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Pfizer’s generic pharmaceutical unit, Upjohn, will merge with Mylan to create a leader in generic 

and off-patent pharmaceuticals. Pfizer will spin off Upjohn in a tax-free transaction that is 

expected to close in mid-2020, following regulatory approval. The new company, which is yet to 

be named, will be headquartered in the U.S. with expected sales of $19 - $20 billion in 2020. 

Pfizer will receive $12 billion in cash, while the new company will carry an additional $12 

billion of debt on top of Mylan’s $13 billion of debt. PFE shareholders are expected to own 57% 

of the new company and MYL shareholders will own 43%.  

So far, Pfizer investors have reacted to the proposal with great skepticism. Upjohn has a large 

trove of off-brand and generic pharmaceuticals and is headquartered in China. Most of the drugs 

are experiencing sales declines, including Lyrica, Lipitor, Norvasc and Viagra, largely due to 

pressure in China. In March 2019, China began a pilot project to buy well-established 

pharmaceuticals in bulk for 11 of its major cities. This policy change pits generic pharmaceutical 

manufacturers against each other to offer China the lowest price on it drugs, likely in a move to 

support local generic manufacturers. In exchange for agreeing to buy the off-patent drug at a 

discounted price, which can range from 10% to 70% discount, the manufacturer will be the sole 

provider of the drug to all 11 cities, which account for about a third of the total Chinese drug 

market. China’s pilot project negatively impacted sales for Upjohn, as its China sales declined 

20% y-o-y in the most recent quarter. This pilot program is likely to be expanded to more cities. 

The company is countering this move by cutting its price for some drugs in order to attract self-

pay patients and by increasing its workforce by 600 people in outer provinces not affected by this 

pilot. Due to strong y-o-y Upjohn sales in China during Q1 2019, and a focus on drugs outside of 

the 11-city pilot, full year 2019 Upjohn sales in China are still expected to grow by low-to-mid-

single digits. 

The benefits for combining Upjohn with Mylan are most obvious in diversification and scale. 

The new company will have approximately 34% business in generics and 56% in prescription 

off-brand drugs. More importantly, the increased scale, elimination of redundancies, and 

improved geographic reach will allow for $1 billion in expected cost savings by 2023, compared 

to the revenue base of ~$20 billion. Post-merger, the new company is expected to initiate a 

dividend, offering another attractive incentive for value-driven investors. However, the 

combined companies will face challenges that pass on from Mylan, such as an investigation of its 

participation in marketing opioids and issues related to Epi-pen supply constraints. Nevertheless, 
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Upjohn/Mylan expect to launch products by 2023 that may bring in an additional $3 billion in 

annual sales. Most Wall Street analysts believe that the combination will bring opportunities for 

the combined company that would not be achievable as separate entities, such as bringing Mylan 

products to Upjohn’s strong presence in China. 

The Upjohn/Mylan spin off-merger will complete Pfizer’s transformative transactions, which 

continued on August 1, 2019, when PFE completed combining its Consumer Healthcare business 

with GlaxoSmithKline in a joint venture called GSK Consumer Healthcare. PFE will have a 32% 

equity stake in GSK Consumer Healthcare for contributing its Consumer Healthcare business 

and GlaxoSmithKline shareholders will own 68%. Pfizer’s Consumer Healthcare business was 

the 5th largest branded OTC business with well-known brands such as Advil and Centrum. The 

business has experienced sales declines year-to-date, mostly due to the maturity of the products 

in developed markets. Combining the business with GSK’s consumer business will create the 

world’s largest OTC maker. PFE will receive quarterly dividends from the joint venture’s 

earnings, which is expected to increase cash flows after the first full year. Prior to the joint 

venture, PFE’s Consumer Healthcare business earned a run-rate of $600 million in annual pre-

tax income. Cost synergies are expected to be $650 million by 2022, compared to combined 

revenue base of approximately $13 billion in 2019. The intention is to improve the joint venture 

until it can be spun off within 3 – 5 years to trade on the London stock exchange.  

Following the GSK Consumer Healthcare joint venture and the Upjohn/Mylan merger, Pfizer’s 

operations will consist mainly of its growing innovative biopharmaceutical portfolio. The 

Consumer Healthcare business is currently 6% of PFE’s total sales and Upjohn consists of 21% 

of total sales, but both are realizing year-over-year sales declines.  

After the transaction with Mylan was announced, Pfizer released its Q2 2019 financial results: 

• Sales in Q2 2019 were $13.3 billion, 2% lower y-o-y, missing the consensus sales 

estimate of $13.4 billion. Sales grew 2% on a constant currency basis, as volume growth 

was partially offset by price declines. Foreign currency lowered sales by 4%. 

o Biopharma sales grew 2% y-o-y to $9.6 billion. Constant currency sales grew 6%. 

o Upjohn sales fell 11% y-o-y, due to 20% decline in China. Constant currency 

sales were down 7%. 

o Consumer Healthcare sales fell 3% y-o-y to $862 million. Constant currency sales 

were up 1%, with 4% growth in international markets partially offset by a 2% 

decline in the U.S. 

• EBITDA Margin increased 162 bps y-o-y to 43.1%, due to favorable product mix and 

lower active product ingredient import duties in China for generic Lipitor. 

• Earnings were 30% higher y-o-y at $5 billion, or $0.89 per share. Adjusted EPS of $0.80 

surpassed the consensus estimate of $0.75 EPS.  

Pfizer is moving forward to improve its Biopharma business with advancing its pipeline and with 

acquisitions. Since our initial Buy recommendation in September 2018, the company has 

announced several events that require an update. 
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Therachon: On July 1, 2019, PFE acquired Therachon Holding AG, a privately held 

biotechnology company, for up to $900 million. Therachon’s most advanced pipeline drug, TA-

46, completed Phase I study to treat achondroplasia, a rare genetic condition that affects short-

limbed dwarf people. There is currently no approved treatment for achondroplasia, which affects 

250,000 people globally.  

Array: On July 31, 2019, PFE acquired Array BioPharma (ARRY) for $48 per share, or $11.4 

billion. In June 2018, ARRY received FDA approval for Braftovi + Mektovi to treat metastatic 

melanoma. Braftovi + Mektovi are currently under 30 clinical trials across several cancers. In 

addition, ARRY has at least 3 other Phase III trials being studied to help treat cancers and a rare 

cardiovascular disease. PFE financed the deal with cash and debt. 

New Approvals: Over the past several months, PFE received marketing approvals for: 

• Vyndaqel and Vyndamax for the treatment of cardiomyopathy 

• Zirabev, a biosimilar to Avastin for the treatment of various cancers 

• Inflectra, a biosimilar to Remicade line extension to treat children 6 years and older for 

active ulcerative colitis 

• Ruxience, a biosimilar to Rituxan to treat certain cancers and autoimmune conditions 

• Trazimera, a biosimilar to Herceptin for treatment of all Herceptin-approved cancer 

indications.  

• Bavencio combination with Inlyta to treat advanced renal cell carcinoma  

• Talzenna to treat metastatic breast cancer in Europe after achieving U.S. approval in 

October 2018. 

• Lorviqua to treat non-small cell lung cancer in Europe. Lorviqua is marketed as Lorbrena 

in the U.S., approved since November 2018. 

Pipeline: PFE has approximately 100 clinical trials ongoing, with more than 20 in Phase III, 34 

in Phase II and 9 filed with the appropriate regulatory authorities. Its R&D investment focuses on 

the company’s important therapeutic areas of Oncology, Inflammation & Immunology, 

Vaccines, Internal Medicine and Rare Diseases. One recent setback to its pipeline occurred when 

rivipansel did not meet its Phase III study endpoints for treating sickle cell disease in patients 

that have been hospitalized. Despite that, Pfizer has one of the largest pipeline portfolios in the 

industry and expects to expand its R&D to 15.7% of sales in 2019, up 80 bps y-o-y, after 

expanding 35 bps in 2018. Total R&D is expected to be $8 billion in 2019.  

Pfizer updated its 2019 guidance to exclude the Consumer Healthcare business beginning August 

1, as it is now a part of GSK Consumer Healthcare and will provide dividends to PFE on a 1-

quarter lag in earnings, as well as to include the Array BioPharma acquisition. 2019 sales are 

now expected to be $50.5 - $52.5 billion, down 2% - 6% from 2018 sales of $53.6 billion. 2019 

adjusted EPS is expected to be $2.76 - $2.86, down 5% - 8% from 2018 adjusted EPS of $3. The 

GSK joint venture will lower PFE EPS by 3 cents, due to one quarter earnings lag, and Array-

related expenses will cost 4 cents per share. 
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Pfizer is committed to paying an attractive dividend. Following the Consumer Health and 

Upjohn transactions, the company will earn $11 - $12 billion in operating cash flow annually 

from its biopharma business that will continue to support an attractive dividend and share 

buybacks. The company plans to pay down debt when it receives $12 billion from Upjohn in 

mid-2020, most of which will be utilized to pay down the financing for the Array BioPharma 

acquisition. That said, the Array transaction will not add to earnings until 2022 and Fitch and 

S&P downgraded Pfizer’s credit rating one notch to A and AA-minus, respectively. Moody’s is 

reviewing its A1 rating for a downgrade. All three ratings agencies still rate PFE’s credit in 

upper investment grade, even with the slight downgrades, as a result of the company’s recent 

transactions.  

Conclusion: 

Pfizer has taken bold steps to simplify its businesses in the past year. Overall, we commend the 

rationale behind the moves. 1) We believe Pfizer’s Consumer Healthcare is in better hands with 

GSK’s leadership as the combination improves supply chain efficiencies. Pfizer’s Consumer 

business has lower margins with declining sales, therefore, it is incompatible with the company’s 

core high growth, high margin biopharma business. 2) Upjohn, despite being a solid free cash 

flow generator with strong profitability, faces tremendous pricing pressure and is not growth- or 

innovation-oriented, which also makes it an ill long-term fit to Pfizer’s core biopharma business. 

Therefore, we believe a spinoff is probably a good solution to separate the business from Pfizer’s 

core. That said, we are concerned about the disconcerting challenges the business is currently 

facing in China, which if not adequately dealt with, would be detrimental to Upjohn’s long-term 

value. Separately, combining Upjohn with Mylan despite its many benefits, would force current 

Pfizer investors to own Mylan, which many investors may not want to have anything to do with. 

Therefore, we share the frustration of Pfizer investors since the deal was announced. 3) The 

remaining biopharmaceutical business will see its long-term topline growth and margin profile 

further enhanced with organic annual sales growth in the mid-single digits on a constant currency 

basis and EBITDA margin expanding above 41%. Its pipeline remains strong and the company is 

on track for multiple new drug approvals and product launches. The Array Biopharma purchase 

is a negative to PFE’s credit strength in the near term and we are hoping its pipeline potential 

plays out in the coming years.  

Our latest model for PFE incorporates management’s updated guidance, which excludes 

Consumer Healthcare but continues to include Upjohn until more detail becomes available. Our 

target price of $45.79 per share suggests 24% upside. We applaud PFE for its transformative 

transactions that are focused on the growing, innovative side of its business. Management 

continues to be open to tuck-in acquisitions, as they believe that big M&A deals come with 

unnecessary integration risk. We hope management learns from PFE’s earlier history and sticks 

to its words – PFE’s blockbuster acquisitions of Pharmacia in 2003 and Wyeth in 2009 did not 

serve shareholders well. We look forward to more pipeline breakthroughs and successful product 

launches for Pfizer’s biopharmaceutical business and hope for a quick stabilization of Upjohn’s 

revenue trajectory in China. We reiterate our Buy rating on PFE shares for the Valuation 50.  
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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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