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Yesterday, AbbVie (ABBV) announced its intention to acquire Allergan (AGN) in a cash and 

stock transaction valued at $62 billion. The cash portion of the deal includes $120.30 per AGN 

share with the equity portion adding $67.94 per share (0.866 per ABBV share at ABBV’s closing 

price on 6/24/2019) for a total purchase consideration of $188.24 per share, or 45% premium to 

AGN shares at the 6/24/2019 close. The news sent AGN shares soaring 25% to $162, while 

ABBV shares dropped 16% to $66 yesterday.  

The rationale for ABBV’s approach is straight forward. Its largest sales contributor, Humira, first 

approved to treat rheumatoid arthritis, is facing biosimilar competition, putting at risk almost 

60% of its sales to competition. Its European patent expired in October 2018 and sales have been 

negatively impacted following the launch of 4 biosimilar drugs. As a result, ABBV recorded a 

sales decline of 1% in Q1 2019, an occurrence that has not repeated since 2013, because 

biosimilar competition in Europe caused its sales in international markets to drop by 28% y-o-y. 

In the U.S., although the Humira patent expired in 2016, ABBV has agreements with Novartis’ 

Sandoz unit and Amgen to hold off with their biosimilar launches until 2023, due to ABBV’s 

ability to defend follow-on patents for Humira. U.S. sales of Humira, therefore, have temporary 

protection from competition, allowing ABBV to experience 7% y-o-y Humira sales growth in Q1 

2019 in the U.S.  

Looking at the rest of ABBV’s portfolio, its cancer portfolio, which currently consists of 

Imbruvica, approved to treat various cancers including chronic lymphocytic leukemia (CLL) and 

mantle cell lymphoma (MCL), and Venclexta, approved to treat CLL and acute myeloid 

leukemia (AML), contributed 54% to ABBV’s Q1 2019 sales growth but represent only 15% of 

ABBV’s total sales. The cancer drugs have patent protection past 2027. ABBV’s HCV franchise 

experienced 11% lower sales in the quarter, even though its patents do not expire until 2032, due 

to other competitive forces. In terms of new product launches, ABBV received FDA approval for 

Skyrizi in April 2019 to treat psoriasis and filed a New Drug Application with the FDA for 

upadacitinib in December 2018 to treat rheumatoid arthritis. If approved, upadacitinib and 

Skyrizi are expected to account for $1 billion in sales by 2020, which may be only sufficient to 

stave off sales loss from international Humira biosimilars. Overall, ABBV does not have a clear 

internal solution to the Humira sales cliff it will likely experience around 2023 in the U.S. The 

AGN acquisition, therefore, is ABBV’s answer to address its Humira loss-of-exclusivity (LOE) 

growth problem.  
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AGN generates annual sales of ~$15 billion, nearly 45% of ABBV’s. While Allergan has its own 

growth issues, the company’s sales are expected to remain flat in the foreseeable future. The 

company could potentially launch 5 new products over the next 18 months, which are not 

included in our latest revenue forecast. Moreover, AGN has over 40 programs in its 

pharmaceutical pipeline, with 30 additional programs on the medical device side of its business. 

AGN also has to deal with patent expirations such as that of Restasis, but Restasis global sales 

accounted for 8% of company sales, a much more manageable scenario. Additionally, generic 

competition has eroded the sales of Namenda, Estrace and Rapaflo, where combined sales 

declined 69% y-o-y in Q1 2019 but collectively contributed only 1% to total sales. Lastly, Botox, 

despite formidable competition, continues to grow from strong demand, and represents 24% of 

AGN’s total sales. Combining Botox with other AGN franchises, such as aesthetics, body 

contouring and urology, AGN’s core product sales grew 4% y-o-y in Q1 2019, offsetting some 

of the declines from product LOEs.  

The combination of ABBV and AGN will provide annual sales of about $40 billion with ABBV 

shareholders owning 83% of the combined company and AGN owning 17%. By 2020, ABBV 

expects the combined company’s sales of $30 billion (excluding Humira) to grow annually in the 

high single digit rates, helping to offset most of the sales decline expected from the Humira LOE 

in the U.S. in 2023. $2 billion in annual pretax synergies are expected to be achieved by the end 

of Year 3. Adjusted EPS is expected to improve by at least 10% in the first year, while 

substantial cash flow will help to pay down $15 - $18 billion of debt by 2021. ABBV will take 

on $24 billion of AGN’s debt, bringing the total debt to over $60 billion, while the company’s 

credit rating is expected to remain investment-grade at Baa2/BBB. The combined company will 

be headquartered in the U.S. and two of AGN’s board members, including CEO Brent Saunders, 

will join ABBV’s board of directors.  

Transaction Hurdles: ABBV’s stock price fell 16% on the news of its AGN acquisition, 

suggesting ABBV investors are not happy with the transaction. ABBV shareholders will not be 

able to vote on the approval of the AGN transaction, because less than 20% of new ABBV shares 

will be issued to help finance the purchase. This likely increased ABBV shareholders’ 

displeasure of the proposal, but increased the odds for the deal to close. Other customary 

regulatory approvals, if achieved as expected, and a positive AGN shareholder vote will allow 

the transaction to close in early 2020. While a competing bid is possible, it is not likely in our 

view, as few companies have the capacity, appetite, and urgent needs to devour AGN by offering 

higher bids.    

Conclusion: While ABBV investors might be skeptical of the premium ABBV offered to AGN, 

we believe ABBV did not overpay. AGN’s intrinsic value is worth a lot more than the offer 

price. As AGN investors, we appreciate the opportunity to see the gap between AGN’s trading 

price and its intrinsic value converge, and we are focused on the fundamentals of AGN and 

ABBV to contemplate our next move. We are maintaining a Buy rating on AGN for the 

Valuation 50, due to the reasonable spread between the offer price and AGN’s trading price, and 

reasonable odds for the deal to close. We are actively working on the final decision of AGN and 

will keep you posted.   
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Disclaimers: 

FOR PROFESSIONAL FINANCIAL/INSTITUTIONAL USE ONLY. 

Applied Finance refers to Applied Finance Capital Management and its Affiliated Companies.  

The Valuation 50 is an investment strategy designed to track the performance of a basket of stocks selected by Applied 
Finance.  The Valuation 50 is a copyrighted product of Applied Finance and may not be reproduced or used in any manner whatsoever 
without the prior express, written consent of Applied Finance. 

Performance numbers represent past performance and may not be indicative of future returns. Performance is gross of fees and assumes 
reinvestment of all dividends and capital gains. Past performance is no guarantee of future results.  
 

References to stocks held in the Valuation 50 are for informational purposes only and do not constitute an offer to buy or sell any security. 

The information and data contained in this presentation were obtained from sources deemed to be reliable, but Applied Finance makes no 
guarantee as to the accuracy or completeness of any such information or data. 
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