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Overview 

Capital allocation and M&A continue to remain levers of growth as cash reserves grow and debt remains cheap. Many 

companies are looking towards core-strengthening asset purchases, low-scale asset divestments, and cost-saving tax 

inversions. 

Key highlights 

 Pfizer/AstraZeneca – Pfizer’s courtship of AstraZeneca for complementary assets and tax benefits. 

 Novartis/GlaxoSmithKline – Novartis and GlaxoSmithKline restructure through asset swap deals. 

 Bayer/Merck – Bayer to pay $14.2bn for Merck’s consumer care division. 

 Valeant/Allergan – Valeant partners hedge fund in attempted Allergan takeover. 

  

ANALYSIS 

2014 M&A Update  

Datamonitor Healthcare’s analysis of recent deals and potential transactions 

Publication Date: May 2014 



2014 M&A Update 

 

 

 

 

2014 M&A Review  Published 05/2014 

© Datamonitor Healthcare. This brief is a licensed product and is not to be photocopied Page 2 

Pfizer courtship of AstraZeneca for complementary assets and tax benefits 

 Portfolio and pipeline – Complementary strategic fits across multiple therapy areas including oncology, 

immunology and inflammation, and vaccines. 

 Tax inversion – Re-domiciling in the UK to lower the tax burden, flexible use of financial assets. 

 Efficiency – Synergies in duplicitous activities, greater capital efficiency, and a more efficient tax structure. 

 

Figure 1: Pfizer and AstraZeneca merger overview  

 

Source: Datamonitor Healthcare D A T A M O N I T O R 

Pfizer’s potential $120bn (£69bn) cash and share acquisition of AstraZeneca would create the world’s largest 

pharmaceuticals group with combined forecast pharmaceutical sales of $66bn in 2018. Pfizer has sweetened its bid with a 

final offer valued at $120bn, which AstraZeneca again rebuffed leaving the deal in jeopardy unless shareholders can 

convince AstraZeneca to open talks. UK takeover rules give Pfizer until 26 May 2014 to persuade AstraZeneca to enter into 

talks after which it is unable to make another approach for six-months. 

AstraZeneca is continuing to refuse to enter into talks over a deal due to concerns of undervaluation. The company has 

earmarked optimistic targets to increase revenues by 75% as a compelling defense tactic. Pfizer recently announced a 9% 

fall in Q1 2014 revenue, which stresses the lack of growth products to replace the loss of exclusivity for blockbusters Viagra 

(sildenafil) and Lipitor (atorvastatin) (Pfizer, 2014a). 
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Pfizer’s courtship of AstraZeneca is resonant of its past strategy to maintain a leading position in the industry through 

consolidation deals. Buoyed by previous value-creating acquisitions such as that of Warner-Lambert, the company aims to 

leverage its commercial platform for AstraZeneca’s portfolio and budding pipeline, while cutting costs to increase 

productivity and efficiency. As compelling as AstraZeneca’s assets may be, a major incentive behind the deal is the tax 

advantage from re-domiciling in the UK – a factor embedded into the offer price.  

 

Table 1: Pfizer’s offers for AstraZeneca  

Value of offer  Date announced Details 

$100bn £58.7bn  28/04/2014 
£46.61 a share (1.758 Pfizer shares plus £13.98 cash per AstraZeneca 
share)  

$103bn (£63bn) 02/05/2014 
£50 a share (1.845 Pfizer shares plus £15.98 in cash per AstraZeneca 
share) 

$120bn ($69bn) 18/05/2014 
£55 per share (1.747 Pfizer shares plus £24.76 in cash per AstraZeneca 
share) 

Number of AstraZeneca shares = 1,261.30 million. 

Source: company-reported information 
D A T A M O N I T O R 

 

Objectives 

Complementary portfolio and pipeline 

Figure 2: Pfizer and AstraZeneca pipeline snapshot 
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How will a merger affect Pfizer’s strategic review? 

Pfizer has implemented a strategic review of its operations which will eventually culminate in the break-up of the current 

company. It now operates as three distinct divisions: Global Innovative Pharma (GIP); Vaccines, Oncology and Consumer 

Healthcare (VOC); and Global Established Products (GEP), which began reporting separately in 2014. Divestures began in 

2011 with the sale of its drug delivery business Capsugel, followed by the sale of the company’s nutrition division in 2012, 

and the public listing of the animal health division, Zoetis, in 2013.  

Pfizer will remain under pressure from investors and analysts to complete this process regardless of the outcome of its 

AstraZeneca takeover attempts. To this end, AstraZeneca’s pipeline and marketed assets fall neatly into Pfizer’s three 

defined operational areas, adding critical mass to each division in advance of the US firm’s planned break-up. As such, a 

takeover of AstraZeneca is likely to add credence to Pfizer’s break-up plans.  

Since Pascal Soriot’s appointment as chief executive, AstraZeneca has also implemented changes in its strategy. The 

company has focused on the cardiovascular, gastrointestinal, infection, neuroscience, oncology, and respiratory and 

inflammation areas as its key therapy areas in its aim to return to growth following patent losses affecting a number of its 

best-selling products.  

 

 

Source: Datamonitor Healthcare; Sagient BioMedTracker, 

Copyright 2014, reprinted with permission 

D A T A M O N I T O R 
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Figure 5: Pfizer structure change with AstraZeneca 

 

Source: Datamonitor Healthcare D A T A M O N I T O R 

 

Vaccines, Oncology, and Consumer Healthcare division will see pipeline growth  

As Pfizer seeks to grow its presence in oncology, AstraZeneca’s oncology assets are undoubtedly the key asset draw in its 

takeover attempts. The combined company will have particular strength in breast cancer and lung cancer, with the 

opportunity to combine existing therapies. For example, a combination of Pfizer’s palbociclib and Xalkori (crizotinib) with 

AstraZeneca’s developmental anti-PD-L1 monoclonal antibody MEDI4736 could unlock further clinical and commercial 

benefits. 

AstraZeneca’s much vaunted immuno-oncology pipeline will also naturally fall into Pfizer’s VOC division, adding potential 

blockbuster revenues in the mid-to-long term. As illustrated above, AstraZeneca will contribute a larger proportion of the 

combined company’s oncology pipeline than Pfizer. The pipeline strength is particularly evident in breast cancer and non-

small cell lung cancer (NSCLC), where combined the companies have 12 and 10 candidates in development, respectively 

(either as lead or partner) (Sagient BioMedTracker, Copyright 2014, reprinted with permission). 

Although much interest centers on the immuno-oncology pipeline candidates, Pfizer will also gain Faslodex (fulvestrant; 

breast cancer) and Iressa (gefitinib; NSCLC), which Datamonitor Healthcare forecasts will add a combined $1,392m in 

revenues in 2018. Datamonitor Healthcare also expects a further $309m to be added by influenza vaccine MEDI-3250 in 

2018. 

 

Global Established Products division will gain critical mass 

AstraZeneca’s blockbuster products Nexium (esomeprazole magnesium), Crestor (rosuvastatin calcium), and Seroquel 

(quetiapine fumarate) will add considerable mass to Pfizer’s GEP division and also enhance negotiating leverage with 

payers and wholesalers. Pfizer is better placed to mitigate the looming patent expirations of these brands than AstraZeneca 

alone due to its experience with Lipitor (atorvastatin calcium) and strength in primary care. In particular, overlap between 

blockbuster statins Crestor and Lipitor, and combined cardiovascular assets such as Epanova (omefas; AstraZeneca) and 

bococizumab (Pfizer), will allow for large-scale operational synergies. As a cash-generating rather than fast-growth division, 

the GEP division will be strengthened by combination with AstraZeneca’s assets.  

AstraZeneca’s respiratory assets are also likely to fall into Pfizer’s GEP division given this is not an area of therapeutic 

focus for the US firm and patent expirations will contract sales over the next five years. Asthma therapy Symbicort 

(budesonide/formoterol) will be incorporated into this division, further enhancing its scale. Datamonitor Healthcare expects 
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AstraZeneca products will account for approximately 93% of the merged company's revenues within the respiratory space 

in 2015, falling to 89% by 2018. 

Global Innovative Pharma division will gain AstraZeneca’s diabetes assets  

AstraZeneca’s cardiovascular and metabolic portfolio assets will add value to Pfizer’s GIP division, but synergies are less 

pronounced than with asset overlaps into other divisions. The majority of this initial revenue is expected to come from 

AstraZeneca’s diabetes portfolio, a therapy area in which Pfizer currently has very little presence. AstraZeneca’s key 

diabetes franchises Bydureon (exenatide), Farxiga (dapagliflozin), and Onglyza (saxagliptin) currently lag behind their 

respective class leaders. Datamonitor Healthcare does not foresee any of these products gaining positions of leadership as 

competition intensifies within the diabetes market.  

Pfizer acquiring AstraZeneca may boost the prospects of AstraZeneca’s combination antidiabetic drug comprising sodium-

glucose cotransporter-2 (SGLT-2) inhibitor Farxiga and dipeptidyl peptidase-IV (DPP-IV) inhibitor Onglyza. Pfizer is 

currently developing a rival combination comprising its own SGLT-2 inhibitor ertugliflozin with Merck & Co’s class-leading 

DPP-IV inhibitor Januvia (sitagliptin). Acquiring AstraZeneca’s diabetes assets may prompt Pfizer to terminate its 

partnership with Merck & Co. With limited feasible SGLT-2 inhibitor options for Merck & Co to in-license, it may not pursue 

such a combination. As such, competition in this space for the Farxiga/Onglyza product would be dampened, which is of 

particular importance given Januvia’s domination of the lucrative oral antidiabetics space. Therefore, the performance of 

the developmental Farxiga/Onglyza combination product could be crucial to long-term success in this area. 

AstraZeneca sees much potential in the cardiovascular space with Brilinta (ticagrelor), but so far it has failed to deliver. 

Sales in Q1 2014 of just $99m seriously undermine AstraZeneca’s forecast of $3.5bn peak revenues for this product 

(AstraZeneca, 2014). Datamonitor Healthcare expects Brilinta to achieve blockbuster status with 2018 sales of $1.6bn; 

however, this is some way below AstraZeneca’s non-risk-adjusted forecast. Thus Pfizer’s GIP division may see fewer 

synergistic and mass-increasing benefits in comparison to the VOC and GEP divisions. 

How will the R&D operations be affected?  

While duplicity within the combined pipelines of AstraZeneca and Pfizer may be beneficial in order to mitigate risks and 

over-reliance on blockbuster products, it may lead to the suspension of development programs as the combined company 

can cherry-pick the most promising candidates within the pipeline:  

 Within the diabetes space, Pfizer’s Phase III candidate SGLT-2 inhibitor ertugliflozin will be a direct competitor to 

AstraZeneca’s already-marketed drug Farxiga. Pfizer’s developmental candidate may be an early casualty of 

R&D overlap cuts.  

 Within oncology, the combined company would be involved in the development of 12 breast cancer candidates 

and 10 NSCLC candidates. These may be prime areas for reducing duplication within R&D and the drug 

commercialization process.  

 AstraZeneca’s central nervous system (CNS) therapy area may be at risk should Pfizer succeed in its takeover 

attempts. A combined CNS pipeline would be dominated by Pfizer products, therefore considering this not a 

focus area for the US firm, AstraZeneca’s research may be halted as the merged company streamlines its R&D 

efforts in order to reduce costs. This is also likely to apply to AstraZeneca’s respiratory research given that it is 

also not an area of focus for Pfizer. 
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Tax inversion 

Tax incentives embedded into deal 

Aside from portfolio and pipeline synergies, an important motivation for Pfizer is the opportunity to lower its tax burden by 

re-domiciling in the UK. Under US tax law, Pfizer is unable to return its overseas cash pile of $69bn in foreign profits to 

shareholders without paying tax to repatriate (Pfizer, 2014b). This has provided an incentive for Pfizer to find an overseas 

deal to spend its cash reserves on. Pfizer has noted that the transaction will result in the combination of the two companies 

under a new UK-incorporated holding company. Pfizer must ensure that at least 20% of the shares of the combined group 

stay in UK ownership, limiting the amount of cash that can be offered to AstraZeneca shareholders. 

What are the tax advantages in the UK? 

Pfizer has outlined various benefits that the UK tax system will offer. The first is the statutory tax rate, which is 21% in 2014, 

decreasing to 20% in 2015. The territorial tax system is another compelling factor, under which earnings made overseas 

are not taxed domestically. This is a key point as the inversion would not subject AstraZeneca’s non-US profits to US tax. 

Furthermore, the permanent R&D tax credit and the impending patent box legislation which will be fully phased in by April 

2017 will provide a 10% tax rate on profits derived from products that incorporate patents granted by an approved patent-

granting body. These advantages are priced into the value of Pfizer’s offer, and any future offers will have to prevent any 

potential tax savings from being accretive. 

Potential tax savings estimates for re-domiciling to the UK 

Datamonitor Healthcare has estimated that during 2015–18, Pfizer can save $5.2bn in tax by re-domiciling in the UK, at an 

average of $1.3bn per year, as shown in the table below. Meanwhile, the figure below accentuates the savings that Pfizer 

can realize in its first year as a merged entity in 2015, with an augmented net income. The financials of the potential 

merged entity are also considered; Datamonitor Healthcare has assumed that similar cost savings will be realized as with 

the Wyeth deal. Pfizer will aim to lower the tax rate for the overall group in other geographies by implementing profit 

allocation through transfer pricing. 
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Industry-wide inclination for tax inversions 

 

Inversions have become an important impetus for pharmaceutical firms as the majority of value sits in the form of intangible 

assets. In particular, the recent exodus from the US is the result of a lack of US tax code reform, which still sees companies 

paying tax on global income and the deferral of tax on most income from foreign subsidiaries until the income is repatriated 

to the US. As pharmaceutical firms have voiced concerns of competitive disadvantages in global markets due to the US tax 

structure, various success stories of inversion have emerged:  

 In 2013, Michigan-based Perrigo Co inverted when it bought Ireland-based Elan Corp for $8.6bn.  

 In 2013, Actavis inverted in its $8.5bn deal for Ireland-based Warner-Chilcott.  

 In 2013, Pennsylvania-based Endo Health Solutions Inc inverted through its $1.6bn acquisition of Canada’s 

Paladin Labs Inc, recently re-incorporating as Endo International as an Ireland-based company.  

 In 2011, Alkermes became incorporated in Ireland after merging with Elan Drug Technologies in a cash and 

stock deal worth $960m. 

 In 2010, California-based Valeant Pharmaceuticals International inverted through a merger with Canada's Biovail 

Corp, re-domiciling to Canada with a tax rate below 5%. 

  

Figure 3: Pfizer waterfall chart, 2015 

 

 

Source: Datamonitor Healthcare D A T A M O N I T O R 
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Table 2: Pfizer company financials ($m), 2013–18 

 
 2013 2014 2015 2016 2017 2018 

2013–18 diff CAGR (%) 

Revenue 51,452 52,820 52,470 52,347 53,085 52,477 1,025 0.4% 

Cost of goods 9,273 10,427 10,548 10,574 10,759 10,587 1,314 2.7% 

Gross profit 42,179 42,393 41,922 41,774 42,326 41,890 -289 -0.1% 

S,G&A 14,172 14,506 14,395 14,246 14,182 13,873 -299 -0.4% 

R&D 6,554 6,230 6,227 6,123 6,043 5,835 -719 -2.3% 

Operating income 21,453 21,657 21,299 21,405 22,101 22,182 729 0.7% 

US tax rate 27.5% 27.0% 26.5% 26.5% 26.5% 26.5% n/a n/a 

Tax provision 5,900 5,847 5,644 5,672 5,857 5,878 -21 -0.1% 

US net income 15,553 15,810 15,655 15,733 16,244 16,304 750 1.0% 

UK tax rate n/a n/a 20.5% 20.5% 20.5% 20.5% n/a n/a 

Tax provision n/a n/a 4,366 4,388 4,531 4,547 n/a n/a 

UK net income n/a n/a 16,933 17,017 17,570 17,635 n/a n/a 

Pfizertax benefit n/a n/a 1,278 1,284 1,326 1,331 n/a n/a 

Note: totals may not sum due to rounding. 

CAGR = compound annual growth rate; S,G&A = selling, general, and administrative expenses 

Source: Datamonitor Healthcare; company-reported information (global) D A T A M O N I T O R 

 

  Table 1: Merged entity financials ($m), 2015–18 

 
 2015 2016 2017 2018 

2015–18 diff CAGR (%) 
AstraZeneca operating income 8,578 7,048 6,145 5,787 -2,517 

-12.3 
Potential cost savings 1,000 2,500 4,000 4,100 3,100 60.1 

Total operating income 9,578 9,548 10,145 9,887 309 1.1 

Tax rate 20.5% 20.5% 20.5% 20.5% 0 0.0 

After tax impact 6,614 5,090 4,066 3,760 -2,854 -17.2 

Tax benefit for Pfizer 1,278 1,284 1,326 1,331 -53 1.36 

After tax including tax benefits  7,892 6,375 5,392 5,091 -2,801 -13.6 

Current net income 15,655 15,733 16,244 16,304 649 1.36 

Merged entity net income 23,752 22,620 22,456 22,235 -1,517 -2.2% 

Note: totals may not sum due to rounding. 

CAGR = compound annual growth rate 

Source: Datamonitor Healthcare; company-reported information (global) D A T A M O N I T O R 
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Novartis and GlaxoSmithKline restructure through asset swap deals  

 Oncology – Reaffirms Novartis’s global position in the lucrative oncology space. 

 Streamlining – Sharpens Novartis’s focus on core pharmaceuticals, eye care, and generics. 

 Augmenting core assets – Increased exposure for GlaxoSmithKline as a leading player in vaccines and 

consumer health.  

The burst of deals announced on 22 April 2014 will unlock considerable shareholder value for GlaxoSmithKline and 

Novartis, as the two companies restructure to center on core segments. Pharmaceutical companies are continuing to 

amplify areas of core strength while divesting non-core assets. Overall, the deals put assets into the hands of companies 

that may make better use of them through incumbent scale. This is a trend that has recently gained traction with successes 

from Pfizer spinning off its animal health business, and Johnson & Johnson divesting its diagnostics units.  

Table 4: Novartis and GlaxoSmithKline asset swap overview  

Deal  Notes 

Novartis will buy GlaxoSmithKline’s oncology portfolio for 
$14.5bn and up to $1.5bn contingent on Phase III results 

Strengthens pharmaceuticals division and oncology business  

Leverages development and commercial capabilities 

GlaxoSmithKline will buy Novartis’s vaccines unit for $5.25bn 
upfront and up to $1.8bn in milestones 

Maximizes value of pipeline, including Bexsero 

Creates a global vaccine leader under GlaxoSmithKline ownership 

Novartis and GlaxoSmithKline will create a consumer 
healthcare joint venture 

Creates a world-leading consumer healthcare business  

Offers scale, complementary portfolio, geographic footprint 

Source: Datamonitor Healthcare; company-reported information 
D A T A M O N I T O R 

The GlaxoSmithKline-Novartis deal represents the most significant move so far by Joe Jimenez, chief executive of 

Novartis, and Sir Andrew Witty, chief executive of GlaxoSmithKline, to restructure their companies in search of stronger 

growth. The figure below outlines pharmaceutical sales before and after the deal as GlaxoSmithKline becomes focused on 

four main businesses – respiratory conditions, HIV, vaccines, and consumer healthcare, while Novartis expands its 

oncology offering.  
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Figure 4: Novartis and GlaxoSmithKline asset swap overview 

 

Source: Datamonitor Healthcare D A T A M O N I T O R 
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Objectives 

Novartis sharpens focus on core segments and fortifies oncology offering 

On the back of a well-publicized strategic review to focus on its key growth businesses of pharmaceuticals, eye care 

(Alcon), and generics (Sandoz), Novartis has sharpened its focus on core pharmaceuticals by reinforcing its oncology 

portfolio. The highlight from the deal is gaining Tafinlar (dabrafenib) and Mekinist (trametinib), which have been approved 

for BRAF V600E-positive melanoma. Datamonitor Healthcare forecasts that the two drugs will achieve combined sales in 

excess of $450m by 2021. These products been also been earmarked as key assets to complement pipeline combinations 

with high-interest immuno-oncology products. Novartis also gains an option to commercialize GlaxoSmithKline’s Phase II 

AKT inhibitor. The portfolio acquired, shown in the table below, is forecast to reach $1,521m by 2018.  

Table 5: GlaxoSmithKline oncology products acquired by Novartis  

Product  2013 sales ($m) 2018 sales ($m) Notes 

Votrient (pazopanib) 
525 395 

VEGFR, PDGFR; renal cell carcinoma, soft tissue sarcoma 

Promacta 
(eltrombopag)  

294 211 
Thrombopoietin; thrombocytopenia (idiopathic and hepatitis C-related) 

Tykerb (lapatinib) 
328 454 

EGFR, HER2; metastatic/advanced breast cancer 

Arzerra 
(ofatumumab)  

119 175 
CD20 MAb; chronic lymphocytic leukemia 

Tafinlar (dabrafenib) 
25 165 

B-Raf; metastatic/advanced melanoma 

Mekinist (trametinib) 
15 121 

MEK; metastatic/advanced melanoma 

Total 
1,306 1,521 

 

EGFR = epidermal growth factor receptor; HER2 = human epidermal growth factor receptor 2; MAb = monoclonal antibody; PDGFR = 
platelet-derived growth factor receptor; VEGFR = vascular endothelial growth factor receptor 

Source: Datamonitor Healthcare; company-reported information 
D A T A M O N I T O R 

The deal will also improve Novartis’s financial position and profitability by increasing operating income by $400m on a top-

line that would decrease by $3.8bn, as highlighted in the figure below. The expansion in oncology will mean that Novartis’s 

oncology exposure will reach close to 15% of the company’s total sales, igniting competition with Roche and Celgene to be 

the leading company in this therapy area.  

GlaxoSmithKline divests main assets but continues projects in oncology R&D 

GlaxoSmithKline’s exit from oncology signals its own lack of confidence in an increasingly competitive market in which it 

has seen some pipeline success. GlaxoSmithKline’s declining sales of Tykerb (lapatinib) and the recent failure of pipeline 

product MAGE-A3 are likely to have contributed to its decision. GlaxoSmithKline will continue to invest in selected oncology 

areas including immuno-oncology, with the opportunity to partner Novartis or to rebuild a marketing capability for its own 

launch. 
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Figure 5: Novartis's portfolio before and after asset swaps with GlaxoSmithKline 

 

Source: Datamonitor Healthcare D A T A M O N I T O R 

 

Vaccines expansion and consumer health joint venture cement GlaxoSmithKline’s footing in core markets 

GlaxoSmithKline will increase value for shareholders in markets where inorganic growth opportunities are considerably 

constrained by increasing its exposure in vaccines and consumer health. The deal cements its position as a global leader in 

both over-the-counter (OTC) medicines and vaccines, while allowing it to sell its sub-scale oncology business at a 

reasonable price. The deal is a continuation of GlaxoSmithKline’s recent restructuring which includes the ViiV renegotiation, 

OTC divestments, the Aspen cardiovascular divestment, and the Lucozade and Ribena divestments.  

GlaxoSmithKline will acquire Novartis's global vaccines business (excluding influenza vaccines) for an initial cash 

consideration of $5.25bn, with subsequent potential milestone payments of up to $1.8bn and ongoing royalties. The 

acquisition will strengthen the company’s portfolio with the addition of Bexsero for meningitis B and the vertical integration 

of its pediatric franchise. GlaxoSmithKline has alluded to its strength in the US pediatric market as a good platform for 

maximizing the meningitis franchise, which was a major hole in the GlaxoSmithKline’s overall portfolio. Cost-saving 

opportunities will come from manufacturing and supply chain synergies. GlaxoSmithKline may be required to pay $250m to 
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buy the influenza business if Novartis cannot find an alternative buyer as there is an option placed by Novartis to 

GlaxoSmithKline effective from 9–18 months’ time. 

GlaxoSmithKline will also have majority control of the consumer joint venture with Novartis with an equity interest of 63.5%, 

with a durable presence in oral health, nutrition, and skincare. GlaxoSmithKline has noted that the deal will increase its 

annual revenues by $2.1bn to $42.6bn, strengthening its position as second only to Johnson & Johnson globally.  

GlaxoSmithKline announces $1.5bn cost savings plan  

GlaxoSmithKline has also announced expected future savings of up to $1.5bn, around 40% of which will come from OTC, 

40% from vaccines, and 20% from an oncology divestment. However, the company remains threatened by the impending 

loss of sales of Advair (fluticasone/salmeterol) as the drug faces increasing generic competition. 

Industry-wide trend of asset stripping and core strengthening  

The deal announced by GlaxoSmithKline and Novartis is probably the most inventive that the industry has seen in a while, 

putting assets into the hands of companies that may make better use of them through greater scale or expertise. A key 

example is the Novartis vaccines business, which did not have a portfolio or scale that would engender a leading position in 

the market. However, it did contain assets and have cost-cutting potential, meaning that it was more valuable to a third 

party with an existing vaccines business. These criteria will be sought after in the industry if major players seek to replicate 

in unlocking the value of assets through divestments or swaps. 

Recent divestitures and spin outs: 

 Pfizer – 2012, divestiture of its nutrition business to Nestlé for $11.9bn. 

 Pfizer – 2013, strong value creation from spinning out animal health business Zoetis and consumer healthcare. 

 AstraZeneca – 2013, acquisition of Bristol-Myers Squibb’s share of their global diabetes alliance. 

 GlaxoSmithKline – 2013, divestitures of its soft drinks brands and its thrombosis brands. 

 Novartis – 2013, divestiture of its blood transfusion diagnostics businesses to Grifols for $1.7bn. 
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Bayer to pay $14.2bn for Merck’s consumer care division  

 Bayer will pay $14.2bn in cash for Merck’s consumer care division after competition from Reckitt Benckiser. 

 Bayer will attain control of key brands including Claritin, Dr Scholl’s, and Coppertone. 

Analyst comment 

The rationale behind the transaction is logical for both parties. Merck continues to streamline its business to focus on high-

growth areas, and will use the proceeds from the deal to strengthen its pipeline with agreements for external assets. This 

deal follows Merck’s strategy as it also continues to examine the potential sale of its portfolio of older, off-patent drugs. 

Meanwhile, Bayer has set out its strategy to bolster its position at the forefront of consumer healthcare, and this deal 

provides a significant step towards increasing sales and profits with added products and geographic reach. Merck’s 

consumer care business had sales of $2.2bn in 2013, so the deal comes in at about seven times the annual sales – erring 

on the side of being quite costly. However, Bayer’s revenue and cost synergy realizations should mean that the deal will 

prove worthwhile. 

Objectives 

Revenue synergies 

 Bayer notes that the acquisition will provide $400m of additional sales by 2017, equating to an approximate 20% 

increase on the $2.2bn revenues that the Merck consumer business generated in 2013.  

 The deal strengthens Bayer’s US over-the-counter presence and fills a portfolio gap for cough and cold. 

 Bayer will aim to leverage its global geographic presence, especially in emerging markets, to sell more Merck 

products with aggressive promotion.  

 Potential payments for the cardiovascular collaboration with guanylate cyclase modulators, including Adempas 

(riociguat), will further sweeten the deal for the German firm. 

Cost synergies 

 Bayer anticipates cost synergies of about $200m in annual savings by 2017 through the integration of the two 

businesses. 

 As the acquisition will be treated as an asset acquisition, Bayer expects to receive significant tax savings after 

closing. 
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Valeant partners hedge fund in attemped Allergan takeover  

 Valeant and a hedge fund headed by activist investor William Ackman have targeted the Botox maker. 

 Allergan has strongly resisted the overtures. 

Backed by hedge fund Pershing Square Capital Management, Valeant Pharmaceuticals has made a takeover approach for 

Allergan in a deal worth in excess of $48bn. Pershing Square Capital Management is managed by the activist investor 

William Ackman, who has previously utilized public methods to influence companies and markets in his favor.  

Objectives 

 Product overlaps in dermatology and ophthalmology.  

 Cost synergies: cuts in R&D budget. 

 Valeant is aiming to become a top 10 pharma company: M&A-focused growth strategy. 

Allergan response 

 Allergan has been, and remains, strongly opposed to a takeover by Valeant, and has explored a number of 

possible defense mechanisms. 

 In response to Valeant’s overtures, Allergan implemented a stockholder rights plan. Also known as a poison pill, 

this gives current shareholders of Allergan the right to acquire one additional share per existing share held at a 

discount if another stockholder reaches a 10% stake in the company. This approach allows Allergan to defend 

against unsolicited bids such as Valeant’s, but will not necessarily hinder a favorable bid. This, perhaps, suggests 

that Allergan’s board is open to a takeover on its own terms. 

 Following Valeant’s initial approach, a number of reports linked Allergan with a counter bid for Ireland-based 

Shire in order to derail Valeant’s plans. This resulted in a spike in Shire’s share price, and a consequent rapid fall 

when it became clear that such a deal was unlikely.  

 Other reports claimed Allergan’s approaches to larger pharmaceutical firms, including Sanofi, to sound out the 

possibility of a white knight takeover were rebuffed. 

What’s next? 

Valeant is widely expected to continue to pursue Allergan, with proceedings set to become hostile as shareholders are 

approached directly. Should Valeant succeed in acquiring Allergan, the firm will still be some way from achieving its goal of 

becoming one of the top 10 largest pharmaceutical companies worldwide. Combined 2013 sales stand at approximately 

$12bn, meaning an almost doubling in revenues would be required to usurp the current 10th-placed company, Eli Lilly. 

Going forward, Valeant is likely to continue its strategy of inorganic growth by acquisition, particularly if it can retain links 

with influential investors such as Ackman.  
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Market Overview 

How do these transactions change the market? 

Non-core asset divestiture 

As companies aim to focus on high-performing units, spin-offs continue to demonstrate operating and shareholder value 

benefits. Criteria for divestiture vary between business models, but weak growth prospects, weak pipelines, and large 

capital investment to bulk up scales are popular rationales. This trend has come about following mega-mergers over the 

past decade that have led to financial and operating inefficiencies. Bristol-Myers Squibb has been a key proponent of this 

strategy as it aims to focus more on biopharmaceuticals, continuing its evolution to a specialty pharmaceuticals company. 

This was demonstrated by the sale of its share of a joint diabetes venture to AstraZeneca in 2013:  

 The solid market performance, recent break-ups, and spin-offs will mount pressure on firms that have been 

underperforming. As an example, Johnson & Johnson could potentially divest as its medical devices and 

consumer segments continue to underperform in comparison to a pharmaceutical division that grew by 10.9% in 

2013 with sales of $28.1bn (Johnson & Johnson, 2014). 

 After agreeing to divest its consumer health business to Bayer, Merck also continues to look at strategic options 

for its animal health business. The business was reasoned to unlock a great deal of value outside the Merck 

business, but following the cash from the Bayer deal, Merck will support the capital investment to bulk up the 

business as global demand for veterinary medicines grows. 

Oncology consolidation 

A key theme of these deals is the major consolidation within the oncology space as established companies continue to 

bolster their exposure to the industry’s most valued therapy area:  

 The emerging field of immuno-oncology, an important factor in Pfizer’s bid for AstraZeneca, is seen as a key 

driver of strength across esteemed pipelines in the industry. Bristol-Myers Squibb’s commercial success with 

Yervoy (ipilimumab) positions the company with an early defensible position, including its non-small cell lung 

cancer pipeline drug nivolumab.  

 As shown in the table below, Roche's market share is being fiercely fought for by companies with growing 

influence such as Novartis, Bristol Myers-Squibb, and Celgene. The increased presence of Novartis and Pfizer in 

oncology as a result of their prospective transactions rankings increased 

 Oncology continues to serve as an area with unmet medical need, which makes the industry ripe for more 

business development and asset acquisitions. Moreover, drug combinations will also influence consolidation as 

companies aim to control the pricing of individual drugs. 
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Consumer health consolidation 

Another key trend is the consolidation within consumer health to drive improvements in costs, geographic reach, supply 

chain logistics, and product portfolios:  

 GlaxoSmithKline’s consumer health joint venture will rival Bayer as major players seek increasing bargaining 

leverage with major drugstore chains. That being said, GlaxoSmithKline’s chief executive officer (CEO) Sir 

Andrew Witty has alluded to a lack of consolidation opportunities. This has been echoed by Merck KGaA CEO 

Karl-Ludwig Kley, who admitted challenges in growth, and that there were “few takeover opportunities to make 

inroads into consumer health markets in the US and Japan, given the high prices of such assets. (Merck KGaA, 

2014)”  
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Table 2: Oncology rankings 

 
Rank Company 2012 sales ($m) Rank Company 

2018 sales ($m) 
1 Roche 24,477 1 Roche 

23,331 
2 Celgene 8,859 2 Celgene 9,798 

3 Novartis 7,147 3 Novartis 8,943 

4 Bristol-Myers Squibb 6,288 4 Pfizer-AstraZeneca 8,344 

5 Pfizer 5,154 5 Amgen 7,297 

6 Amgen 4,532 6 Bristol-Myers Squibb 6,288 

7 Merck & Co 3,894 7 Takeda 3,615 

8 Takeda 3,515 8 Johnson & Johnson 3,426 

9 AstraZeneca 3,190 9 Sanofi 2,974 

10 Johnson & Johnson 3,009 10 Bayer 2,582 

Source: Datamonitor Healthcare; company-reported information 

(global) D A T A M O N I T O R 
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