CHF 845 836 663 000 0 1 105 030 0 930 397 0 98 584 9 992 3 652 839 0 3 652 839

Andrin Oswald CHF 733 334 682 500 0 1 365 027 0 443 410 940 000 118 403 57 507 4 340 181 0 4 340 181

Jonathan Symonds CHF 890 000 0 792 025 1 980 034 0 766 171 0 196 350 0 4 624 580 792 025 5 416 605

Thomas Werlen

(until September 30, 2011) 14 CHF 560 001 0 412 516 0 0 0 0 99 836 1 598 454 2 670 807 0 2 670 807

Naomi Kelman

(as from March 2, 2011) 15 USD 497 826 262 500 0 525 028 0 81 720 4 773 120 18 466 638 443 6 797 103 0 6 797 103

Felix R. Ehrat

(as from October 1, 2011) 16 CHF 175 000 0 130 405 260 810 0 76 639 0 36 296 4 352 683 502 130 405 813 907

Total 17 CHF 9 401 376 3 563 757 5 685 668 22 323 260 0 11 364 429 6 104 000 1 668 316 2 667 132 62 777 939 5 090 336 67 868 275

1 Does not include reimbursement for travel and other necessary business expenses incurred in
the performance of their services as these are not considered compensation.

2 Participants elected to invest some or all of the value of their annual incentive in the five-year
Leveraged Share Savings Plan (LSSP) or the three-year Swiss Employee Share Ownership Plan
(ESOP) rather than to receive cash.

3 Novartis shares granted under the Novartis Equity Plan “Select” have a three-year vesting
period.

4 Novartis share options granted under the Novartis Equity Plan “Select” are tradable. Share
options granted outside North America will expire on January 19, 2022, have a three-year
vesting period and have an exercise price of CHF 54.20 per share (the closing price of Novartis
shares on the grant date of January 19, 2012). Based on the option pricing valuation model as
per grant date, the value of the share options granted outside North America used in this table
was CHF 4.30. Share options on ADSs granted to participants in North America will expire on
January 19, 2022, have a three-year vesting period and an exercise price of USD 58.33 per ADS
(the closing price of Novartis ADSs on the grant date of January 19, 2012). Based on the option
pricing valuation model as per grant date, the value of the share options on ADSs granted to
participants in North America used in this table was USD 4.14.

5 Awarded based on the achievement of Novartis Economic Value Added (NVA) objectives over
the performance period ended December 31, 2011.

6 The special share awards consist of RSUs to Jeff George and to Andrin Oswald awarded on
September 1, 2011, against the closing share price of that day (CHF 47.00). These RSUs have a
five year vesting period. The special share awards also consist of a special award of 88 000
shares granted to Naomi Kelman to compensate her loss of equity from her former employer.
This grant was awarded on April 1, 2011 at the price of USD 54.24 with staggered vesting over
seven years.

7 Service costs of pension and post-retirement healthcare benefits accumulated in 2011.
8 Includes perquisites and other compensation paid during 2011. Does not include cost
allowances and tax-equalization payments regarding the international assignment of David
Epstein, Jeff George and Andrin Oswald. Does not include an annual pension in payment for
Kevin Buehler as a result of a change of control clause (USD 346 362 being the time pro-rated
amount for the period from April 8, 2011 to December 31, 2011).

9 The value of all equity grants included in this table has been calculated based on market value.
10 Reflects shares to be awarded in the future under the share saving plans, either the five-year

Leveraged Share Savings Plan (LSSP) or the three-year Swiss Employee Share Ownership Plan
(ESOP). Participants will receive additional shares (“matching shares”) after the expiration of
either the three- or five-year vesting period.

11 The values of the shares, RSUs and share options reflected in this table have been calculated
based on market value. The closing share price on the grant date January 19, 2012 was CHF
54.20 per Novartis share and USD 58.33 per ADS.

12 All amounts are gross amounts (i.e., before deduction of social security and income tax due by
the executives). The employer social security contribution is not included.

13 Excludes the annual incentive and an equity grant that were awarded to K. Buehler prior to
April 8, 2011 and which relate to past performance.

14 Thomas Werlen stepped down from the Executive Committee as per September 30, 2011 and
decided to leave Novartis on January 31, 2012. The base compensation and benefits
information in the table reflects his pro rata compensation over the period from January 1,
2011 to September 30, 2011 (i.e. the period during which he was member of the Executive
Committee). The other compensation (“Other benefits”) includes the contractual salary
payments from October 1, 2011 to January 31, 2012 and the pension benefits costs over this
period. The other compensation (“Other benefits”) does not include, however, the fair market
compensation for refraining to compete with any business of Novartis over an agreed period
after leaving the Company. Mr. Werlen will receive fair market compensation in return for
complying with the restriction not to compete.

15 The table reflects the compensation as Permanent Attendee to the Executive Committee from
date of hiring (March 2, 2011) until December 31, 2011.

16 The table reflects the compensation as Permanent Attendee to the Executive Committee from
hire date (October 1, 2011) until December 31, 2011.

17 Amounts in USD for Kevin Buehler, David Epstein, Mark C. Fishman and Naomi Kelman were
converted at a rate of CHF 1.00 = USD 1.130, which is the same average exchange rate used in
the Group’s consolidated financial statements.
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12. EXECUTIVE AND BOARD OF DIRECTORS COMPENSATION DISCLOSURES (CONTINUED)

EXECUTIVE COMMITTEE MEMBER – EQUITY AWARDS FOR PERFORMANCE YEAR 2012 (NUMBER OF EQUITY INSTRUMENTS)

Variable compensation

Short-term
incentive plans Long-term incentive plans

Long-Term Future
Equity Plan “Select” Performance Plan LSSP/ESOP match

Shares Shares Options Shares Shares
(Number)2 (Number)3 (Number)3 (Number) (Number)

Joseph Jimenez (Chief Executive Officer) 0 77 730 0 76 937 0

Juergen Brokatzky-Geiger 10 135 20 268 0 11 850 10 135

Kevin Buehler 7 629 42 796 0 26 537 7 629

Felix R. Ehrat 12 158 24 313 0 7 013 12 158

David Epstein 11 006 47 414 0 25 228 11 006

Mark C. Fishman 14 632 59 937 0 23 415 14 632

Jeff George 3 566 14 263 0 10 312 1 783

George Gunn 0 19 347 0 19 672 0

Naomi Kelman (until February 29, 2012) 0 0 0 0 0

Andrin Oswald 4 928 9 855 0 10 312 4 928

Jonathan Symonds 10 065 25 163 0 22 318 10 065

Brian Mc Namara (as from March 1, 2012) 1 2 119 7 036 0 3 944 2 119

Total 76 238 348 122 0 237 538 74 455

1 The table reflects the compensation as Permanent Attendee to the Executive Committee from March 1, 2012 until December 31, 2012.
2 These shares have a five-year vesting period under LSSP and a three-year vesting period under ESOP.
3 These shares and the options awarded under the Equity Plan “Select” have a three-year vesting period.

EXECUTIVE COMMITTEE MEMBER – EQUITY AWARDS FOR PERFORMANCE YEAR 2011 (NUMBER OF EQUITY INSTRUMENTS)

Variable compensation

Short-term
incentive plans Long-term incentive plans

Long-Term Special Future
Equity Plan “Select” Performance Plan share awards LSSP/ESOP match

Shares Shares Options Shares Shares Shares
(Number)2 (Number)3 (Number)3 (Number) (Number) (Number)

Joseph Jimenez (Chief Executive Officer) 19 484 113 654 0 83 958 0 19 484

Juergen Brokatzky-Geiger 11 366 22 731 0 10 745 0 11 366

Kevin Buehler (since April 8, 2011) 18 496 46 566 0 22 506 0 18 496

David Epstein 10 003 47 900 0 22 175 0 10 003

Mark C. Fishman 16 309 66 193 0 23 107 0 16 309

Jeff George 6 747 26 984 0 8 181 20 000 3 374

George Gunn 0 20 388 0 17 166 0 0

Andrin Oswald 0 25 185 0 8 181 20 000 0

Jonathan Symonds 14 613 36 532 0 14 136 0 14 613

Thomas Werlen (until September 30, 2011) 7 611 0 0 0 0 0

Naomi Kelman (as from March 2, 2011) 1 0 9 001 0 1 401 88 000 0

Felix R. Ehrat (as from October 1, 2011) 1 2 406 4 812 0 1 414 0 2 406

Total 107 035 419 946 0 212 970 128 000 96 051

1 The table reflects the compensation as Permanent Attendee to the Executive Committee from date of hiring until December 31, 2011.
2 These shares have a five-year vesting period under LSSP and a three-year vesting period under ESOP.
3 These shares and the options awarded under the Equity Plan “Select” have a three-year vesting period.
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The aggregate amount of compensation of all members of the Exec-
utive Committee in 2012 is CHF 62 359 198 (compared to
CHF 67 868 275 in 2011). The factors which may influence in one
way or another the difference of the aggregate amount of compen-
sation of all members of the Executive Committee between 2012
and 2011 include, among others, the different composition of the
Executive Committee (incl. the inclusion of Permanent Attendees
to the Executive Committee), the variations in average compensa-
tion mix and individual objective attainment.

12.2) COMPENSATION OF BOARD MEMBERS

GENERAL PRINCIPLES

The Board of Directors determines the compensation of its mem-
bers, other than the Chairman, each year, based on a proposal by
the Compensation Committee and advice from its independent
advisors.

The compensation of the Chairman is based on a contract,
which provides Dr. Daniel Vasella with a fixed remuneration of
CHF 12.4 million, indexed to the average compensation increase for
associates based in Switzerland. The Board acknowledges that the
compensation of the Chairman reflects his exceptional experience
and significant on-going contribution to building the Group, repre-
senting our interests in the global business community and deliv-
ering sustainable value for our shareholders. One third of his total
compensation is paid out in monthly cash installments; the remain-
ing two-thirds are in the form of unrestricted Novartis shares that
are granted to him each year at the closing market price of the
underlying share at the end of the day at grant date, in 2012 on Jan-
uary 19, 2012.

Following his tenure as Chairman, Dr. Vasella agreed to continue
to make available his know-how to Novartis and to refrain from
activities that compete with any business of Novartis for a multi-

year period. Dr. Vasella will receive fair market compensation in
return for his services and for complying with the restriction not to
compete. Dr. Vasella carries forward tradable options, shares and
benefits (including pension) as a result of his 14-year tenure as our
CEO. In his current capacity he receives no variable compensation,
tradable options or equity other than the shares that are part of his
remuneration as Chairman.

The other members of the Board of Directors receive an annual
fixed Board membership fee and additional fees for committee
chairmanships, committee memberships, and other functions to
compensate for their increased responsibilities and engagements.
They do not receive additional fees for attending meetings. The
members of the Board of Directors are paid in unrestricted shares
for at least 50% of their fees. With the exception of the Chairman,
they do not have pension benefits. Members of the Board of Direc-
tors do not receive share options.

The fee rates for Board membership and functional roles of
other members of the Board of Directors are as follows:

BOARD MEMBER ANNUAL FEE RATES (EXCL. CHAIRMAN)

Annual fee (CHF)

Board membership 350 000

Chairman’s Committee membership 150 000

Audit and Compliance Committee membership 100 000

Other Board Committee membership 50 000

Vice chairmanship of the Board of Directors 50 000

Board Committee chairmanship (except for ACC) 10 000

Audit and Compliance Committee chairmanship 20 000

Delegated board membership 1 125 000

1 The Board of Directors has delegated Rolf M. Zinkernagel to the Scientific Advisory Board of the
Novartis Institute for Tropical Diseases (NITD). The Board of Directors has delegated both Rolf M.
Zinkernagel and William Brody to the Board of Directors of the Genomics Institute of the
Novartis Research Foundation (GNF).
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12. EXECUTIVE AND BOARD OF DIRECTORS COMPENSATION DISCLOSURES (CONTINUED)

COMPENSATION IN 2012 AND 2011

The following compensation tables disclose the compensation
granted to Board members in 2012 with comparatives to 2011.

BOARD MEMBER COMPENSATION IN 2012 1

Corporate Annual cash Shares
Governance compen- (Market

Board Audit and Compen- and Delegated sation value) Other Total
member- Vice Chairman’s Compliance Risk sation Nomination board (CHF) (CHF) Shares (CHF) (CHF)

ship Chairman Committee Committee Committee Committee Committee membership (A) (B)2 (Number) (C) (A)+(B)+(C)

Daniel Vasella Chair Chair •3 •3 •3 •3 4 110 750 8 241 815 152 063 715 0274 13 067 592

Ulrich Lehner • • • • • • Chair 405 000 405 037 7 473 43 0705 853 107

Dimitri Azar • 140 000 210 025 3 875 – 350 025

William Brody 6 • • • 262 500 262 545 4 844 – 525 045

Srikant Datar • • Chair • • 360 000 360 051 6 643 – 720 051

Ann Fudge • • • 225 000 225 038 4 152 – 450 038

Pierre Landolt 7 • • – 400 050 7 381 23 9775 424 027

Enrico Vanni • • Chair 255 000 255 011 4 705 30 1505 540 161

Andreas von Planta • • Chair • 280 000 280 051 5 167 29 0235 589 074

Wendelin Wiedeking • • • – 500 049 9 226 29 6075 529 656

Marjorie M.T. Yang • • 200 000 200 052 3 691 24 1775 424 229

Rolf M. Zinkernagel 8 • • • 325 000 325 037 5 997 34 3835 684 420

Total 6 563 250 11 664 761 215 217 929 414 19 157 425

1 Does not include reimbursement for travel and other necessary business expenses incurred in the performance of their services as these are not compensation.
2 The value of the shares reflected in this column has been calculated based on market value of the shares at grant date. All shares were granted as per January 19, 2012 against the prevailing share
price of CHF 54.20.

3 Daniel Vasella attended the meetings of these Committees as a guest without voting rights.
4 Includes inter alia social security costs due by the individual and paid by the company, pension and life insurance.
5 Includes social security costs due by the individual and paid by the company.
6 The Board of Directors has delegated William Brody to the Board of Directors of the Genomics Institute of the Novartis Research Foundation (GNF).
7 According to Pierre Landolt, the Sandoz Family Foundation is the economic beneficiary of the compensation.
8 The Board of Directors has delegated Rolf M. Zinkernagel to the Scientific Advisory Board of the Novartis Institute for Tropical Diseases (NITD) and to the Board of Directors of the Genomics Institute
of the Novartis Research Foundation (GNF).
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BOARD MEMBER COMPENSATION IN 2011 (MARKET VALUE) 1

Corporate Annual cash Shares
Governance compen- (Market

Board Audit and Compen- and Delegated sation value) Other Total
member- Vice Chairman’s Compliance Risk sation Nomination board (CHF) (CHF) Shares (CHF) (CHF)

ship Chairman Committee Committee Committee Committee Committee membership (A) (B)2 (Number) (C) (A)+(B)+(C)

Daniel Vasella Chair Chair •3 •3 •3 •3 4 060 004 8 786 7354 160 6354 654 2075 13 500 9467

Ulrich Lehner • • • • • • Chair 1 110 000 – – 62 6506 1 172 650

William Brody 8 • • • 229 688 295 325 5 399 – 525 013

Srikant Datar • • Chair • • 550 250 159 779 2 921 – 710 029

Ann Fudge • • • 450 000 – – – 450 000

Pierre Landolt 9 • • 106 000 294 013 5 375 24 1776 424 190

Enrico Vanni • • • 425 000 75 048 1 372 29 4046 529 4527

Andreas von Planta • • Chair • 448 000 112 026 2 048 32 6856 592 711

Wendelin Wiedeking • • • 132 500 367 529 6 719 30 9656 530 994

Marjorie M.T. Yang • Chair 410 000 – – 24 7196 434 719

Rolf M. Zinkernagel 10 • • • – 650 000 11 883 34 3816 684 381

Total 11 7 921 442 10 740 454 196 352 893 188 19 555 084

1 Does not include reimbursement for travel and other necessary business expenses incurred in the performance of their services as these are not compensation.
2 The value of the shares reflected in this column has been calculated based on market value of the shares at grant date. All shares were granted as per January 19, 2011 against the prevailing share
price of CHF 54.70.

3 Daniel Vasella attended the meetings of these Committees as a guest without voting rights.
4 Includes 12 188 shares paid in 2011 related to the grant of 2010.
5 Includes social security costs due by the individual and paid by the company, pension and life insurance.
6 Includes social security costs due by the individual and paid by the company.
7 Does not include Board member compensation granted by Alcon, Inc. until April 8, 2011.
8 The Board of Directors has delegated William Brody to the Board of Directors of the Genomics Institute of the Novartis Research Foundation (GNF).
9 According to Pierre Landolt, the Sandoz Family Foundation is the economic beneficiary of the compensation.

10 The Board of Directors has delegated Rolf M. Zinkernagel to the Scientific Advisory Board of the Novartis Institute for Tropical Diseases (NITD) and to the Board of Directors of the Genomics Institute
of the Novartis Research Foundation (GNF).

11 Alexandre F. Jetzer-Chung and Hans-Jörg Rudloff were members of the Board of Directors until February 22, 2011. Their compensation was reported in the 2010 Annual Report.
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12. EXECUTIVE AND BOARD OF DIRECTORS COMPENSATION DISCLOSURES (CONTINUED)

12.3) SHARES AND SHARE OPTIONS OWNED BY EXECUTIVE COMMITTEE
MEMBERS

SHARES AND SHARE OPTIONS OWNED

The following tables show the total number of vested and unvested
Novartis shares (including share units but excluding unvested
matching share units from leveraged share savings plans and
unvested target units from the Long-Term Performance Plan) and
the total number of share options owned by the members of the
Executive Committee as of January 17, 2013, and January 19, 2012.

As of January 17, 2013, and January 19, 2012, no member of
the Executive Committee together with “persons closely linked”1 to
them owned 1% or more of the outstanding shares of Novartis,
either directly or through share options.

1 “Persons closely linked” are (i) their spouse, (ii) their children below age 18, (iii) any legal entities that
they own or otherwise control, and (iv) any legal or natural person who is acting as their fiduciary.

SHARES OWNED BY EXECUTIVE COMMITTEE MEMBERS

Number of shares 1

As of As of
January 17, 2013 January 19, 2012

Joseph Jimenez 565 007 461 487

Juergen
Brokatzky-Geiger 268 498 232 858

Kevin Buehler 502 859 445 287

Felix R. Ehrat 52 616 9 132

David Epstein 319 532 279 395

Mark C. Fishman 439 946 435 071

Jeff George 137 666 109 525

George Gunn 267 468 251 459

Naomi Kelman NA2 97 906

Andrin Oswald 150 810 135 713

Jonathan Symonds 202 375 144 829

Brian Mc Namara
(as from March 1, 2012) 3 41 160 NA

Total 2 947 937 2 602 662

NA – Not applicable.
1 lncludes holdings of “persons closely linked” to Executive Committee members (see definition
under 12.3).

2 Naomi Kelman, who stepped down from the Executive Committee as per February 29, 2012,
owned 97 906 shares at this date.

3 Permanent attendee to the Executive Committee.

SHARE OPTIONS OWNED BY EXECUTIVE COMMITTEE MEMBERS

Number of share options 1

As of As of
2013 2012 2011 2010 2009 Other January 17, 2013 January 19, 2012

Joseph Jimenez 552 076 157 266 709 342 709 342

Juergen
Brokatzky-Geiger 75 705 255 452 331 157 331 157

Kevin Buehler 605 8772 605 877 782 485

Felix R. Ehrat

David Epstein 267 777

Mark C. Fishman 604 129 604 129 772 019

Jeff George 141 396 97 827 15 359 1 793 256 375 256 375

George Gunn 94 371 94 371 94 371

Naomi Kelman 3 NA

Andrin Oswald 5 633 5 633 5 633

Jonathan Symonds 54 348 54 348 54 348

Brian Mc Namara
(as from March 1, 2012) 4 88 005 88 005 NA

Total 0 0 141 396 152 175 643 140 1 812 526 2 749 237 3 273 507

NA – Not applicable.
1 Share options disclosed for a specific year were granted in that year under the Novartis Equity Plan “Select.” The column “Other” refers to share options granted in 2008 or earlier, to share options
granted to these executives while they were not Executive Committee members (nor Permanent Attendees), and to share options bought on the market by the Executive Committee members or
“persons closely linked” to them (see definition under – Share and Share Options Owned by Members of the Board of Directors).

2 Consists of share settled appreciation rights resulting from conversion of Alcon equity into Novartis equity.
3 Naomi Kelman stepped down from the Executive Committee as per February 29, 2012.
4 Permanent Attendee to the Executive Committee.
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12.4) SHARES AND SHARE OPTIONS OWNED BY BOARD MEMBERS

The total number of vested and unvested Novartis shares and share
options owned by Board members and “persons closely linked”
(see definition under 12.3) to them as of the end of the day of Jan-
uary 17, 2013, and the end of the day of January 19, 2012, is shown
in the following tables.

As of the end of the day of January 17, 2013, and the end of the
day of January 19, 2012, none of the Board members together with
“persons closely linked” (see definition under 12.3) to them owned
1% or more of the outstanding shares of Novartis, either directly or
through share options.

SHARES OWNED BY BOARD MEMBERS

Number of shares 1,2

As of As of
January 17, 2013 January 19, 2012

Daniel Vasella 3 170 729 3 306 730

Ulrich Lehner 34 363 22 193

Dimitri Azar 5 743 NA

William Brody 18 420 10 532

Srikant Datar 31 080 20 263

Ann Fudge 13 769 7 008

Pierre Landolt 3 52 356 40 442

Enrico Vanni 12 501 4 839

Andreas von Planta 121 334 111 628

Wendelin Wiedeking 260 286 40 901

Marjorie M.T. Yang 18 000 18 000

Rolf M. Zinkernagel 45 948 34 683

Total 3 784 529 3 617 219

NA – Not applicable.
1 Includes holdings of “persons closely linked” to Board members (see definition under 12.3).
2 Each share provides entitlement to one vote.
3 According to Pierre Landolt, the Sandoz Family Foundation is the economic beneficiary of all
shares.

SHARE OPTIONS OWNED BY BOARD MEMBERS

Number of share options 1,2

As of As of
January 17, 2013 January 19, 2012

Daniel Vasella 3 1 633 290 2 433 290

Ulrich Lehner 0 0

Dimitri Azar 0 NA

William Brody 0 0

Srikant Datar 0 0

Ann Fudge 0 0

Pierre Landolt 4 0 0

Enrico Vanni 0 0

Andreas von Planta 0 0

Wendelin Wiedeking 0 0

Marjorie M.T. Yang 0 0

Rolf M. Zinkernagel 0 0

Total 1 633 290 2 433 290

NA – Not applicable.
1 2002 was the last year during which Novartis granted share options to non-executive Board
members.

2 Includes holdings of “persons closely linked” to Board members (see definition under 12.3).
3 Includes options awarded during Daniel Vasella’s tenure as Chairman and CEO.
4 According to Pierre Landolt, the Sandoz Family Foundation is the economic beneficiary of all
share options.

TERMS OF SHARE OPTIONS GRANTED

The share options granted to the members of the Executive Com-
mittee under the variable compensation plans are exercisable for
one share each (1:1). The terms of the share options granted since
2009 are shown in the table below.

TERMS OF SHARE OPTIONS

Exercise price Vesting (years) Term
Grant year (CHF/USD) (CH/other countries) (years)

2013 61.70/66.07 3/3 10

2012 54.20/58.33 3/3 10

2011 54.70/57.07 2/3 10

2010 55.85/53.70 2/3 10

2009 53.65/46.42 2/3 10
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12. EXECUTIVE AND BOARD OF DIRECTORS COMPENSATION DISCLOSURES (CONTINUED)

12.5) LOANS AND OTHER PAYMENTS

LOANS TO BOARD MEMBERS OR MEMBERS OF THE EXECUTIVE COMMITTEE

No loans were granted to current or former Board members or
members of the Executive Committee during 2012 and 2011. No
such loans were outstanding as of December 31, 2012 and Decem-
ber 31, 2011.

OTHER PAYMENTS TO BOARD MEMBERS OR MEMBERS OF THE EXECUTIVE
COMMITTEE

During 2012 and 2011, no payments (or waivers of claims) other
than those set out in the Board Member Compensation tables and
the Executive Committee Member Compensation tables (including
their footnotes) were made to current Board members or members
of the Executive Committee or to “persons closely linked” to them
(see definition under 12.3).

PAYMENTS TO FORMER BOARD MEMBERS OR MEMBERS OF THE
EXECUTIVE COMMITTEE

During 2012 and 2011, no payments (or waivers of claims) were
made to former Board members or members of the Executive Com-
mittee or to “persons closely linked” to them (see definition under
12.4), except for an amount of CHF 62 346 which was paid to the
Honorary Chairman in 2012 (and an amount of CHF 62 346 which
was paid to the Honorary Chairman in 2011), an amount of
CHF 1 129 for social security arrears which was paid in 2011 in
favor of a former member of the Board of Directors, an amount of
CHF 1 156 414, (which includes an amount of CHF 1 125 000 paid
in 2012 to a former member of the Executive Committee, in rela-
tion to his obligation to refrain from activities that compete with any
business of Novartis and an amount of CHF 31 414 as other bene-
fits related to his ECN tenure) and an amount of CHF 25 596 which
was paid in 2011 to a former member of the Executive Committee
as deferred compensation.
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13. RISK ASSESSMENT DISCLOSURES

Novartis AG, as the ultimate parent company of the Novartis Group,
is fully integrated into the Group-wide internal risk assessment
process and is fully integrated into the process described in note 32
to the Group’s consolidated financial statements.
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APPROPRIATION OF AVAILABLE EARNINGS OF NOVARTIS AG AND DECLARATION OF DIVIDEND

The Board of Directors proposes to use the available earnings of
Novartis AG of 2012 for the purpose of distributing a gross divi-
dend of CHF 2.30 per share as follows. This will result in a payout
ratio of 65% of the Group’s consolidated net income expressed in
USD. The payout ratio is calculated by converting into USD the pro-
posed total gross dividend amount in CHF at the CHF-USD
exchange rate of December 31, 2012 based on an estimated num-
ber of shares outstanding on dividend payment date and dividing
it by the USD consolidated net income attributable to shareholders
of Novartis AG based on the 2012 Novartis Group consolidated
financial statements.

2012 2011
CHF CHF

Available unappropriated earnings

Balance brought forward – –

Net income of the year 5 141 036 034 5 370 749 043

Partial use of free reserves 853 530 441 477 787 917

Total available earnings at the disposal of the Annual General Meeting 5 994 566 475 5 848 536 960

Appropriation

Payment of a gross dividend of CHF 2.30 (2011: CHF 2.25) on 2 606 333 250 (2011: 2 599 349 760) dividend bearing shares 1

with a nominal value of CHF 0.50 each – 5 994 566 475 – 5 848 536 960

Balance to be carried forward – –

1 No dividend will be declared on treasury shares held by Novartis AG, and certain other treasury shares held by other Group companies.

Assuming that this proposal by the Board of Directors is approved,
payment of the dividend will be made as from March 1, 2013 to
those shareholders holding Novartis shares on February 25, 2013.
As from February 26, 2013 the shares will be traded ex-dividend.
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REPORT OF THE STATUTORY AUDITOR ON THE FINANCIAL STATEMENTS OF NOVARTIS AG

TO THE GENERAL MEETING OF NOVARTIS AG, BASEL

REPORT OF THE STATUTORY AUDITOR ON THE
FINANCIAL STATEMENTS OF NOVARTIS AG

As statutory auditor, we have audited the financial statements of
Novartis AG, which comprise the income statement, balance sheet
and notes (pages 258 to 275), for the year ended December 31,
2012.

Board of Directors’ Responsibility
The Board of Directors is responsible for the preparation of the
financial statements in accordance with the requirements of Swiss
law and the Company’s articles of incorporation. This responsibil-
ity includes designing, implementing and maintaining an internal
control system relevant to the preparation of financial statements
that are free from material misstatement, whether due to fraud or
error. The Board of Directors is further responsible for selecting and
applying appropriate accounting policies and making accounting
estimates that are reasonable in the circumstances.

Auditor’s Responsibility
Our responsibility is to express an opinion on these financial state-
ments based on our audit. We conducted our audit in accordance
with Swiss law and Swiss Auditing Standards. Those standards
require that we plan and perform the audit to obtain reasonable
assurance whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evi-
dence about the amounts and disclosures in the financial state-
ments. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers the internal control
system relevant to the entity’s preparation of the financial state-
ments in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opin-
ion on the effectiveness of the entity’s internal control system. An
audit also includes evaluating the appropriateness of the account-
ing policies used and the reasonableness of accounting estimates
made, as well as evaluating the overall presentation of the financial
statements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the financial statements for the year ended Decem-
ber 31, 2012 comply with Swiss law and the Company’s articles of
incorporation.

REPORT ON OTHER LEGAL REQUIREMENTS

We confirm that we meet the legal requirements on licensing
according to the Auditor Oversight Act (AOA) and independence
(article 728 CO and article 11 AOA) and that there are no circum-
stances incompatible with our independence.

In accordance with article 728a paragraph 1 item 3 CO and Swiss
Auditing Standard 890, we confirm that an internal control system
exists which has been designed for the preparation of financial
statements according to the instructions of the Board of Directors.

We further confirm that the proposed appropriation of available
earnings complies with Swiss law and the Company’s articles of
incorporation. We recommend that the financial statements sub-
mitted to you be approved.

PricewaterhouseCoopers AG

Peter M. Kartscher Gerd Tritschler
Audit expert Audit expert
Auditor in charge

Basel, January 22, 2013
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Among the world’s most respected and influential photographers,
mary Ellen mark has achieved international recognition through her
numerous books, exhibitions and editorial magazine work. she has
spent more than four decades traveling extensively to make pictures
that reflect a high degree of humanism, and her photo essays and por-
traits have appeared in various publications including The New yorker,
LiFE, The New york Times magazine, Rolling stone and vanity Fair.

ms. mark’s images of diverse cultures, in particular, have become
landmarks in the field of documentary photography. Her portrayals
of mother Teresa, indian circuses and brothels in Bombay were the

product of many years of work in india. Furthermore, her photo essay
on runaway children in seattle became the basis of the Academy
Award-nominated film “streetwise,” directed and photographed by
her husband, martin Bell. since then, they have collaborated on sev-
eral projects.

Additionally, ms. mark has published 17 books and her photographs
have been exhibited worldwide. The retrospective book “Exposure”
features 134 of her best images – many of which previously were
unpublished. And for her most recent book, “Prom,” ms. mark spent
more than four years photographing high school dances across the
United states with a 20×24 Polaroid camera. For her book and
exhibition project on AmERicA, ms. mark received a John simon
Guggenheim Fellowship, an Erna & victor Hasselblad Foundation
grant, and a Walter Annenberg grant. she also has received numer-
ous awards including the cornell capa Award, the infinity Award for
journalism, the matrix Award for outstanding woman in the field of
film/photography, the George Polk Award for photojournalism, the
Dr. Erich salomon Award for outstanding merits in the field of jour-
nalistic photography, the World Press Award for outstanding body
of work throughout the years, the Photographer of the year Award
from The Friends of Photography, the victor Hasselblad cover
Award, the creative Arts Award citation for Photography at Brandeis
University, and two Robert F. Kennedy awards.

ms. mark has honorary degrees from her alma mater, the University
of Pennsylvania, as well as the University of the Arts, the center for
creative studies, columbia college and Kenyon college.

mary elleN mark

Each year Novartis commissions a photographer
to portray a unique, personal and artistic per-
spective of healthcare around the world. By
capturing the diverse experiences of children
in various settings, these photographs demon-
strate the complex realities of global healthcare.
We are grateful to mary Ellen mark, and to
those who shared their experiences for Annual
Report 2012 photography.

This year, Novartis also commissioned docu-
mentary filmmaker martin Bell to produce a
series of short films to accompany the photo-
graphy. The films can be watched online at
www.novartis.com/annualreport2012.
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key dates For 2013

anticipated key reporting dates

Annual General meeting February 22, 2013

First Quarter 2013 Results April 24, 2013

second Quarter and
First Half 2013 Results July 17, 2013

Third Quarter and
First Nine months 2013 Results October 22, 2013

Full year 2013 January 2014

ackNowledGemeNts

We would like to thank all contributors to
this Novartis Annual Report for sharing
their knowledge and personal experiences.

People in the photographs and stories
have no actual or implied connection with
Novartis or with the Group’s products,
except for those specifically identified as
associated with Novartis.

coNtact iNFormatioN

For further information regarding
Novartis please contact:

Novartis international AG
cH-4002 Basel
switzerland

General information
Tel: + 41 61 324 11 11
Fax:+41 61 324 80 01

investor relations
Tel: +41 61 324 79 44
Fax:+41 61 324 84 44
E-mail: investor.relations@novartis.com

share registry
Tel: +41 61 324 72 04
Fax:+41 61 324 32 44
E-mail: share.registry@novartis.com

media relations
Tel: +41 61 324 22 00
Fax:+41 61 324 90 90
E-mail: media.relations@novartis.com

Forward-lookiNG statemeNts

The following presentation contains forward-looking statements

that can be identified by terminology such as such as “potential,”

“expected,” “will,” “planned,” or similar expressions, or by express

or implied discussions regarding potential new products, potential

new indications for existing products, or regarding potential future

revenues from any such products; potential outcomes of our efforts

to improve the quality standards at any or all of our manufactur-

ing sites; or regarding potential future sales or earnings of the

Group or any of its divisions in the near- and long-term; or by dis-

cussions of strategy, plans, expectations or intentions. you should

not place undue reliance on these statements. such forward-look-

ing statements reflect the current views of the Group regarding

future events, and involve known and unknown risks, uncertainties

and other factors that may cause actual results to be materially

different from any future results, performance or achievements

expressed or implied by such statements. There can be no guar-

antee that any new products will be approved for sale in any mar-

ket, or that any new indications will be approved for any existing

products in any market, or that any approvals which are obtained

will be obtained at any particular time, or that any such products

will achieve any particular revenue levels. Nor can there be any

guarantee that the Group will be successful in its efforts to improve

the quality standards at any or all of our manufacturing sites, or

that we will succeed in restoring or maintaining production at any

particular sites. Neither can there be any guarantee that the Group,

or any of its divisions, will achieve any particular financial results,

either in the near-term or in the long-term. in particular, manage-

ment’s expectations could be affected by, among other things,

unexpected regulatory actions or delays or government regulation

generally; unexpected clinical trial results, including additional

analyses of existing clinical data or unexpected new clinical data;

the Group’s ability to obtain or maintain patent or other proprie-

tary intellectual property protection, including the ultimate extent

of the impact on the Group of the loss of patent protection on key

products which commenced last year and will continue this year;

unexpected product manufacturing and quality issues, including

the potential outcomes of our efforts at the sandoz and Alcon sites

that are subject to Warning Letters, and with respect to our efforts

to restart production of products formerly produced at the con-

sumer Health manufacturing facility at Lincoln, Nebraska; govern-

ment, industry, and general public pricing pressures; uncertain-

ties regarding actual or potential legal proceedings, including,

among others, actual or potential product liability litigation, litiga-

tion and investigations regarding sales and marketing practices,

shareholder litigation, government investigations and intellectual

property disputes; competition in general; uncertainties regard-

ing the effects of the ongoing global financial and economic crisis,

including the financial troubles in certain Eurozone countries;

uncertainties regarding future global exchange rates; uncertain-

ties regarding future demand for our products; uncertainties nec-

essarily involved in long-term financial projections; uncertainties

involved in the development of new healthcare products; the impact

that the foregoing factors could have on the values attributed to

the Group’s assets and liabilities as recorded in the Group’s con-

solidated balance sheet; and other risks and factors referred to in

Novartis AG’s current Form 20-F on file with the Us securities and

Exchange commission. should one or more of these risks or uncer-

tainties materialize, or should underlying assumptions prove incor-

rect, actual results may vary materially from those described herein

as anticipated, believed, estimated or expected. Novartis is provid-

ing the information in this presentation as of this date and does

not undertake any obligation to update any forward-looking state-

ments as a result of new information, future events or otherwise.

All product names printed in italics in this Annual Report are
trademarks owned by or licensed to the Novartis Group.

The use of the registered trademark ® in combination with
products in normal script indicates third-party brands.

The business policy of Novartis takes into account the OEcD’s
Guidelines for multinational Enterprises, with their recommen-
dations on the disclosure of information.

Our Annual Report is published in English, with a German
translation available.

publisher: Novartis international AG, Basel, switzerland
design: phorbis communications AG, Basel, switzerland
print: Linkgroup, zürich, switzerland

© Novartis AG, 2013
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