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  Delayed 10-k undervalued stock immensely 

 With new CEO in the midst; Valeant will reinvent 

itself 

 Creditors recently instated a new debt deal; showing 

an increase in long term performance for Valeant 

 Decrease in short interest combined with increase in 

ownership shows undervaluation 

 

  

Company Description:   

Valeant Pharmaceuticals International, Inc. develops and distributes drugs. The Company develops drugs for unmet 

medical needs in central nervous system disorders; and distributes generic and branded generic drugs in Latin America and 

Eastern Europe.       
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Thesis 

 

It is no secret that Valeant is currently experiencing 

internal troubles. After being caught using questionable 

accounting policies which showed issues in revenue 

growth; the market saw Valeant as the next Enron. The 

high amount of debt that Valeant currently holds is also 

a bit of a red flag to the market. With all of this going 

against Valeant; they have recently shown some light 

and have proved the skeptics wrong in a sense. With 

key personnel changes, a change in company policy and 

high level investors supporting them; the future for 

Valeant could be far greater than many have projected. 

A company of this size and market presence has one 

thing that many companies in their situation do not 

have; and that is a second chance which they have been 

given. The market believes that Valeant has bottomed 

out as my analysis will argue and that the future for 

them is immense. The delayed 10-k has hurt investor 

confidence for the short term; but the information 

given by many suggests that there will be no more bad 

news once it is published. This shows a high potential 

for short term earnings as I will explain. This company 

is currently experiencing very high trading volumes 

which suggests that positive news will produce more 

than favorable outcomes for this company. The credit 

facility has recently extended Valeant’s debt; which has 

decreased the default probability dramatically. I 

personally believe that this stock is completely 

undervalued and has a high chance of short term gain.   

 

10-K 

 

Historically, Valeant investors have reacted very 

favorably to good news. This is due to the high trading 

volume on this stock. Within the next few weeks 

Valeant are going to release their 10-K, which has been 

delayed since January to the public. This is due to the 

accounted changes on revenues from 2014 and 2015 

that are currently being calculated. The price of 

Valeant’s stock is damaged because of this. I am trying 

to argue that the price is currently trading at a discount 

because the market is not expecting the 10-K to 

provide good news. The reason why I am arguing this 

as a good thing; is because the company has ruled out 

uncertainty on the 10-K. Valeant have stated that they 

currently are meeting all terms with their creditors. 

They have also recently been given more leeway on 

their EBITDA coverage covenant. The new debt deal 

has decreased the coverage ratio from 3.0 to 2.75. This 

hints that there will be a shrink in earnings but this is 

not a problem. The market is currently pricing Valeant 

with an extremely high discount due to the high 

uncertainty associated with it. This alone shows that the 

company will not default in the near future and that the 

company may report lower earnings in the next few 

quarters. This is expected as they will be changing their 

business practices for the future. That being said 

Valeant has reported EBITDA coverage of 3.3. So they 

are currently generating enough profit anyway.  

 

Management Changes 

 

The biggest value driver to Valeant in terms of 

management in Bill Ackman. The well-known CEO of 

Pershing Capital who holds a 9% stake in Valeant has 

recently joined Valeant’s board of directors. This 

immediately caused the price of the stock to surge as 

the market knows that Valeant is in need of a new 

management.  

There have also recently been hints of a new CEO 

within the next few weeks. This is a favorable position 

to many people due to the fact that there are lower 

expectations than normal. By simply getting rid of the 

current CEO value and confidence can quickly be 

returned to the company.  

 

 

New Business Model 

 

Valeant was known for their old business strategy 

which received much scrutiny. They would acquire 

undervalued biotechs with cheap debt, slash their R&D 

and put a large premium on the drugs. Valeant was very 

good at this but to increase investor confidence in the 

company they have stated that they will begin to lower 

prices on their drugs. This has been shown with their 

deal with Walgreens. Though the deal is still in the early 

stages; Walgreens has recently given a positive review 

on their partnership with Valeant. They have stated, 

“The collaboration we have with them, though still in 

its early stages, is showing some very promising result[s] 

in terms of improved access and affordability of their 

product.” When this deal was announced in December, 

shares increased dramatically. The fact that it is showing 

positive signs gives more reason to suggest Valeant is 

in the process of a comeback.  
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Recent Changes in Ownership 

 
It is important to look at short interest before 

viewing the increase in investments. This is because 

the increases in investments does not state whether 

the shares are bought long or short. As the graph 

below shows the short interest is currently 3.38%. 

 
 

Comparing the short interest to share price is 

interesting in this case. The short interest is currently 

the lowest it has been since November when the 

stock was trading at $90/share.  

Below is the graph showing the current ownership 

summary: 

 
This company is currently invested mostly by 

Investment managers. These are generally only long 

positions. Hedge funds are second with a 29% 

ownership. Over the past few weeks both hedge 

funds and investment managers have started 

increasing their position in this stock. Because the 

short interest is decreasing; it is safe to say that they 

are increasing their long position on this stock as 

they believe it is undervalued. 

 

 

 

 

 

Conclusion 

 

I recommend an immediate buy for Valeant. This 

company is currently discounted immensely due to a 

poor market outlook. Negative information has sent 

this stock to its trough but there are strong indicators 

explaining that this stock has a high growth 

opportunity. After the 10-K is released and new CEO 

is brought into the company; the price has the 

opportunity to take off. The company has shown that 

they have learned from their mistakes and their lenders 

have extended their debts as a result. So not only is the 

chance of default much lower but the actual business is 

showing signs of growth and improvement. I believe 

the market jumped to conclusions and tried to group 

the stock with the likes of SUNE. This company is 

obviously fighting a bit of an uphill battle but the 

market is currently pricing it as a loser. The recent 

reports show signs of improvement and now have 

many seeing the incredible upside potential of this 

stock. As long as they are able to show that they are 

generating cash and paying off their debt; the stock will 

begin to show its growth.  
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