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Key Stock Statistics 

52-Week Price Range  $44.10-59.95 

Market Capitalization (B) $70.13 

Shares Outstanding (B) 1.55 

Institutional Ownership 68.90% 

60-Month Beta 0.544 

Dividend Yield 3.40% 

Price/Earnings (ttm) 14.50 

Price/Book 4.15 

Price/Sales 2.44 

ROA (ttm) 9.56% 

ROE(ttm) 26.86% 

Projected 5-Year Growth 11.6% 

EPS ($)  

Year 2006 2007 2008 2009E 2010E 2011E 

EPS 1.12 2.34 3.16 3.31 3.52 3.75 

All earnings represent earnings from operations and have been filtered 
from net nonrecurring gains.

 

Valuation Models 

Discounted Cash Flow 89.24 

Economic Profit 89.24  

Dividend Discount Model 69.04 

 

INVESTMENT THESIS 

Abbott is a leading producer of drugs, medical devices, 
diabetes control and nutritional products.  The 
company’s 2008 results exceeded market 
expectations due to the strong growth in sales of 
immunologic Humira and the successful introduction of 
Xience V to the market.  Abbott’s management has 
strengthened the pipeline through investment in 
development and acquisition of business with valuable 
products and positions in the market.  In 2009, we 
believe that Abbott will again show two-digit growth 
and beat market expectations; thus, generating 
additional value for its shareholders.  Therefore, we 
recommend adding this stock to our portfolio. 

 (+) As Humira and Xience continue to strengthen 
their position in the market, we expect Abbott to 
see significant improvement in margins and higher 
revenues.  

 (+) Abbott’s R&D focus positions the company in a 
privileged spot to gain market share in the growing 
markets of immunologics and drug-eluting stents 
(DES). 

 (+) Management focus on expanding health-care 
businesses throughout acquisitions which enables 
the company to get higher multiples than its peers.  

 (+) Positive management guidance for 2009, with 
mid-to-high single digit growth for sales and EPS 
expected to grow by 10%.  Recent approvals for 
Xience, Trilipix and new applications of Humira will 
contribute to higher sales. 

 (-) Negative economic environment and possible 
higher than expected strengthen of dollar might 
significantly affect Abbott’s results. 

 (-) Risk of changes in regulation that might 
deteriorate revenue contribution of the 
diagnostics segment (17% of 2008 revenue). 
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EXECUTIVE SUMMARY 

Abbott has a strong and well-positioned portfolio. 
Products as Humira and Xience together with the 
diabetes care and nutritional lines should deliver strong 
growth through the coming years. Furthermore, as 
Abbott’s key products attend life-threatening situations, 
we believe that they have less exposure to cuts in 
prices or decrease in consumption even in a depressed 
economy.  Being part of governmental priorities, we 
believe that the Abbott’s key products will not 
experience significant detriment on their sales due to 
political changes.  Additionally, most of the blockbusters 
have just entered the market.  Hence, these products 
will not face immediate threat of generic competitors. 
The only blockbuster in Abbott’s portfolio with sales 
decreasing due to a patent loss in the next 5 years is 
Depakote (patent expired in 2008 but holds exclusivity 
in pediatric use) but the promising growth expected in 
other blockbusters outweighs the losses that Depakote 
might create.  Furthermore, Abbott has long term 
opportunities in the growing markets of DES and 
immunologics. 

Therefore, we see Abbott’s share price undervalued.    
The market is penalizing Abbott’s share due to the 
expected negative effect of policy changes over the 
pharmaceutical industry.  However, our analysis of 
Abbott products and its evolution lead us to believe that 
the company has the capacity and opportunity to 
produce better than expected results in 2009. We 
expect the company results to push the price up in 
2009 and 2010 despite political/regulatory effects.  
Hence, we recommend a buy strategy for this stock. 

COMPANY DESCRIPTION 

Founded in 1900 as Abbott Alkaloidal Company, Abbott 
Laboratories has grown to become one of the biggest 
pharmaceutical companies in the U.S.   Abbott 
produces and markets health-care products in over 130 
countries around the world.  
 
During the last five years, Abbott obtained a CAGR of 
10.68% in revenues and 11.34% in net income. During 
this period sales have grown continuously, and we 
believe this trend will continue in 2009-2010.  The 
evolution of sales and earnings in the last five years is 
shown in the graph below. 
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The successful introduction of new drugs and business 
acquisitions improved Abbott’s profitability in the last 
three years going from 7.6% in 2006 to 16.5% in 2008. 
As products such as Humira and Xience increase their 
participation in sales, margins are expected to continue 
to improve in the coming years. 

The following graph depicts 2008 revenue generation 
by country of origin. 
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The sales of Abbott come mostly from the U.S.; 
however, the company participates actively in the 
international market.  Indeed, international sales have 
increased in the last three years, as seen in the graph 
below.  We expect the company to strengthen this trend 
as a result of its interest on investment in international 
market development. 
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Segments 

Abbott has four segments: diagnostics, medical devices 
(vascular products), nutritional products, and 
pharmaceuticals.  Pharmaceuticals are the biggest 
segment, with sales that represent more than half of the 
company’s revenue.  The contribution of the different 
segments to revenue in 2008 is depicted in the 
following graph. 

 
Revenue by Segment (2008)  
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               Source: Abbott Annual Report 2008. 

 

 Pharmaceuticals 
 

Abbott’s pharmaceutical portfolio contains medicines to 
treat diseases such as rheumatoid arthritis, psoriasis, 
Crohn’s disease, lipids disorders and others. 

The principal products included in the portfolio are
1 

as 
follows:   

- Humira, for the treatment of rheumatoid arthritis, 
psoriatic arthritis, ankylosing spondylitis, psoriasis, 
and Crohn's disease;  

- TriCor, TriLipix, Simcor, and Niaspan, for the 
treatment of dyslipidemia;  

- Kaletra, Aluvia, and Norvir, protease inhibitors for 
the treatment of human immunodeficiency virus 
(HIV) infection;  

- Synthroid, for the treatment of hypothyroidism;  
- Lupron, used for the palliative treatment of 

advanced prostate cancer, treatment of 
endometriosis and central precocious puberty, and 
for the preoperative treatment of patients with 
anemia caused by uterine fibroids;  

- Depakote, an agent for the treatment of epilepsy 
and bipolar disorder and the prevention of 
migraines;  

- Sevoflurane (sold in the United States under the 
trademark Ultane), isoflurane, and enflurane, all 
anesthesia products;  

- The anti-infectives clarithromycin (sold under the 
trademarks Biaxin, Klacid, and Klaricid), and 
various forms of the antibiotic erythromycin, sold 
primarily as polymercoated erythromycin (PCE), 
Erythrocin, and E.E.S.  

Abbott markets these products worldwide, mainly 
through direct sale to wholesalers, government 
agencies, health-care facilities, specialty pharmacies, 
and independent retailers. Abbott also has deals to 
develop, market, and promote some products in 
collaboration with other companies.  Through these 
agreements the company reduces research costs and 
improves its margins. Until April 2008, Abbott had a 
joint venture (TAP) with Takeda. TAP developed and 
marketed Lupron and Prevacid. After the dissolution,   
Abbott kept ownership over Lupron, a drug that is 
expected to lose its patent in 2015.  Currently, Abbott is 
working with AstraZeneca in a combined triglycerides 
pill, with promising opportunities in the growing market 
of the cholesterol franchise. The pill is in late-stage and 
it is expected to be released in late 2010.  The 
company has announced its decision to commit 
resources to this field of studies since it estimates that 
currently there are at least 80 million adults with a lipid 
disorder that do not receive any treatment. The market 
for cholesterol drugs currently exceeds $20 billion and it 
is expected to continue growing.  Hence, we see 
Abbott’s efforts to attend that market as a profitable 
decision going forward. 

With Skye-Pharma, Abbott maintains an agreement for 
the development of Flutiform, an asthma treatment also 
expected to be marketed in 2010.  

Abbott also had an agreement with Genentech, recently 
acquired by Roche. Under the agreement that will 
persist after the acquisition, Abbott will have exclusive 
marketing rights for international markets (outside the 
U.S.) for the drug ABT-263 (for lymphoid tumor 
treatment) that Genentech had in phase III of the 
approval process.  The companies also will collaborate 
in promoting ABT-869, a non-cell lung cancer inhibitor.  

In 2008, the revenues generated by the pharmaceutical 
division were dominated by the sales of Humira, as 
shown in the following graph.   

-1.0% 1.0% 3.0% 5.0% 7.0% 9.0% 11.0% 13.0% 15.0%

Humira

Kaletra

Depakote

TriCor/Trilipix

Ultane/Sevorane

Niaspan

Biaxin

Lupron

Synthroid

Prevacid

Simcor

Contribution to Revenue  by Drug -2008

Source: LifeScienceAnalytics,Abbott Laboratories, Pipeline Report, February 2009  
 
Humira’s sales have grown by around 46% each year 
since 2006; its importance in Abbott’s revenues has 
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increased year after year, going from 9.1% in 2006 to 
15.3% in 2008.  

The strength of Abbott’s strategy involves the 
company’s focusing its efforts in immunology and 
oncology products, which are drugs with longer 
protection and better margins. Moreover, most of the 
drugs that the company focuses on developing attend 
the growing needs of the global market: obesity 
problems, chronological diseases and also aging-
related problems.   

 
Outlook 

The growing trend in sales of Humira is expected to 
continue in 2009 and 2010.  The market for this drug is 
increasing and it is expected to grow from a $14 billion 
market in 2008 to a $20 billion market in 2012. Humira 
will lose its patent protection in 2015, but competitors 
are making efforts to enter the market.  The drug with 
the biggest advancement in development stages is 
Usketinumab, produced by Johnson and Johnson. That 
drug is expected to enter the market at the end of 2010.  
However, due to the growing demand, the reputation 
that Humira has built in the market, and the new drug 
applications added in 2008 -chronic plaque psoriasis 
and polyarticular juvenile idiopathic arthritis- the drug 
should produce strong growth until 2013. 

Kaletra, which contributed 5% of total revenues in 2008, 
will lose its patent protection in 2013, but its growth is 
expected to slow down since 2009 as competitors enter 
the market. Johnson and Jonhson’s Prezista is in late 
approval stages, and in the last study performed in 
March, proved higher efficacy compared to Kaletra. 
Prezista is expected to be marketed in 2010.   

Depakote, a drug for bipolar disorder, is the only drug in 
the company portfolio that may be affected by generic 
competition in the next five years. Other drugs expected 
to add to Abbott’s pipeline are Vicodin (pain reliever) 
and other immunology compounds such as ABT-874.  
These drugs are expected to start producing revenue 
as early as 2010 and have potential to become 
blockbusters in the next two to three years after their 
launch.  Appendix 1 displays a detail analysis of 
Abbott’s main drugs, patent expirations and their 
expected evolution in the market and contribution to 
Abbott revenues as included in our valuation.  

 Diagnostic Products  

The diagnostics segment consists of five franchises: 
Point of Care, Hematology, Immuno-Chemistry, 
Molecular Diagnostics, and Diabetes Care. In the U.S., 
the sales of diagnostic products are made through 
direct contact and agreements with hospitals, 
laboratories, clinics, and physicians' offices.

2
 Blood 

glucose monitoring meters of the diabetes care 

business line are also marketed and sold over-the-
counter to consumers. Internationally, sales are made 
either directly to customers or through distributors; the 
conditions might vary depending on the market served. 
The main products in the diagnostics portfolio are.  

- Immunoassay systems;  
- Chemistry systems; 
- Assays used for screening or diagnosis for drugs 

of abuse, cancer, therapeutic drug monitoring, 
fertility, physiological diseases, and infectious 
diseases (hepatitis and HIV);  

- M2000: extraction, purification, and preparation of 
DNA and RNA from patient samples; 

- Vysis product line of genomic-based tests; 
- The i-STAT point-of-care diagnostic systems and 

tests for blood analysis; and, 
- Blood glucose monitoring meters, test strips, data 

management software and accessories for people 
with diabetes. 

 

Abbott has a distribution agreement with Celera Group 
that gives it worldwide distribution rights on certain 
Celera molecular diagnostic products, such as Viroseq 
HIV (genotyping system) and products used for the 
detection of mutations in the CFTR gene (related to 
cystic fibrosis). The agreement, signed in December 
2008, is set to expire in 2017.  

In 2008, Abbott introduced two new FreeStyle glucose-
testing products in the diabetes care line. In the 
molecular diagnostics business the Architect i1000SR 
analyzer and assays were launched to market.   
Revenues of the diagnostic segment in 2008 
contributed 16.7% of the company’s revenues. The 
participation of each franchise in total revenue is 
depicted in the following graph. 
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Source: LifeScienceAnalytics,Abbott Laboratories, Pipeline Report, February 2009  

Outlook  

Diabetes and immunologic treatments expect the most 
growth in demand worldwide during the next decade, 
according to the World Health Organization. The nation 
that will show the highest diabetes incidence by 2015 is 
India

3
.  Abbott is already marketing its products and 
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pushing agreements with local authorities and health 
administrators in that country.  With these movements, 
the company expects to position its products as the 
base of public health-care support for diabetes working 
with government investment. 

Additionally, early this year, Abbott acquired Ibis 
Biosciences, a leader in highly sensitive testing of 
infectious agents. This acquisition adds potential to 
Abbott’s long-term revenue growth in the molecular 
diagnostics business line.  Furthermore, we think that 
management’s direction to continue adding market 
share through developing and introducing new products 
to the market and the successful strategy of getting new 
agreements or acquiring companies with good products 
and market share will improve the company’s position 
in those growing segments of the market.   

 Nutritional Products  

In 2008, the nutritional products segment sales 
represented 17% of the company’s revenues. The main 
products of this segment are as follows

4
:  

- Prepared infant formula and follow-on formula, 
including SimilacAdvance, SimilacAdvance with 
EarlyShield, and others;  

- Adult and other pediatric nutritional products, 
including Ensure, Ensure Plus, Ensure High 
Protein, Glucerna, ProSure, PediaSure, PediaSure 
NutriPals, EleCare, Juven, and Pedialyte;  

- Products used in enteral feeding: Jevity, Glucerna 
1.2 Cal, Glucerna 1.5 Cal, Osmolite, Oxepa, and 
Nepro, and ZonePerfect.  

To secure sales in this segment, the company tries to 
get physicians and nutritionists to recommend Abbott’s 
products. Some of the products in this segment are also 
promoted directly to consumers and require investment 
in long-range advertising.  

The contribution of nutritional business line products to 
Abbott’s revenue in 2008 was, as depicted in the 
following graph, mostly dominated by sales of pediatric 
and adult nutritionals.  
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Source: LifeScienceAnalytics,Abbott Laboratories, Pipeline Report, February 2009  

Sales in this segment are generated in similar 
proportions in the U.S. and international markets. 
However, Abbott is trying to boost sales abroad.  

Outlook 

In 2009, the company opened a new manufacturing 
facility in Singapore to attend the increasing demand 
that is expected to come from China and other Asian 
markets. Additionally, Abbott recently launched Similac 
Advance EarlyShield, a new infant formula developed 
to improve a baby’s immune system, which is expected 
to boost sales in pediatrics. 

Abbott expects revenues from this segment to increase 
in all the developing economies.  Those economies 
where personal income has an upward trend will 
commit a bigger percentage of income to nutritionals, 
especially pediatric products. In our valuation model, 
we include a CAGR for pediatric segment of 7.5% in the 
next five years, accounting for an increase of 6.3% in 
international market in 2009 and a significant 
contraction in growth in the U.S. (1.5%). For the adult 
nutritional segment, we expect a CAGR of 4.4% in the 
next five years.  In this segment we believe growth will 
be very similar in the U.S. and international markets.  In 
this segment, we modeled for the next five years a 
CAGR of 4.1% in the U.S. versus 4.6% in international 
markets. 

 
 Vascular Products  

Abbott’s vascular products portfolio include the 
following products:  

- Xience V, a drug-eluting coronary stent system; 
- Multi-Link Vision and Multi-Link Mini Vision, 

coronary metallic stents;  
- Voyager balloon dilatation products;  
- Hi-Torque Balance Middleweight and Asahi 

coronary guidewires;  
- StarClose and Perclose vessel closure devices;  
- Acculink/Accunet and Xact/Emboshield, carotid 

stent systems.  
 
The sales in this segment are generated through direct 
marketing and agreements with hospitals. The 
contribution to company revenue by the business lines 
in this segment is presented in the graph below. 
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The vascular segment revenues grew by 35% in 2008.  
The launch of Xience V was the trigger of growth for 
this segment in 2008. One month after its release, the 
product became a market leader in Europe and in the 
U.S. Abbott also has leader position in bare-metal and 
carotid stents markets.  

Outlook 

The vascular products segment is expected to continue 
contributing to revenue generation. As Abbott is 
currently a leader in most of the products in that market, 
the company plans to continue investing to maintain its 
position and to develop new technology to update its 
current portfolio. The successful introduction of Xience 
V in the market is expected to strengthen this segment 
in the coming years. Moreover, Xience V revenues will 
boost as the product is launched in Japan and some 
other Asian markets in 2010. 

In our valuation, we included, for the next two years, 
double-digit growth in revenue. We believe that the 
increasing penetration of Xience V in global markets will 
allow for this to happen. 

 
 Advanced Medical Optics (AMO) 

Early this year, Abbott acquired AMO, a company with 
leader position in the $22 billion vision-care market. 
This acquisition gives Abbott the opportunity to enter a 
new market segment and provides the advantages of a 
solid position inside that market. 

AMO generated annual sales of around $1 billion. The 
strongest segment of the acquired company is the 
cataracts business line, in which AMO is second in the 
global market.  In the surgical devices segment, AMO is 
the global leader. 

It is expected in the street that Abbott will, in the worst 
scenario, maintain the level of sales that AMO 
registered previous to the acquisition. However, as 
Abbott’s management has proved to be very efficient, 
we expect that AMO will benefit Abbott’s revenue by 

more than what the market expects. We are confident 
that the additional gains this segment can produce will 
bring positive surprises for the market from 2010 on, 
benefiting Abbott’s share price. 

RECENT DEVELOPMENTS 

 Financial Results and Earnings   

In 2008, Abbott delivered strong financial results 
producing two-digit growth rates and benefits for their 
shareholders. Sales grew by 14%; earnings from 
continuing operations increased by 31%; earnings per 
share grew by 35%; and dividends increased by 10.8%. 
Earnings exceeded analyst expectations, especially in 
revenue generation due to the excellent results that 
Humira and Xience were able to produce.  We expect 
2009 results to exceed expectations again. 

Management announced its expectations for 2009, 
declaring expected EPS in the range of $3.65 to $3.70, 
which implies two-digit growth but conservative 
evolution of sales.  The cumulative return of Abbott 
shares has outperformed the S&P500 and healthcare 
indexes in the last five years, as shown in the following 
graph.   

 

 Management  

The good results that Abbott produced in the last three 
years have positioned Miles White as one of the most 
respected CEOs, according to the Barron’s list 
presented in March.  White’s compensation is tied to 
performance, although after the contraction of the 
market in 2008, the proportion of share-compensation 
in his payment package decreased significantly. 

 Financial Position 

At the end of 2008, Abbott’s operating cash flow grew 
by $2 billion, and net liabilities reduced by $3 billion.   



Henry Fund Research 

THE UNIVERSITY OF IOWA 

Henry B. Tippie School of Management 

 

 

 
7 

Currently, the company has AA+ rating on its 
outstanding debt; in February Abbott issued $3 billion 
debt, $2 billion with 10-year notes and $1 billion in 30-
year notes.  The interest rate for the new debt is 6.11%. 
The emission was very well received by the market, 
with the total issued traded in just one session.  

Abbott has availability of financial funds with credit lines 
of $5.3 billion, $2.3 billion of which will expire in 
December 2009.  The remaining credit line expires in 
2012.  Additionally, Abbott has access to short-term 
financing in verbal and official agreements with 
suppliers.  Hence, we believe that Abbott will not face 
credit difficulties as a consequence of the current 
market credit contraction. 

 Drug approvals  

Last year Abbott obtained important approvals for its 
portfolio. In pharmaceutical products approval was 
granted for two new indications for Humira, Trilipix, and 
Simcor. In diagnostics, approval was granted for Xience 
V drug-eluting stent; and, in diabetes care, Abbott 
received approval for two new freestyle glucose testing 
products.  

 Partnerships and Agreements  

In 2008, Abbott terminated its agreement with Takeda 
Pharmaceuticals. The two companies shared 
ownership on TAP, which produced Prevacid and 
Lupron. After the split, Abbott conserved Lupron in its 
portfolio and got a gain of around $100 million for the 
sale of its equity in TAP to Takeda. 

Abbott has declared its intentions to concentrate energy 
in attending those segments in which they see further 
development opportunities.  Consequently, the 
company sold its small spine business line and 
acquired AMO and Ibis Biosciences.  

Ibis Biosciences is a subsidiary of Isis Pharmaceuticals, 
in which Abbott already had equity participation. In 
January, Abbott management decided to acquire Ibis 
with the intention of strengthening its developments in 
the infectious disease detection business.  The cost of 
this acquisition was $175 million. 

In January, Abbott also completed acquisition of 
Advanced Medical Optics for $1.36 billion. The acquired 
company had a privileged position inside the vision-
care market, position that Abbott attempts to 
strengthen.  The 2008 revenue composition for AMO is 
depicted in the following graph. 

 

These additions will help Abbott strengthen its pipeline. 
We do not expect AMO revenue to show big growth 
rates in the next three years. However, we believe that 
Abbott’s management team has the talent to make the 
business grow in the long run.  Ibis Biosciences brings 
to Abbott a valuable addition to its R&D efforts. 

 Investments   

In January Abbott announced the aperture of a new 
manufacturing facility for the nutritional segment in 
Singapore. This site will make it easier for Abbott to 
supply products to markets including China, the 
Philippines, Vietnam, and Malaysia. Abbott is not a 
pioneer in this investment; other companies with 
nutritional businesses have made similar moves.  
Wyeth, for instance, announced in 2008 an investment 
of $280 million to build a nutritional plant in China.  

INDUSTRY TRENDS 

 Policy changes 

Under the Obama administration, the U.S. is expected 
to go through a lot of policy changes in healthcare 
administration.  The government is trying to increase 
health-care coverage; thus, the administration needs to 
cut current spending in health-care.  The government 
will attempt to obtain those cost reductions by saving in 
drug expenditures.  The administration announced the 
intention of changing the negotiation process for drugs. 
The result of this measure is expected to be a 
significant reduction in prices for branded drugs.  

Another measure that the administration pushes is the 
preference of generics over branded drugs.  In 
February the government sent the first law to ban big 
pharmaceuticals from paying to delay generics 
entrance to the market.   

Additionally, the FDA is considering adjustments that 
will most likely cause an increase in the costs of drugs 
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approval.  These changes, if executed, will affect the 
margins and incentives of the pharmaceutical industry 
to pursue the development of drugs.  

We expect that these changes will happen over a long 
time period.  However, we acknowledge that whenever 
the changes are executed, the industry will see a hit on 
prices, even further down than the initial hit seen in 
February when the proposed changes were 
announced.  The effects of the announcement in 
February over the industry and over Abbott are 
captured in the graph below. 

 

We believe that Abbott will emerge as one of the less 
negatively impacted companies. The prices for key 
drugs in its portfolio are not significantly exposed to 
decreases in margins due to the fact that the drugs are 
relatively new in the market and have low exposure to 
competitors.  However, changes in Medicare 
reimbursement can affect margins and revenue for the 
medical devices segment, but we think this effect was 
already priced by the market.  In the long term, and 
given the nature of Abbott’s products, we expect the 
company stock to recover from the hit that these policy 
adjustments might bring. 

 M&A  

The always-popular trend of boosting pipeline through 
acquisitions has marked this year’s evolution in the 
pharma industry.  First, starting in 2009, Pfizer 
announced its decision to acquire Wyeth. Later, Merck 
decided to acquire Schering-Plough.  

These movements, despite their effect on the buyer’s 
share price, restored confidence in the industry.  The 
capacity of big pharma companies to obtain credit 
showed the industry’s strength.  However, the question 
has been raised about whether acquisitions are positive 
moves or not. We believe that the answer lies in the 
value a company can get by adding significant products 
to its pipeline.  This trend, we think, will continue 
through 2009. However, we do not expect Abbott to 
make a move into big acquisitions. The company is 
distinguished by its ability to target and get good, small 

companies with promising pipeline development.  It is 
said that Abbott considered making an offer for Wyeth 
last December.  

However, looking at Wyeth’s pipeline, the fact that 
Abbott did not make an offer strengthens its underlying 
strategy. Besides, given the size of Abbott’s cash 
availability compared to its peers in the big pharma 
industry, we do not believe that Abbott has the 
possibility of targeting a big company. 

Due to its strong pipeline and portfolio, Abbott might be 
targeted by a bigger pharma company.  We believe that 
Abbott will not accept a takeover unless it involves a 
significant benefit for its shareholders. Past major 
pharma M&A transactions had on average a 
EV/EBITDA multiple of 16.44x, as shown in the table 
below.  

Revenue EBITDA EBIT
Pfizer Wyeth 2008 2.80x 8.30x 9.50x
Sanofi-Synthelabo Aventis 2004 3.40x 10.60x 14.90x
Pfizer Pharmacia 2002 4.30x 19.00x 23.20x
Glaxo SmithKline Beecham 2000 5.80x 20.60x 24.10x
Pfizer Warmer Lambert 1999 7.30x 34.20x 39.10x
American Home Products Warmer Lambert (withdrawn) 1999 5.40x 25.50x 29.20x
Monsanto Pharmacia & Upjohn 1999 3.60x 16.20x 21.90x
Zeneca Group Astra AB 1998 5.60x 17.00x 20.90x
Rhone-Poulenc Hoechst 1998 2.70x 15.10x 26.90x
Sanofi Synthelabo 1998 4.70x 22.10x 26.20x
Sandoz Ciba-Geigy 1996 1.60x 8.60x 11.40x
Glaxo Wellcome 1995 4.10x 10.00x 11.40x
Pharmacia The Upjohn Company 1995 2.20x 9.00x 11.40x
American Home Products American Cyanamid 1994 2.10x 14.00x 21.10x

High 7.30x 34.20x 39.10x

Mean 3.97x 16.44x 20.80x
Median 3.85x 15.65x 21.50x

Source: Credit Suisse, Pharma deals, 2009 Low 1.60x 8.30x 9.50x

Major Pharmaceuticals M&A Transactions

Multiple of Enterprise Purchase Price
Acquiror Target Year

Millions of US dollars

 

Consequently, we do not see a threat for Abbott in this 
trend. We consider that any opportunities that might 
arise will be valuable opportunities for Abbott 
shareholders. 

 Increasing Generic Competition 

In 2008, the generics market grew to reach $80 billion, 
a little less than 10% of the size of the pharmaceutical 
market. Teva Pharmaceutical was the biggest player in 
sales.  

In the next five years, big pharma companies are 
expected to see significant erosion to their profits 
caused by higher penetration of generics in the market. 
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The main blockbusters exposed to generic competition 
in the next five years are: Lipitor (Pfizer), Prevacid 
(Takeda-Novartis), Fosamax (Merck), Risperdal and 
Topamax (Johnson and Johnson).   

We believe that this increase in generic competition will 
significantly affect the position of some pharma 
companies.  However, we do not think that Abbott will 
be affected by the growing generic competition in a five 
year time frame.  Immunologic and blockbuster drugs 
that the company owns, we believe, are protected from 
this risk. 

MARKETS AND COMPETITION 

Overview  

Abbott is part of the top ten biggest pharmaceuticals by 
market capitalization and revenues. With a market 
value of $70 billion, the company has the sixth position 
in its industry.  In 2008, the company’s revenues of $30 
billion located Abbott in the ninth position, as depicted 
in the graph below. 

 

Currently, Abbott has several products with leader 
position in the market. The following table illustrates the 
treatments for which Abbott’s products have obtained a 
dominant position in the market. 

Cholesterol Immunology Nutrition Vascular Vision Care

 - Niaspan: # 1 for 

raising HDL

 - Humira: #2 bioligics 

market U.S.

 - Similac: #1 infant 

formula market

 - Xience V: #1 DES 

market
 - #1 in LASIK surgery

 - TriCor/Trilipix:   Best 

for reducing 

triglycerides

 - Humira: #1 bioligics 

market in several 

countries EU

 - Ensure: #1 hospital 

nutritional

 - Leader in bare metal 

stents, carotid stents and 

guide wires

 - #2 cataract 

surgery

 - Pedialyte: Top oral 

hydration product
 - #3 eye surgery

 

Being the company that delivered the higher growth 
rate for sales with an increase in EPS in 2008, Abbott 
currently has the second highest P/E among its 
competitors.  Only Roche has a higher P/E explained 
by the increase in price seen after the acquisition of 
Genentech.  

Sales EPS
Dividend 

Yield

5yr. 

Dividend 
Johnson and Johnson 11.40 4.30 12.46 3.47 14.18

Pfizer 11.40 -0.30 37.62 4.72 16.36

Novartis 10.50 9.30 16.49 4.47 15.96

Bayer 12.10 16.00 -30.58 4.27 NA

Roche 15.00 -1.10 23.92 3.03 24.82

Sanofi Ventis 14.10 -2.00 15.61 4.96 21.24

GLaxoSmithKline 12.10 6.10 13.72 6.29 6.81

AstraZeneca 8.30 6.90 23.21 8.46 23.11

Abbott 14.50 13.90 13.58 3.53 8.00

Merck 7.30 1.90 16.58 5.63 0.95

Company P/E

Growth Rates 2008

 

As shown in the table above, despite the decline in 
prices in the sector, Abbott is not a cheap stock in the 
pharmaceutical industry and its dividend yield is the 
third lowest among the top ten big companies.  

The following table shows indicators of financial 
strength and profitability. 

Current 

Ratio

Debt / 

Equity

Leverage 

Ratio

Gross 

Margin 

Net Profit 

Margin 

Pretax 

margin
Johnson and Johnson 1.60 0.28 2.00 70.96 20.31 26.56

Pfizer 1.60 0.30 1.90 83.2 16.67 20.07

Novartis 1.30 0.15 1.60 73.14 19.17 22.31

Bayer 1.70 0.79 3.10 49.88 7.92 6.74

Roche 3.20 0.09 1.70 70.05 23.77 31.04

Sanofi Ventis 1.60 0.13 1.60 73.39 12.08 14.44

GLaxoSmithKline 1.70 2.14 5.00 76.28 19.35 27.34

AstraZeneca 1.20 0.74 2.90 79.12 19.4 27.47

Abbott 1.47 0.65 2.40 57.29 16.03 19.83

Merck 1.30 0.33 2.50 76.59 32.74 41.12

Company

Financial Strength Profitability Ratios

   

The values presented above show that Abbott is not 
strong in margin profitability. The gross margin that 
Abbott produces is far below the average of 70.99% 
that its competitors produce. This situation is expected 
to change in the future due to the strong pipeline and 
current portfolio, but the higher profitability might be 
affected by government regulations.   

The company’s pretax margin is below the 20% margin 
that most of its competitors show.  Nevertheless, due to 
the big weight of international sales in total revenues, 
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the effect of taxes is positive for Abbott improving net 
profit margin in comparison to its peers.  

Regarding financial strength, Abbott has a slightly lower 
leverage than the average of its peers (2.47).  The 
debt/equity ratios, as well as the current ratio are close 
to the average of the comparison group. At the end of 
2008, Abbott had $4 billion in cash.  The average of 
other big pharma companies was $11 billion.  Cash as 
a percentage of assets was 12% for Abbott in 2008 and 
14% for its peers.  Therefore, Abbott has lower levels of 
cash and a higher current debt than what its 
competitors have. However, given that the credit lines 
are secured, and as Abbott has shown a trend to 
increase its cash generation, we do not expect the 
company to face any financing problems in 2009-2010; 
neither do we think that the company might face credit 
restriction nor increasing costs. 

Indicators of management effectiveness are presented 
in the table below.  Abbott has a return on equity, return 
on assets and return on invested capital barely higher 
than the average of its peers, which is 26.65%, 11.08%, 
and 15.21%, respectively.  

ROE ROA ROIC

Johnson and Johnson 30.17 15.60 20.70

Pfizer 13.11 7.10 9.10

Novartis 16.33 10.60 13.60

Bayer 16.67 4.60 6.10

Roche 19.94 14.00 19.60

Sanofi Ventis 8.61 4.80 5.60

GLaxoSmithKline 52.49 13.40 19.10

AstraZeneca 39.76 12.90 18.60

Abbott 26.85 11.50 15.40

Merck 42.27 16.30 24.30

Company

Mangement Effectiveness

 

The company needs to improve the use of its resources 
in order to outpace the performance of its peers. These 
indicators will improve as soon as Abbott manages to 
improve its margins, which we believe can be done by 
its anchoring revenues to drugs as Humira and Xience. 

The efficiency indicators show that Abbott is currently 
generating less revenue and income by employee than 
its peer group. Again, these indicators are affected by 
the lower margins of Abbott compared to its peers.  

Revenue/ 

Employee

Income/ 

Employee

Inventory 

Turnover

Receivable 

Turnover

Asset 

Turnover
Johnson and Johnson 537.04 109.09 3.6 6.7 0.8

Pfizer 590.42 98.40 1.7 5.1 0.4

Novartis 440.28 84.40 2.0 6.2 0.6

Bayer 396.78 31.42 2.3 3.9 0.6

Roche 502.15 119.37 2.3 4.7 0.6

Sanofi Ventis 393.90 47.57 2.0 5.4 0.4

GLaxoSmithKline 364.17 70.47 1.6 4.1 0.7

AstraZeneca 486.17 94.31 3.5 4.5 0.7

Abbott 427.94 68.61 4.4 5.7 0.7

Merck 432.07 141.46 2.7 6.4 0.5

Company

Efficiency

 

Abbott has the higher inventory turnover of the 
comparison group. This results from the company’s 
quick sales in 2008 of the new product Xience, together 
with the high and quick sales of Humira, Depakote, 
Kaletra. In receivable turnover and asset turnover, 
Abbott has better results than the average of its peer 
group. 

Analyzing the pharmaceutical market, we consider it 
relevant to point out Abbott’s competitive position.  

 Threat of substitutes 

For the key products of Abbott’s portfolio, given the long 
existing patent coverage, we do not consider generics 
competition a threat yet.  

As Abbott has a dominant position in growing segments 
of the drugs market, we expect new products from 
branded companies to enter the market in the next five 
years.  Several companies are already committing their 
R&D expenses towards potential competitor drugs. 
However, as the process for drug approval is slow, we 
do not expect Abbott’s main blockbusters to be 
threatened by market loss during 2009 -2010. 

 Threat of new entrants 

The pharmaceutical industry is characterized by the 
huge investments required in developing drugs and the 
high technology that the process requires. In this 
dynamic industry, there are a lot of small companies 
that enter and invest in new drugs development.  These 
companies are targeted by bigger players. Thus, their 
products end up being marketed by big pharma 
companies.   

This, we believe is a threat for the current portfolio but it 
also creates opportunities.  Abbott has also profited 
from adding small companies’ developments to its 
pipeline and the same can happen in the future. 
Therefore, we do not consider that new companies 
entering this market are a threat per se.    

 Power of Customers 

The pharmaceutical industry is highly exposed to the 
power of consumers.  As most of the contracts for 
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drugs are signed with health care providers, the 
industry has become very sensitive to the changes in 
governmental policy.  Healthcare providers and 
insurance programs are mostly influenced by 
government policy.  Therefore, the changes in policy 
can drastically impact the industry’s revenues and 
margins (volume and price of sales), as is expected to 
occur under the Obama administration. 

Additionally, over- the-counter drugs are highly exposed 
to changes in consumer preferences.  These products 
face the risk that consumers can easily switch their 
consumption to cheaper, generics, which is very likely 
to occur in a downturn economy.  However, this cannot 
happen with highly specialized, patent protected drugs, 
which in Abbott’s case are responsible for almost half of 
total revenue. 

 Intensity of Competitors 

In such a highly technological and investment-driven-
industry, R&D is a key factor for competency among the 
industry’s members.  Abbott has continuously increased 
its R&D investment during the last five years, as it is 
shown in the graph below. 
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2,000 
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Source: AbbottAnnual Report 2008  

In 2008, Abbott allocated a total of 9% of revenue to its 
R&D.  The industry average of R&D spending in that 
year was close to 11%, and Abbott’s peer group shows 
a R&D of 14% over revenue. Therefore, Abbott’s 
spending in R&D is below the industry average and 
below the levels shown by its peer competitors.  
However, Abbott has been very active in acquiring 
small companies to add value to its pipeline.  The 
comparison of R&D spending between Abbott and its 
peers is depicted in the following graph. 
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The competency in the industry might increase in the 
coming years if the new big companies that are being 
created with M&A are able to manage productive R&D 
investments.  These companies will see a strengthened 
position in markets and facilities to market their 
products but only through efficient use of R&D can they 
become a threat for Abbott. For big pharma producers, 
it is harder to copy and improve products to compete 
with those in Abbott’s portfolio.  To do so, companies 
will face higher approval costs and longer times to get 
drugs to market. 

Other important competitors are generic producers. 
They have the advantage of lower marginal costs due 
to the absence of investments in R&D.   Patents are 
now the main protection against that competition. Once 
patents expire there is little opportunity for 
differentiation and the market losses to generic 
products tend to increase through time. Hence, even if 
the industry is highly competitive, we believe Abbott’s 
portfolio is relatively protected from competitors in the 
next two years. 

ECONOMIC OUTLOOK 

 GDP 

The GDP contracted in the U.S. in 2008. According to 
IMF and WB projections, a negative growth rate is 
expected in 2009 for the U.S., Europe and several other 
economies of the developed world. The following graph 
illustrates the real GDP trend. 
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We expect GDP to close 2009 with a decrease of 0.5% 
over 2008.   We believe that at the end of the year, the 
economy will start showing signs of recovery.  
Nevertheless, we think that the negative environment 
will continue through this year affecting drug 
consumption.   

 Unemployment 

The unemployment rate rose again in March to reach 
8.5%.  The rate has increased during the last year and 
we expect this indicator to continue to deteriorate 
through 2009.  
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As unemployment increases, we expect to see negative 
effects throughout the economy. The effect for the 
pharma industry will be a contraction in private drug 
consumption and treatments.  We expect 
unemployment rate in the U.S. to close 2009 at levels 
close to 10%. 

 Currency 

The dollar showed extreme volatility last year as the 
economy fell into a crisis. The changes in dollar-euro 
relationship are shown in the graph below. 

 

The volatility in currency fluctuations creates additional 
risks for multinational companies’ revenues.  In 2009, 
we expect volatility to continue as the currency reacts to 
economic problems that we expect to continue this 
year.  We believe that by the end of 2009, Abbott will 
see a significant hit in its international revenues due to 
the expected strengthen of the dollar versus other 
currencies.  Yet, we expect that Abbott operating 
growth will upset the negative effects of currency 
adjustments. 

 Aging Population 

The World Health Organization states, “in almost every 
country, the proportion of people aged 60 years or more 
is growing faster than any other group.” That trend is 
depicted in the following chart. 
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The increase in elderly population offers opportunities 
to the pharma industry, inasmuch as it creates a 
growing market and demand for its products.  However, 
it also creates a risk. Governments facing a growing 
weight of health-care systems for the elderly might be 
pushed to look for savings through drug consumption 
on branded products.  

In Europe, the change in population constitution is a 
constant concern since the increase in the ratio of 
pensioners to working-age people is expected to 
increase from 0.25 in 2008 to 0.53 in 2060, according to 
EU projections.  That poses a dilemma regarding 
financing of elderly health-care expenses in the future. 
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Still, the pharma industry is directing its attention to the 
growing requirements of that market segment.  Abbott 
continues developing drugs for Alzheimer’s, arthritis, 
and some other age-related diseases.   

CATALYSTS FOR GROWTH 

 Humira  

Humira will still be a strong contributor to revenues 
benefitting from a growing market for immunologics and 
its strong position. Additionally, the new approved uses 
for this drug will increase its market penetration. 

 Xience V  

This product acquired 50% of market share in only 
three months and we expect its penetration in the 
market to grow through 2009-2010.  Moreover, as the 
DES market is increasing we expect the revenues of 
Xience to grow Abbott’s sales going forward.  

 Cholesterol drugs 

Drugs as Niaspan and Simcor have strong growth 
opportunities and target a market with high growth.  We 
expect the sales of these products and new drugs to be 
added to the pipeline to strengthen Abbott’s position. 

 New business and products in pipeline 

Abbott continues investing in new product development. 
We believe the strategy of acquiring small companies to 
get access to new markets will help the company to 
strengthen its position in the market during the next five 
years.   

INVESTMENT POSITIVES 

 Leading position in growing markets of health-care 
(immunologic and DES). 

 Abbott’s products attend life-threatening diseases 
that are priorities for health programs (immunology, 
vascular, weight-health control and nutrition). 

 Strong financial position and cash availability that 
allows Abbott to acquire small companies and add 
value to its pipeline. 

 Blockbusters with low exposure to generic 
competition. 

 Drug development focuses on growing demand 
segments. 

 Strong management and clear strategy to push 
growth between business segments. 

INVESTMENT NEGATIVES 

 Negative economic environment can affect volume 
of sales for over-the-counter products and nutrition 
lines, especially in developed economies. 

 Possible changes in regulation might cause a 
negative effect over volume and prices in certain 
products. 

 High dependency of revenues to sales of Humira 
and Xience in 2009-2010.  If the market for these 
products contracts or the number of competitors 
increases, Abbott might be highly affected. 

 A bullish market might cause investors to drop this 
stock pushing down its price despite its intrinsic 
value. 

VALUATION 

Abbott is currently trading at $43 and during the last 
year the share price has fluctuated between $42.76- 
$59.95. Our valuation model yielded a price of $89.24 
using the models of discounted cash flow (DCF) and 
Economic Profit (EP) and a price of $69.04 with the 
Dividend Discount Model.  The prices obtained with our 
valuation show a premium over the current price 
superior to 50%. 

The assumptions used to build the models were as 
follows: first, recognizing that revenue is the big driver 
of performance, we forecasted revenue by main driver 
in each segment decomposing sales by drugs. We also 
included additional considerations of new products and 
acquisitions that will add to the pipeline in the next five 
years. The assumptions used were based on the 
outlook we presented by segment. During the last five 
years ABT showed an average growth rate of 10.68% 
in revenues. With conservative assumptions for growth, 
our model yielded a growth rate of 6.7% over the next 
five years.   

Other key assumptions include SG&A and R&D 
expenses and we expect a modest decrease of these 
expenses (especially SG&A) in 2009, because Abbott’s 
management has made that commitment to the Street 
in order to boost margins. For R&D, we believe the 
growing trend will continue going forward. 

For other values, averages seen in previous years were 
considered to be maintained going forward. We do not 
account for any new acquisitions in our forecast; 
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however, we expect Abbott to continue looking for good 
acquisitions and mergers to boost its pipeline. 

The results of the model show that Abbott has a 
significant premium to offer over its current price. 
Appendix 2 presents the valuation model.  Given those 
results, the value that we see in the company and the 
opportunities it has going forward, we consider that 
ABT is a stock worth adding to our portfolio.  We 
acknowledge that the market might push down the 
prices of companies in the pharmaceutical industry if 
positive signs in the economy appear to mark recovery.  
However, we believe that the likelihood of the economy 
reaching recovery point in 2009 is very small.  We 
expect the market to continue showing high volatility 
and we believe that while companies continue to 
struggle, a company that performs better than 
expected, as Abbott, will see significant premium in its 
price. Hence, we recommend buying this stock 
inasmuch as it will add value to our portfolio 
performance in 2009. 

If the stock market returns to an upward trend in the 
next six months, Abbott’s stock might not be the most 
profitable choice, but it is a good bet inside the 
pharmaceutical industry.  We recommend the exclusion 
of the stock from our portfolio if the company is severely 
hurt by changes in policy or the-faster-than-expected 
arrival of competitors in key products. 
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Vascular Info on the business line

Xience - DES
Found in March that is much effective that competitor product from Boston labs - became US market leader 2 

weeks after receiving FDA approval
Bare-Metal Stent market - competes with DES product and has been losing market to those products
Endovascular Guidant's vascular business acquired in 2006 

Diagnostics Info on the business line

Hematology Market growing - Good oportunities to increase market share

Immuno-Chemistry
Partners with laboratories to find solutions - 09 looks no positive for this segment in the market given the impact 

of the new administration and has already seen big development in market in the past
Molecular diagnostics Growing participation in local and international market 
Diabetes Care One of the growing diseases - posibilities of increase participation

Pharmaceuticals

 Humira 
Inmunomodulator - Leader in a growing market - Patent expires in 2015, competitors trying to enter market 

(usketinumab)

 Kaletra 
JNJ's Prezista proved higher efficacy and is expected to come to market in late 2010 + patent expiration comes in 

2013 for some uses

 Depakote 
Drug for bipolar disorder that lost patent in may 2008 but holds exclusivity for pediatric use - loss of over 50% in 

sales is expected to occur in 2009

 TriCor/Trilipix 
Sales only in US - dietary product for adults Tricor will lose patent in 2011 and Trlipix is expected to compensated 

that loss

 Ultane/Sevorane 
Anesthetic agent whose patent expires in 2017 but has competence in market with Baxter's abbreviate 

application drug sevoflurane

 Niaspan 
Sales only in US -drug for hyperlipidemia - patent expires in September 2013 and Barr Pharmaceuticals already 

has approval for production
 Biaxin Infection treatment drug -  patent lost in 2005

 Lupron 
Drug for prostate cancer and endometriosis - Started sales in US in 2008 after TAP agreement with Takeda ended - 

patent expires in 2015

 Synthroid Thyroid hormone replacement - Mylan entered market with generic in 2008 market is expected to contract slowly 

 Prevacid 
Ulcer drug part of the TAP agreement - patent to expire in 2009  and the drug passed to Takeda control after the 

split 
 Simcor Cholesterol medication that just entered the market in 2008, patent set to expire in 2013
 Vicodin CR Narcotic pain reliever - Expected to generate revenues since 2010 with potential to become blockbuster

 ABT-874 
LƳƳǳƴƻƭƻƎȅ ǇǊƻŘǳŎǘ ŦƻǊ ǇǎƻǊƛŀǎƛǎ ŀƴŘ /ǊƻƘƴΩǎ ŘƛǎŜŀǎŜ π 9ȄǇŜŎǘŜŘ ǘƻ ŜƴǘŜǊ ƳŀǊƪŜǘ ƛƴ нлмм ǿƛǘƘ ǇƻǘŜƴǘƛŀƭ ǘƻ 

become blockbuster

 Crestor/Trilipix 
Combination pill between Crestor (AZT) and Trilipix (ABT)  with potential to become blockbuster entering a 

market of over 20 billion sales per yr. - Crestor just proved efficiency in reducing risk of fatal blood cloting

 Flutiform 
Ashtma treatment developed with SkyePharma, expected to enter the market in 2010 with sales that can reach 

$200M

Appendix 1  - Abbott Laboratories
Product Analysis
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Appendix 2: Valuation Model 
 

Abbott Laboratories
Key Assumptions of Valuation Model

Ticker Symbol ABT

Current Share Price (As of March 27, 2009) 42.92

Terminal growth rate 1.50%

Risk free rate, as of March 24, 2009 3.67%

MRP 5.00% Consensus Henry Fund

Rate of debt 6.11% Debt issued on February 26, 2009, $1B, 30 yrs.

5 yrs. Beta 0.544

Marginal tax rate 19.40%

Cash (% of revenue) 11.70% Avg. value 2002-2008

Investments (% of revenue) 3.28% Mode of yrs. 2002-2008

Receivables, gross  (% of revenue) 19.76% Avg. value yrs. 2006-2008

Inventory turnover 4.54 Avg. value yrs. 2006-2008

Prepaid expenses (% of revenue) 5% Value in yrs. 2007-2008

SG&A (% of revenues) 27.5% Company declared target for 2009

R&D (% of revenues) 9.0% Avg. value 2002-2008
Acquired in-process & collaborations R&D (% Rev.) 0.3% Value in yrs. 2007-2008
Long-term Debt, net 21.9% Avg. 2007 -2008 debt 

Employee related obligations (% of SG&A) 50.0% Avg. value 2002-2008

Payout ratio 45%
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Abbott Laboratories
Revenues Decomposition
Fiscal Year Ended December 30 - In millions

Sales by Segment 2006 2007 2008 2009 A 2010 A 2011 A 2012 A 2013 A CV
Nutritional Products 4,313 4,388 4,924 5,109 5,555 5,870 6,203 6,540 6,638

Pediatric nutritionals 2,026 2,329 2,641 2,753 3,056 3,253 3,464 3,672 3,727
USA 1,128 1,236 1,267 1,292 1,434 1,535 1,642 1,741 1,767
World 898 1,093 1,374 1,461 1,621 1,718 1,822 1,931 1,960

Adult Nutritionals 1,882 2,029 2,231 2,293 2,425 2,532 2,645 2,763 2,805
USA 1,097 1,081 1,161 1,219 1,329 1,382 1,437 1,495 1,517
World 785 948 1,070 1,074 1,096 1,151 1,208 1,268 1,288

Other 405 30 52 62 75 84 94 105 107

Vascular 0 1,663 2,241 3,462 4,401 5,462 6,502 7,798 8,258

Xience 238 825 2,063 2,991 4,037 5,047 6,308 6,750
Bare-Metal 414 378 321 289 260 247 235 235
Endovascular 387 396 424 453 476 500 525 533
Other Coronary products 624 642 655 668 688 709 730 741

Diagnostics 2,843 4,406 4,928 5,119 5,263 5,426 5,587 5,745 5,826

Point of Care 175 202 212 222 232 242 249 253
Hematology 0 255 312 346 369 391 407 419 425
Immuno-Chemistry 0 2,507 2,784 2,798 2,854 2,939 3,027 3,118 3,165

Molecular diagnostics 0 220 277 302 314 314 314 314 314
Diabetes Care 0 1,249 1,353 1,461 1,505 1,550 1,597 1,645 1,669

Pharmaceuticals 12,395 14,632 16,708 17,241 18,157 18,656 19,579 20,174 19,853

Humira 2,044 3,064 4,521 5,425 5,968 6,564 6,893 7,237 6,875
Kaletra 1,136 1,324 1,474 1,503 1,549 1,595 1,643 1,396 1,257
Depakote 1,309 1,574 1,364 546 355 266 239 215 198
TriCor/Trilipix 1,048 1,218 1,341 1,421 1,535 614 461 507 512
Ultane/Sevorane 799 759 787 748 710 689 668 648 655
Niaspan 0 658 786 880 968 1,017 1,068 961 865
Biaxin 816 724 651 586 527 475 427 384 365
Lupron 230 274 651 879 896 905 914 924 933
Synthroid 534 533 524 514 503 493 483 474 478
Prevacid 173 187 197 203 187 172 158 145 146
Simcor 0 0 89 205 379 701 946 1,088 1,196
Other 4,306 4,317 4,323 4,332 4,340 4,349 4,358 4,366 4,375

Vicodin CR 0 110 231 335 385 424
ABT-874 0 0 120 264 436 479
Crestor/Trilipix 0 70 315 520 754 829
Flutiform 0 60 150 203 253 266

Pipeline Drugs
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Abbott Laboratories
Income Statement
Fiscal Year Ended December 30 - In millions

2006 2007 2008 2009 E 2010 E 2011 E 2012 E 2013 E CV

Nutritional Products 4,313 4,388 4,924 5,046 5,543 5,861 6,193 6,529 6,637 
Diagnostics 3,575 4,406 4,928 5,119 5,263 5,426 5,587 5,745 5,826 
Vascular 1,082 1,663 2,241 3,462 4,401 5,462 6,502 7,798 8,258 
Pharmaceutical 12,395 14,632 16,708 17,241 18,097 18,506 19,377 19,920 19,588 
Other Sales 1,111 825 727 588 558 530 504 479 472 
Advanced Medical Options (AMO) 0 0 0 750 1,013 1,094 1,181 1,240 1,259 
Sales to customers 22,476 25,914 29,528 32,207 34,875 36,878 39,344 41,711 42,039 
Cost of products sold 8,256 9,567 10,773 11,960 13,165 13,916 14,903 15,896 16,114 
Depreciation and Amortization 1,559 1,855 1,839 1,635 1,591 1,688 1,744 1,795 1,842 
Gross Profit 12,661 14,492 16,916 18,612 20,119 21,274 22,697 24,020 24,083 
SG&A 6,350 7,408 8,436 8,857 9,730 10,252 10,898 11,637 11,729 
Research & development expenses 2,255 2,506 2,689 2,909 3,150 3,331 3,593 3,809 3,839 
Acquired in-process & collaborations 

research & development expenses 2,014 0 97 106 115 121 130 137 138 
Income from TAP Pharmaceutical Products 

Inc. joint venture (476) (498) (119) 0 0 0 0 0 0 
Interest expense 416 593 528 588 581 603 619 640 662 
Interest income (loss) (124) (137) (201) (166) (180) (190) (203) (215) (217)
Other income (expense), net (51) 151 (371) (32) (35) (37) (39) (42) (42)
Earnings before taxes 2,276 4,469 5,856 6,350 6,758 7,194 7,699 8,054 7,974 
Provision for taxes on income 560 863 1,122 1,232 1,311 1,396 1,494 1,562 1,547
Gain on Sale of Discontinued Operations 0 0 147 0 0 0 0 0 0
Net Income 1,716 3,606 4,881 5,118 5,447 5,798 6,205 6,491 6,427
Retained Earnings -61 1,647 2,707 2,815 2,996 3,189 3,413 3,570 3,535
Dividends paid to shareholders 1,777 1,959 2,174 2,303 2,451 2,609 2,792 2,921 2,892
Year end shares outstanding 1,530 1,543 1,545 1,510 1,479 1,450 1,424 1,400 1,394
Dividends per common share 1.18 1.30 1.44 1.52 1.63 1.75 1.87 2.01 2.16
Earnings per share $1.12 $2.34 $3.16 $3.39 $3.68 $4.00 $4.36 $4.64 $4.61  
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Abbott Laboratories
Balance Sheet
Fiscal Year Ended December 30 - In millions

2006 2007 2008 2009 E 2010 E 2011 E 2012 E 2013 E CV

Cash & cash equivalents 521 2,456 4,112 3,769 4,081 4,316 4,604 4,881 4,920
Investments 852 364 968 1,055 1,143 1,208 1,289 1,367 1,378
Excess Cash 0 0 0 2,374 1,978 2,368 3,065 4,143 6,682
Receivables gross 4,447 5,205 5,729 6,363 6,891 7,286 7,773 8,241 8,306
Less: allowance for doubtful accounts 215 258 264 306 331 350 374 396 399
Receivables, net 4,231 4,947 5,466 6,058 6,559 6,936 7,400 7,845 7,907
Inventory 2,806 2,951 2,776 2,992 3,248 3,434 3,664 3,894 4,231
Other prepaid expenses & receivables 1,154 1,214 1,259 1,512 1,637 1,731 1,847 1,958 1,973
Deferred Taxes on income 1,717 2,110 2,463 3,011 3,595 4,216 4,881 5,576 6,265
Total Current Assets 11,282 14,043 17,043 20,771 22,241 24,210 26,749 29,663 33,355

Property & equipment gross 14,402 15,598 15,189 16,044 17,364 18,904 20,444 21,984 23,444
Land & land improvements 488 494 510 535 635 735 885 1,035 1,185
Buildings & building equipment 3,228 3,589 3,699 3,779 3,999 4,339 4,679 5,019 5,359
Machinery & equipment 9,948 10,393 10,366 10,716 11,266 11,916 12,516 13,116 13,766
Construction in progress 738 1,121 614 1,014 1,464 1,914 2,364 2,814 3,134
Acumulated depreciation 7,456 8,080 7,970 8,880 9,818 10,807 11,856 12,959 14,113

Property & equipment, net 6,946 7,518 7,219 7,163 7,545 8,096 8,588 9,024 9,331
Goodwill, net 9,449 10,129 9,987 9987 9987 9987 9987 9987 9987
Intangible assets, net 6,404 5,720 5,151 4,647 4,974 4,944 4,919 4,898 4,429
Investments 1,230 1,125 1,074 1,171 1,268 1,341 1,431 1,517 1,529
Deferred income taxes & other assets 867 1,178 1,945 2,198 2,448 2,698 2,948 3,198 3,448
Other long-term assets & investments in joint ventures0 0 0 0 0 0 0 0 0
Total Fixed Assets 24,896 25,671 25,377 25,167 26,223 27,067 27,873 28,624 28,724
Total Assets 36,178 39,714 42,419 45,938 48,463 51,277 54,622 58,288 62,080

Short-term borrowings 5,306 1,827 1,691 1,825 2,011 2,167 2,350 2,532 2,647
Trade accounts payable 1,176 1,220 1,351 1,512 1,641 1,736 1,852 1,968 1,997
Salaries, wages & commissions 807 860 1,011 1,103 1,194 1,263 1,348 1,429 1,440
Other accrued liabilities 3,851 3,713 4,217 4,599 4,980 5,266 5,619 5,957 6,003
Dividends payable 454 505 559 591 629 670 717 750 742
Income taxes payable 262 80 805 360 383 408 437 457 452
Obligation in connection with conclusion of TAP Pharmaceutical Products Inc. joint venture0 0 916 0 0 0 0 0 0
Current portion of long-term debt 95 899 1,041 1,159 1,144 1,171 1,201 1,241 1,285
Liabilities of operations held for sale - current 0 0 0 0 0 0 0 0 0
Total Current Liabilities 11,951 9,103 11,592 11,150 11,983 12,681 13,523 14,333 14,567

Long-term Debt, net 7,010 9,488 8,713 9,701 9,575 9,798 10,056 10,391 10,755
Deferred income taxes 0 0 0 0 0 0 0 0 0
Post-employment obligations & other long-term liabilities3,163 3,344 4,634 4,729 5,232 5,564 5,969 6,432 6,541
Liabilities of operations held for sale 0 0 0 0 0 0 0 0 0
Total Long-term Liabilities 10,173 12,832 13,348 14,430 14,807 15,362 16,025 16,822 17,296
Total Liabilities 22,124 21,935 24,940 25,580 26,790 28,042 29,547 31,156 31,863

Common Shares 4,291 6,104 7,444 7,444 8,264 9,136 10,063 11,050 12,100
Unearned compensation - restricted stock awards 0 0 0 0 0 0 0 0 0
Acumulated other comprehensive income 390 2,082 -1,164 400 400 400 400 400 400
Retained earnings (accum. deficit) 9,569 10,806 13,825 16,640 19,636 22,825 26,238 29,808 33,343
Common stock held in treasury 195 1,213 2,626 4,126 6,626 9,126 11,626 14,126 15,626
Net shareholders' equity 14,054 17,779 17,480 20,358 21,673 23,234 25,075 27,132 30,217
Total Liabilities & Sh's Equity 36,178 39,714 42,419 45,938 48,463 51,277 54,622 58,288 62,080 
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Abbott Laboratories
Cash Flow Statement
Fiscal Year Ended December 30 - In millions

2006 2007 2008 2009 E 2010 E 2011 E 2012 E 2013 E CV

Net earnings 1,716 3,606 4,881 5,118 5,447 5,798 6,205 6,491 6,427
Adjustments to reconcile earnings Operation 
Depreciation and Amortization 1,559 1,855 1,839 1,635 1,591 1,688 1,744 1,795 1,842
Increase in AR -654 -716 -519 -592 -502 -377 -464 -445 -62
Increase in inventories -264 -145 176 -216 -256 -187 -230 -230 -338
Increase in prepaid expenses -91 -60 -45 -253 -125 -94 -116 -111 -15
Increase in deferred taxes -1,919 -704 -1,120 -801 -834 -871 -915 -945 -939
Increase in AP 143 44 132 161 129 94 116 116 30
Increase in Accrued liabilities 1,128 -138 504 383 381 286 352 338 47
Increase in Dividends paid 31 51 55 32 38 41 47 33 -7
Increase in Accrued salaries, wages and commissions 182 53 152 92 91 69 84 81 11
Increase in Accrued taxes on income -227 -182 725 -445 23 25 29 20 -5
Changes in post employment obligations -1,008 -181 -1,290 -94 -503 -332 -405 -463 -109

Net Cash flow from Operations 595 3,482 5,488 5,018 5,482 6,140 6,448 6,680 6,882

Investing Activities
Increase in Investments and excess cash -2,452 1,171 -34 -1,958 -18 -427 -752 -1,134 -2,082
Additions to PPE -1,642 -1,196 409 -855 -1,320 -1,540 -1,540 -1,540 -1,460
Increase in other assets 1,657 0 0 0 0 0 0 0 0
Intangible assets -5,892 4 711 504 -327 29 25 22 469
Other investing activities -431 -346 -3,193 -584 79 -469 -405 -336 -1,060

Net Cash flow from Investing -8,760 -367 -2,107 -2,892 -1,585 -2,407 -2,672 -2,989 -4,133

Financing Activities
Increase in Short-term liabilities 5,094 -3,479 -136 134 185 157 183 182 114
Changes in L-T debt 2,438 2,478 -774 988 -126 223 258 335 365
Changes in current portion of debt -1,754 803 142 118 -15 27 31 40 44
Changes in accumulated other comprehensive income 1,007 181 1,290 94 503 332 405 463 109
Payments of dividends -1,777 -1,959 -2,174 -2,303 -2,451 -2,609 -2,792 -2,921 -2,892
Issue of common stock 767 1,813 1,340 0 819 872 928 987 1,050
Repurchases of common stock 17 -1,018 -1,413 -1,500 -2,500 -2,500 -2,500 -2,500 -1,500

Net Cash flow from Financing 5,792 -1,180 -1,726 -2,469 -3,585 -3,499 -3,488 -3,414 -2,710

Net Increase in Cash -2,372 1,935 1,656 -343 312 234 289 277 38

Cash and Cash equivalents, beginning of year 2,894 521 2,456 4,112 3,769 4,081 4,316 4,604 4,881
Cash and Cash equivalents, end of year 521 2,456 4,112 3,769 4,081 4,316 4,604 4,881 4,920
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Abbott Laboratories
Common Size Income Statement
Fiscal Year Ended December 30 - In millions

2006 2007 2008 2009 E 2010 E 2011 E 2012 E 2013 E CV

Nutritional Products 19.2% 16.9% 16.7% 15.7% 15.9% 15.9% 15.7% 15.7% 15.8%
Diagnostics 15.9% 17.0% 16.7% 15.9% 15.1% 14.7% 14.2% 13.8% 13.9%
Vascular 4.8% 6.4% 7.6% 10.8% 12.6% 14.8% 16.5% 18.7% 19.6%
Pharmaceuticals 55.1% 56.5% 56.6% 53.5% 51.9% 50.2% 49.2% 47.8% 46.6%
Other Sales 4.9% 3.2% 2.5% 1.8% 1.6% 1.4% 1.3% 1.1% 1.1%
Advanced Medical Options (AMO) 0.0% 0.0% 0.0% 2.3% 2.9% 3.0% 3.0% 3.0% 3.0%
Sales to customers 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of products sold 36.7% 36.9% 36.5% 37.1% 37.7% 37.7% 37.9% 38.1% 38.3%
Depreciation and Amortization 6.9% 7.2% 6.2% 5.1% 4.6% 4.6% 4.4% 4.3% 4.4%
Gross Profit 56.3% 55.9% 57.3% 57.8% 57.7% 57.7% 57.7% 57.6% 57.3%
SG&A 28.3% 28.6% 28.6% 27.5% 27.9% 27.8% 27.7% 27.9% 27.9%
Research & development expenses 10.0% 9.7% 9.1% 9.0% 9.0% 9.0% 9.1% 9.1% 9.1%
Acquired in-process & collaborations research 

& development expenses
9.0% 0.0% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3%

Income from TAP Pharmaceutical Products Inc. 

joint venture
-2.1% -1.9% -0.4% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Interest expense 1.9% 2.3% 1.8% 1.8% 1.7% 1.6% 1.6% 1.5% 1.6%
Interest income (loss) -0.6% -0.5% -0.7% -0.5% -0.5% -0.5% -0.5% -0.5% -0.5%
Other income (expense), net -0.2% 0.6% -1.3% -0.1% -0.1% -0.1% -0.1% -0.1% -0.1%
Earnings before taxes 10.1% 17.2% 19.8% 19.7% 19.4% 19.5% 19.6% 19.3% 19.0%

Source: LifeScienceAnalytics,

Source: LifeScienceAnalytics,

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Henry Fund Research 

THE UNIVERSITY OF IOWA 

Henry B. Tippie School of Management 

 

 

 
22 

Abbott Laboratories
Common Size Balance Sheet
Fiscal Year Ended December 30 - In millions

2006 2007 2008 2009 E 2010 E 2011 E 2012 E 2013 E CV

Cash & cash equivalents 2.3% 9.5% 13.9% 11.7% 11.7% 11.7% 11.7% 11.7% 11.7%
Marketable Securities 3.8% 1.4% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3%
Receivables gross 19.8% 20.1% 19.4% 19.8% 19.8% 19.8% 19.8% 19.8% 19.8%
Less: allowance for doubtful accounts 1.0% 1.0% 0.9% 0.9% 0.9% 0.9% 0.9% 0.9% 0.9%
Receivables, net 18.8% 19.1% 18.5% 18.8% 18.8% 18.8% 18.8% 18.8% 18.8%
Inventory 12.5% 11.4% 9.4% 9.3% 9.3% 9.3% 9.3% 9.3% 10.1%
Prepaid Expenses and other receivables 5.1% 4.7% 4.3% 4.7% 4.7% 4.7% 4.7% 4.7% 4.7%
Deferred Taxes on income 7.6% 8.1% 8.3% 9.3% 10.3% 11.4% 12.4% 13.4% 14.9%
Total Current Assets 50.2% 54.2% 57.7% 64.5% 63.8% 65.6% 68.0% 71.1% 79.3%

Property & equipment gross 64.1% 60.2% 51.4% 49.8% 49.8% 51.3% 52.0% 52.7% 55.8%
Land & land improvements 2.2% 1.9% 1.7% 1.7% 1.8% 2.0% 2.2% 2.5% 2.8%
Buildings & building equipment 14.4% 13.9% 12.5% 11.7% 11.5% 11.8% 11.9% 12.0% 12.7%
Machinery & equipment 44.3% 40.1% 35.1% 33.3% 32.3% 32.3% 31.8% 31.4% 32.7%
Construction in progress 3.3% 4.3% 2.1% 3.1% 4.2% 5.2% 6.0% 6.7% 7.5%
Acumulated depreciation 33.2% 31.2% 27.0% 27.6% 28.2% 29.3% 30.1% 31.1% 33.6%

Property & equipment, net 30.9% 29.0% 24.4% 22.2% 21.6% 22.0% 21.8% 21.6% 22.2%
Goodwill, net 42.0% 39.1% 33.8% 31.0% 28.6% 27.1% 25.4% 23.9% 23.8%
Intangible assets, net 28.5% 22.1% 17.4% 14.4% 14.3% 13.4% 12.5% 11.7% 10.5%
Investments 5.5% 4.3% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6%
Deferred income taxes & other assets 3.9% 4.5% 6.6% 6.8% 7.0% 7.3% 7.5% 7.7% 8.2%
Other long-term assets & investments in joint ventures0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Fixed Assets 110.8% 99.1% 85.9% 78.1% 75.2% 73.4% 70.8% 68.6% 68.3%
Total Assets 161.0% 153.3% 143.7% 142.6% 139.0% 139.0% 138.8% 139.7% 147.7%

Short-term borrowings 23.6% 7.1% 5.7% 5.7% 5.8% 5.9% 6.0% 6.1% 6.3%
Trade accounts payable 5.2% 4.7% 4.6% 4.7% 4.7% 4.7% 4.7% 4.7% 4.8%
Salaries, wages & commissions 3.6% 3.3% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4%
Other accrued liabilities 17.1% 14.3% 14.3% 14.3% 14.3% 14.3% 14.3% 14.3% 14.3%
Dividends payable 2.0% 1.9% 1.9% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8%
Income taxes payable 1.2% 0.3% 2.7% 1.1% 1.1% 1.1% 1.1% 1.1% 1.1%
Obligation in connection with conclusion of TAP Pharmaceutical Products Inc. joint venture0.0% 0.0% 3.1% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Current portion of long-term debt 0.4% 3.5% 3.5% 3.6% 3.3% 3.2% 3.1% 3.0% 3.1%
Liabilities of operations held for sale - current 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Current Liabilities 53.2% 35.1% 39.3% 34.6% 34.4% 34.4% 34.4% 34.4% 34.7%

Long-term Debt, net 31.2% 36.6% 29.5% 30.1% 27.5% 26.6% 25.6% 24.9% 25.6%
Deferred income taxes 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Post-employment obligations & other long-term liabilities14.1% 12.9% 15.7% 14.7% 15.0% 15.1% 15.2% 15.4% 15.6%
Liabilities of operations held for sale 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Long-term Liabilities 45.3% 49.5% 45.2% 44.8% 42.5% 41.7% 40.7% 40.3% 41.1%
Total Liabilities 98.4% 84.6% 84.5% 79.4% 76.8% 76.0% 75.1% 74.7% 75.8%

Common Shares 19.1% 23.6% 25.2% 23.1% 23.7% 24.8% 25.6% 26.5% 28.8%
Unearned compensation - restricted stock awards0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Acumulated other comprehensive income 1.7% 8.0% -3.9% 1.2% 1.1% 1.1% 1.0% 1.0% 1.0%
Retained earnings (accum. deficit) 42.6% 41.7% 46.8% 51.7% 56.3% 61.9% 66.7% 71.5% 79.3%
Common stock held in treasury 0.9% 4.7% 8.9% 12.8% 19.0% 24.7% 29.6% 33.9% 37.2%
Net shareholders' equity 62.5% 68.6% 59.2% 63.2% 62.1% 63.0% 63.7% 65.0% 71.9%
Total Liabilities & Sh's Equity 161.0% 153.3% 143.7% 142.6% 139.0% 139.0% 138.8% 139.7% 147.7%  
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Abbott Laboratories
Weighted Average Cost of Capital (WACC) Estimation

     Common Shares Outstanding (Thousand) 1,550,000
     Current Price $42.92
     Market Value of Equity $66,526M 82.9%

     Book value of Debt ($M) $8,713M
     Operating Leases, as declared on 2008 report $416M
     Post-employment obl. & other L-T liabilities $4,634M
     Total Obligations $13,764M 17.1%
     Value of Capital (D + E + PFD) $80,290M 100.0%

     Risk Free Rate 3.67%
     Market Premium (LT Ave, geo.) 5.00%
     Beta - 5 yrs. 0.544
     Cost of Equity 6.39%

     Cost of Debt 6.11%
     Tax rate 19.40%

WACC 6.14% 
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Abbott Laboratories
Value Driver Estimation
Fiscal Year Ended December 30 - In millions

2006 2007 2008 2009 E 2010 E 2011 E 2012 E 2013 E CV

NOPLAT
EBITA 2,692 5,062 6,385 6,938 7,339 7,797 8,318 8,694 8,636 
Effective tax rate 24.6% 19.3% 19.2% 19.4% 19.4% 19.4% 19.4% 19.4% 19.4%
Provision for taxes on income 560 863 1,122 1,232 1,311 1,396 1,494 1,562 1,547
Plus: Tax Shield on Interest Expense 102 115 101 114 113 117 120 124 128
Less: Tax on Interest Income 30 26 39 32 35 37 39 42 42
Plus: Tax on Nonoperating income 12 -29 99 6 7 7 8 8 8
Taxes on EBITA 644 922 1,284 1,320 1,396 1,483 1,582 1,653 1,642
Plus: Change in deferred taxes 1,919 704 1,120 801 834 871 915 945 939
NOPLAT 3,967 4,844 6,221 6,419 6,777 7,185 7,651 7,986 7,933

INVESTED CAPITAL
Working Capital
Plus: Normal Cash (8% of sales) 1,798 2,073 2,362 2,577 2,790 2,950 3,147 3,337 3,363
Plus: Inventories 2,806 2,951 2,776 2,992 3,248 3,434 3,664 3,894 4,231
Plus: Receivables 4,231 4,947 5,466 6,058 6,559 6,936 7,400 7,845 7,907
Plus: Prepaid Expenses 1,154 1,214 1,259 1,512 1,637 1,731 1,847 1,958 1,973
Less: Payables 1,176 1,220 1,351 1,512 1,641 1,736 1,852 1,968 1,997
Less: Accrued expenses 3,851 3,713 4,217 4,599 4,980 5,266 5,619 5,957 6,003
Less: Income Taxes 262 80 805 360 383 408 437 457 452
Less: Interest Payable 95 899 1,041 1,159 1,144 1,171 1,201 1,241 1,285
Less Short term borrowing 5,306 1,827 1,691 1,825 2,011 2,167 2,350 2,532 2,647
Less: Salaries and related exp. 807 860 1,011 1,103 1,194 1,263 1,348 1,429 1,440
Net Operating Working Capital (1,508) 2,586 1,745 2,579 2,880 3,041 3,252 3,450 3,650
Net PP&E and Intangibles 13,350 13,239 12,370 11,810 12,519 13,041 13,507 13,922 13,760
Operating Leases 404 434 416 437 459 482 506 531 557
INVESTED CAPITAL (IC) 12,246 16,259 14,532 14,826 15,858 16,563 17,265 17,903 17,968
Change in Invested Capital 1,099 4,013 (1,727) 294 1,032 705 702 638 65

ROIC
NOPLAT 3,967 4,844 6,221 6,419 6,777 7,185 7,651 7,986 7,933
INVESTED CAPITAL (Beginning) 11,148 12,246 16,259 14,532 14,826 15,858 16,563 17,265 17,903
ROIC 35.6% 39.6% 38.3% 44.2% 45.7% 45.3% 46.2% 46.3% 44.3%

FREE CASH FLOW = NOPLAT - Ќ)+ 2,868 832 7,948 6,125 5,745 6,480 6,949 7,348 7,868

ECONOMIC PROFIT
INVESTED CAPITAL (Beginning) 11,148 12,246 16,259 14,532 14,826 15,858 16,563 17,265 17,903
ROIC 35.6% 39.6% 38.3% 44.2% 45.7% 45.3% 46.2% 46.3% 44.3%
WACC 6.14% 6.14% 6.14% 6.14% 6.14% 6.14% 6.14% 6.14% 6.14%
ECONOMIC PROFIT 3,282 4,092 5,223 5,527 5,867 6,212 6,634 6,926 6,834  
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Abbott Laboratories
Discounted Cash Flow (DCF) and Economic Profit (EP) Model Valuation
Fiscal Year Ended December 30 - In millions

2009 E 2010 E 2011 E 2012 E 2013 E CV

1 2 3 4 5 5
DCF Model
     FCF 6,125 5,745 6,480 6,949 7,348 165,226
     PV(FCF) 5,771 5,100 5,420 5,476 5,455 122,661

     PV(FCF) 149,882
     + PV(Non-Oper) 2,041
     -  PV(Debt) 13,764
     -  PV(ESOP) 2,148
     PV(Equity) 136,011
     Shares Outst. 1,550
     Target Price 87.75
     Target Price 89.24

EP Model
     ROIC 44.2% 45.7% 45.3% 46.2% 46.3% 44.3%
     EP 5,527 5,867 6,212 6,634 6,926 147,323
     PV(EP) 5,207 5,208 5,195 5,228 5,142 109,370
     PV(EP) 135,350
     Invested Capital 14,532
     PV(Operations) 149,882
     + PV(Non-Oper) 2,041
     -  PV(Debt) 13,764
     -  PV(ESOP) 2,148
     PV(Equity) 136,011
     Shares Outst. 1,550
     Target Price 87.75
     Target Price 89.24  
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89.24 0.5% 0.8% 1.0% 1.5% 1.7% 2.0% 2.3%

5.93% 79.97 83.61 86.29 94.04 97.65 103.76 110.88
5.98% 79.13 82.69 85.31 92.86 96.38 102.32 109.23
6.03% 78.30 81.79 84.34 91.71 95.14 100.92 107.62
6.08% 77.49 80.90 83.40 90.59 93.93 99.55 106.06
6.14% 76.52 79.83 82.26 89.24 92.48 97.91 104.20
6.18% 75.91 79.18 81.56 88.41 91.58 96.91 103.06
6.23% 75.15 78.34 80.67 87.36 90.45 95.64 101.61
6.28% 74.39 77.52 79.80 86.33 89.34 94.39 100.20
6.33% 73.65 76.71 78.94 85.32 88.26 93.18 98.83

89.24 0.5% 0.8% 1.0% 1.5% 1.7% 2.0% 2.3%
0.184  108.41 115.39 120.68 136.85 144.86 159.13 177.06
0.274  98.46 104.14 108.40 121.16 127.35 138.15 151.35
0.364  90.03 94.72 98.20 108.48 113.37 121.79 131.84
0.454  82.79 86.72 89.61 98.02 101.96 108.67 116.53
0.544  76.52 79.83 82.26 89.24 92.48 97.91 104.20
0.634  71.02 73.85 75.91 81.77 84.46 88.94 94.05
0.724  66.17 68.61 70.37 75.34 77.60 81.33 85.56
0.814  61.86 63.97 65.49 69.74 71.66 74.81 78.34
0.904  58.01 59.84 61.16 64.83 66.47 69.15 72.13

89.24 0.5% 0.8% 1.0% 1.5% 1.7% 2.0% 2.3%
3.8% 84.82 89.07 92.21 101.40 105.73 113.14 121.90
4.1% 82.58 86.56 89.50 98.06 102.08 108.91 116.94
4.4% 80.45 84.20 86.95 94.93 98.66 104.98 112.36
4.7% 78.44 81.96 84.54 92.00 95.47 101.32 108.13
5.0% 76.52 79.83 82.26 89.24 92.48 97.91 104.20
5.3% 74.69 77.81 80.10 86.64 89.66 94.72 100.54
5.6% 72.94 75.90 78.05 84.19 87.01 91.73 97.13
5.9% 71.28 74.07 76.10 81.87 84.52 88.92 93.95
6.2% 69.68 72.33 74.24 79.68 82.16 86.28 90.96

Sensitivity Analysis
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Abbott Laboratories
Dividend Discount Model (DDM) or Fundamental P/E Valuation Model
Fiscal Year Ended December 30 - In millions

2009 E 2010 E 2011 E 2012 E 2013 E CV

1 2 3 4 5 5
EPS 3.31$         3.52$         3.75$         4.02$         4.20$         4.16$         

Key Assumptions
   CV growth 1.50%
   CV ROE 27.92%
   Cost of Equity 6.39%

Future Cash Flows
     P/E Multiple 19.35
     EPS(next period) 4.16$         
     Future Stock Price 80.48$      
     Dividends Per Share 1.52$         1.63$         1.75$         1.87$         2.01$         2.16$         
     Future Cash Flows 1.52 1.63 1.75 1.87 2.01 82.64

     Discounted Cash Flows 1.43 1.44 1.45 1.46 1.47 60.63

Intrinsic Value 67.89$      
Fundamental P/E Target 69.04$       
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


