2nd Quarterly Report for AbbVie (ABBV)


Date: August 14, 2019 

AbbVie is a drug company with a strong exposure to immunology and oncology. The company's top drug, Humira, represents over half of the company's current profits. The company was spun off from Abbott in early 2013. AbbVie has a narrow moat.
Percentage change in Sales from year ago quarter -0.3%
Percentage change in Earnings per Share from year ago quarter -61.1%
Is company meeting our target sales & earnings estimates? Did not meet Sales & Earnings estimates. 
Pre-tax Profit on sales trend?  Down
Return on equity trends?  Down
Debt? Up
Current PE is 23.9   

Where does it fall in my estimated High/low range of PE’s? TBD
Signature PE = TBD
Club cost basis for this stock is 46.97    Current price is 63.50 (as of 8/14/2019) 
Current fair value:  Morningstar: $102      S&P: $??  
My SSG Total Return is 16.5%      Projected Average Return is 12.6%
What will drive future growth: 
UPDATE 2-AbbVie spotlights Allergan deal, new drugs as Humira sales wane

By Tamara Mathias and Manas Mishra

Reuters July 26, 2019

By Tamara Mathias and Manas Mishra

July 26 (Reuters) - AbbVie Inc said on Friday a combination of new drugs in its arsenal and its planned $63 billion deal for Botox-maker Allergan Plc will counter declining sales of its long-time bestseller, Humira. 

The drugmaker's shares were up 2.5% at $68.32 after it reported better-than-expected quarterly profit and raised forecast for the year.

Humira, which treats rheumatoid arthritis and psoriasis, is the world's best-selling medicine, but it has come under fire from cheap rivals in Europe and AbbVie is bracing for competition to the drug in the United States in 2023.

AbbVie has tried to stave off competition to Humira by aggressively signing deals to delay potential rivals in its largest market, the United States, and launched a new psoriasis medicine, Skyrizi, this year to help retain some market share.

"I think most investors that we met with (after announcing the Allergan deal) walked away with a positive," Chief Executive Officer Richard Gonzalez said on a conference call with analysts.

"I'm excited about the Allergan transaction... it will protect the company and the shareholders from a range of outcomes around Humira."
Gonzalez added that Skyrizi's launch had gone better than expected and raised 2019 sales forecast for the drug, on which it has partnered with Germany's Boehringer Ingelheim, to $250 million from an earlier estimate of $150 million.
Still, like its peers, AbbVie faces a changing landscape for healthcare policy, as the Trump Administration looks at ways to lower drug prices, including the introduction of a pricing index that will limit how much federal insurance pays for medicines.

AbbVie on Friday said its exposure to physician-administered drugs covered by Part B of Medicare is about 20% of U.S. sales and that to Part D drugs, which include prescription medicines taken at home, is very small.
Should U.S. President Donald Trump's pricing index proposal go into effect, drugs covered by Part B are likely to face reimbursement cuts.

Analyst Note 07/26/2019 

AbbVie reported second-quarter results slightly ahead of our and consensus expectations, but we don't expect any major changes to our fair value based on the minor outperformance. We continue to view the stock as undervalued, with the market underappreciating the company's next-generation drugs, overly concerned about the United States' loss of exclusivity for immunology drug Humira in 2023, and anxious regarding the leverage taken on for the Allergan acquisition. While we agree these are all concerns, we believe the current valuation takes these issues into account. Further, we believe these challenges ahead for AbbVie are reflected in our narrow-moat rating, below the typical wide-moat rating for AbbVie's big pharma peer group.

In the quarter, total sales were up 2% operationally with biosimilar pressure weighing on international sales of Humira, offset by strong sales of the blood cancer drug Imbruvica. We expect this rate of growth to largely continue through the end of 2019. However, sales growth should improve by 2020 when the international biosimilar Humira headwinds annualize. Also, new immunology drugs Skyrizi (showing an excellent current launch trajectory) and upadacitinib (likely to be approved later in 2019) should contribute at a more meaningful level by late 2020, as both drugs offer significant improvements over the older TNF immunology class. Additionally, we expect further traction with blood cancer drug Venclexta, based on increased indications for earlier-line usage.

On the Allergan acquisition, AbbVie remains on track to close the deal by early 2020, and we expect the deal will diversify AbbVie's cashflows away from the high dependence on Humira at a reasonable price. Further, we expect AbbVie to quickly pay down debt while also funding a strong dividend. We project close to $20 billion in cumulative debt repayment in two years following the acquisition, significantly deleveraging the firm in a short period of time.

Business Strategy and Outlook 07/02/2019 

While AbbVie holds a strong portfolio of marketed and pipeline drugs, the increasing competition to the company's key drug Humira should slow the growth for the company. At over 50% of total sales and a higher portion of earnings (due to higher margin revenue), Humira is a key determinant of AbbVie's performance over the next three years. 

With approvals in rheumatoid arthritis, psoriasis, and Crohn's disease, Humira holds a wide range of indications, but biosimilar pressure in international markets will likely lead to declining sales over the next few years, and we expect U.S. biosimilar competition to accelerate declines in 2023. Also, branded competition will likely weigh on Humira's growth over the next several years. In particular, new JAK inhibitors and IL-17 and IL-23 antibodies represent major advancements in rheumatoid arthritis and psoriasis, which will likely lead to some market share losses for Humira. 

Partly offsetting Humira's eventual declines, AbbVie looks well-positioned with next generation immunology drugs. In particular, pipeline drugs have shown improved efficacy and safety over Humira and other currently leading treatment options. 

Beyond immunology, cancer drug Imbruvica is the next-biggest sales contributor. Imbruvica's strong clinical data in several forms of blood cancer should lead to peak sales above $6 billion. AbbVie's remaining drugs are largely mature with patent expirations long past, but have manufacturing or specific dosing complexities which make generic competition less likely. 

Looking forward, AbbVie's pipeline is weighted heavily toward new cancer drugs. In particular, AbbVie's pipeline should lead to an increasingly strong position in blood cancer. The company should be able to leverage its solid entrenchment with Imbruvica to launch the new drugs. 

Beyond internal research and development efforts, AbbVie's announced acquisition of Allergan should bring in a strong cash flow generating entity, which should help diversify the company away from the dependence on Humira.

Economic Moat 07/02/2019 

We believe AbbVie supports a narrow moat based on patent-protected drugs, intellectual intangibles, and a powerful salesforce. As is the case for most drug firms, the core of AbbVie's moat lies in its portfolio of patent-protected drugs. However, unlike AbbVie's Big Pharma peers, which tend to carry wide moats, one drug (Humira) represents the majority of AbbVie's sales (more than 50%) and profits (greater than 70%). As a result of both emerging branded competition to Humira in the immediate term and a potential generic biosimilar threat in the 2018-20 time frame, we believe excess returns are likely to persist for 10 years, but we cannot be as certain of this for our 20-year outlook, which would be needed for a wide-moat rating. While we do model in Humira sales declines beginning in 2019, the rate of decline will likely be more gradual than a typical small molecule-branded drug facing generic competition, because of the complexities in developing and marketing a biosimilar (generic biologic).

Nevertheless, AbbVie derives enormous cash flows from its current product portfolio to fund ongoing discovery and development of the next generation of drugs. The large cash flows create an economy of scale that enables AbbVie to fund the average $800 million required for a new drug. While not as strong as other Big Pharma firms, AbbVie's R&D has created a database of intellectual insights that should help increase the odds of successful drug development. Finally, AbbVie's entrenched salesforce in one of the most sought-after therapeutic areas of immunology should help the firm launch its next generation of drugs and make the company a leading candidate for smaller drug firms needing help to develop and commercialize innovative new drugs.
Risk and Uncertainty 07/02/2019 

Similar to other drug firms, AbbVie faces the risks of new drug failures, reimbursement challenges for new drugs, and drug pricing cuts by large payer groups that are growing increasingly price-sensitive. Further, AbbVie's high concentration of Humira sales makes the company significantly exposed to any new competitive threats to Humira, both from biosimilars and new branded drug competition. Also, AbbVie has taken on significant debt to purchase Allergan, but we expect robust cash flows will help manage the heavy debt load. Overall, we view the company at a medium uncertainty level.
	
	

	Bulls Say

	

	•
	AbbVie supports a strong dividend yield, which should act as valuation support, as the cash flows to support the dividend look secure over the next few years.

	

	•
	AbbVie's increasing entrenchment in blood cancers should bode well for growth as pricing power remains solid in this therapeutic area of the pharmaceutical market.

	

	•
	AbbVie's next generation immunology drugs targeting the IL23 and JAK pathways should help mitigate the competitive threats facing Humira.

	


	
	

	Bears Say

	

	•
	Several of AbbVie's pipeline drugs in immunology have mechanisms of action similar to drugs already approved, taking away the first mover advantage for AbbVie.

	

	•
	The high profit margins on Humira will likely cause an amplified impact on earnings as sales are lost to eventual biosimilar competition.

	

	•
	The extra debt needed to finance the Allergan deal could put amplified pressure on AbbVie if core assets like Botox and Humira face tougher competition than expected.


Recommend: Consider selling what is almost a “one-trick” pony. All drug companies are (or will be) facing some of the same issues that AbbVie is facing. But it seems that AbbVie is not in a position right now to counteract the difficulties on the horizon. Yes, they have a couple of possibilities via Allergan (maker of Botox) and maybe some things in the pipeline. But it may not be enough for them.
Challenging AbbVie may not necessarily be that helpful as drug companies may very well be coming up on some very difficult times. Trump needs to push for some successes entering an election year and he is apparently making lowering the cost of drugs a high priority.
