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Thesis Points:
•

Acquisition of Alere will create synergies that will
significantly improve Abbott’s bottom line.

•

MitraClip is taking the market by storm and, along
with other top products, will continue to see
unprecedented growth and improving margins.

•

Aging population is increasing demand for
healthcare products, especially point-of-care,
Abbott is poised to take great advantage of this.

Company Description:
Abbott is a top manufacturer of medical devices, diabetes management products, both pediatric and adult nutritional
products and many diagnostic products and equipment. Products include stents, catheters, nutritional beverages, vascular
health devices and optical aids such as contact lenses. The firm generates the majority of its sales, about sixty percent,
outside the United States. Headquartered in Chicago, Illinois and founded in 1888 the company has been delivering high
quality, innovative products for generations. With an impressive track record in acquisitions, the company continues to
grow and expand vertically and horizontally. Below Abbott is compared to the S&P 500 healthcare index and Agilent
Technologies (purple), a similarly valued competitor.
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Thesis
Since 2001 Abbott has made 18 acquisitions, some of
which the firm has since re-sold to other businesses.
The variation in these arrangements is a testament to
the management team’s commitment to improving the
company’s market share in many fields but also to
innovation. The management team is willing to make
bold moves that place Abbott in advantageous
positions within the healthcare marketplace. Abbott is
currently in talks with Alere Incorporated to acquire
the point-of-care giant. This move would not only
improve shareholder value for both firms
immediately, it will also set Abbott up for significant
synergies in the coming years. As the population in the
united states moves towards an older average age, the
demand for point-of-care diagnostics and services is
going to continue to rise. Abbott will be poised to take
full advantage of this with their current POC products
and the addition of Alere’s. The acquisition would
make Abbott the leader in American point-of-care
products. In regards to the company’s product lines,
MitraClip was approved by the FDA in October of
2013, since hitting the market in 2015 the product has
helped to more than quadruple the value of Abbott’s
Other Coronary Products segment. Abbott has been
able to tap into many international markets with
MitraClip and is pushing for further approval in
emerging markets. Along with this quickly growing
product, Abbott has a series of devices that are rapidly
expanding in sales as well. Absorb GT1 is the world’s
first Bioresorbable Vascular Scaffold, meaning it can
be used to hold open a clogged artery for many
months until it has healed and regains strength, then
the product will simply dissolve. Popularity in the
GT1 is growing at a fast pace thanks to incredible
reduction in complications post heart surgery, due
primarily to the complex construction of the
biological scaffold, which is minimally invasive to the
body and immune system. With all of the products
that Abbott has they have been able to expand their
research and development to more efficiently bring
about innovative products and refresh existing lines.
In 2012 the company had $20 billion in debt, in 2013
the firm paid off almost $14 billion. In comparison to
many of their competitors Abbott is particularly well
versed in managing debt levels and maintains
traditionally lower amount in the capital structure.
This being said, Abbott has been using cash effectively
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outside of paying debts down. The firm has been
acquiring competitors and firms that can contribute to
the business for more than a decade, and has perfectly
positioned itself to take full advantage of the rapidly
ageing population in the U.S. and globally. Life
expectancies for the entire world are on the rise
thanks to improvements in education, healthcare, and
aid programs; this means more medical care and
therefore more market leading products from Abbott
will be demanded in the future.

Industry Outlook
As was briefly mentioned above, the healthcare
industry as a whole has a very positive outlook in the
coming years. The number of people aged 65 and
older in the United States and globally is projected to
rise significantly over the next decades. Below is a
chart from the United States census bureau
demonstrating this very projection, it shows the total
percentage of the population that will be aged 65 or
older from 2012 to 2050. As you can see, the
percentage is estimated to increase from roughly 14 to
21 percent during this time period. According to the
Carlyle research company and data provided by the
world bank, over the next decade the ageing world
population should increase average healthcare
spending as a percentage of GDP by about 1.2
percentage points. While that may seem insignificant,
to put that into dollar terms, the United States would
spend an additional $217.2 billion annually on the
healthcare industry.
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occasions only to find out that some sort of delay has
been announced. Alere has been slow or
uncooperative to provide certain documentation to
the SEC in regards to the transaction and thusly has
slowed the process with Abbott. According to the
earnings call on April 20th, the firm is strongly
considering the acquisition but cannot currently
comment due to the missing documentation. Other
analysts agree that Alere will provide a great addition
to Abbott’s product line and business model. The
market looks favorably upon the deal as false
announcements have twice already raised the share
price of both firms then subsequently returned to their
appropriate levels when a corrected announcement
was released. Pending any unusual circumstances or
some discovery of foul play within the missing
documentation from Alere, the acquisition should take
place within the next few months, significantly
boosting the projections for earnings and shareholder
value for 2016.
Specifically addressing Abbott’s product lines, the
expectations for many of the company’s cornerstone
products are extremely promising. According to the
most recent earnings call (4/20/16) the firm
anticipates continued double digit growth in sales
within India, which comprises 20% of the Established
Pharmaceuticals segment for Abbott. The call also
highlighted significant growth in demand for branded
generics in emerging markets and growing economies.
All in all, the variety in devices and products that
Abbott features in its portfolio will provide the
backbone for improvements in revenues and margins
in the coming years.

Acquisition of Alere
Alere is priced similarly to Abbott, as of 4/23 the
company’s shares sell for $43.36. While the share
prices are similar, Alere has a market cap of roughly
$3.75 billion. Abbott has a decent point-of-care
business now, but according to Reuters, the
acquisition would make Abbott the leader in point-ofcare in the United States. Alere operates through to
main segments, Professional Diagnostics and
Consumer Diagnostics. Synergies will exist
immediately amongst research and development, sales
and marketing, and of course the distribution and
production of both firms’ products. The market has
been anticipating this acquisition on multiple

Financials
Abbott has been on a mission to improve efficiency,
margins, and generate new sources of growth. In the
past two years the firm has completed projects to
open lower-cost production facilities in China and
India, which has been a major contributor to
improvements in margins in those markets. Since 2014
the company wide ROIC/WACC ratio has been
improved from 1.37 to 4.02, displaying the already
impressive growth that Abbott has experienced since
the introduction of their most recent innovative
product lines. The valuation of the firm within the
Proforma analysis was done by changing some of the
expectations for future financial results. The firms
non-adjusted revenue growth will be converging
towards the industry average in 10 years of 8% per
annum. Operating costs will also be reduced slightly
over the same period to 73%, slightly above the
industry average. Several measures will remain similar
if not equal to their current percentages. The most
significant improvement to Abbott’s operations will
be the reduction of NPPE as a percentage of revenue.
The firm expects to continue its movement of
production facilities to less expensive locations, and
by doing so will improve the usage of NPPE to
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generate revenue. Gross profit margin has improved
by roughly 3 percentage points since 2012. EBITDA,
operating, and net income margin have all been
steadily increasing since 2013 as well, this can be
attributed to great management techniques and
improved sales.

Conclusion
To summarize, Abbott Laboratories is already an
industry leader with generations of experience in the
field. The firm has made a tremendous priority of
acquisitions in order to generate growth, along with
serious improvements in cost management. Recent
innovations in their product lines have begun to
generate new growth and a significant increase in sales
in several markets. The healthcare industry as a whole
has a very positive outlook and the demand for
devices and point-of-care services will be increasing in
the coming years. Abbott can take advantage of this
through the firm’s current business, however. The
proposed acquisition of Alere Technologies would
generate tremendous value for shareholders. All of
this being said and using the Proforma valuation
program created by Dr. Girard, I have targeted a value
of $49.16 for one year and am recommending a buy.

4

Siena Market Line
week of April 2016

4th

Siena Market Line
week of April 2016

5

