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EXECUTIVE SUMMARY 
 
Teva Pharmaceuticals (Teva) is a multinational pharmaceutical company that develops, 
manufactures, and distributes both branded and generic drugs. It is the largest manufacturer of 
generic drugs globally and sells a very successful Multiple Sclerosis (MS) treatment called 
Copaxone. Teva has grown from a small Israeli-based company to a global player through a 
series of increasingly large acquisitions. In 2015, Teva was desperately looking for a large deal 
to help diversify itself away from Copaxone, which was facing patent expirations.  
 
After unsuccessfully pursuing one of its main rivals, Mylan NV, Teva agreed to acquire Allergan’s 
generic portfolio for $41bn in June 2015. The timing and price paid for this deal proved 
troublesome for Teva. Generic drug prices in the US started declining rapidly shortly after the 
purchase agreement was signed. Teva issued $35bn in new debt to fund the cash portion of the 
deal and significantly increased its leverage levels. It also became clear that Teva’s maneuvers 
to protect Copaxone sales would not hold up in court, and Mylan would launch a generic 
version of the drug.  
 
These developments left the company with (1) large near-term debt maturities of $17bn over 
the next 4 years, (2) declining cash flows from Copaxone, (3) challenges in its core generic 
business and (4) an inefficient organizational structure and cost base. As of 9/30/17, Teva’s Z-
Score declined to 0.90, putting it well into the “Distress” zone (see Appendix for historical Z-
Scores). In order to survive, Teva has to quickly find ways to generate additional cash to meet 
its near-term debt obligations. At the same time, it must drastically restructure its operations to 
reduce costs and streamline manufacturing facilities. 
 

Exhibit 1: Teva Financial Summary 
 

 
Source: Company filings. 

  

2012 2013 2014 2015 2016 2017e

  Generics 10,385$  9,902$    10,810$  10,540$  11,990$  12,302$  

  Copaxone 3,996$    4,328$    4,237$    4,023$    4,223$    3,599$    

  Non-MS Specialty 4,154$    4,060$    4,323$    4,315$    4,451$    4,126$    

  Other 1,782$    2,024$    902$        774$        1,239$    2,237$    

Total Revenue 20,317$  20,314$  20,272$  19,652$  21,903$  22,264$  

% growth 0.0% -0.2% -3.1% 11.5% 1.6%

EBITDA 6,151$    5,660$    6,204$    6,644$    7,378$    6,736$    

FCF 2,613 1,117 3,042 3,615 3,021 2,586

Total Debt 14,718 12,191 10,327 9,943 35,800 35,915

Debt/EBITDA 2.39x 2.15x 1.66x 1.50x 4.85x 5.33x

FCF / Debt 17.8% 9.2% 29.5% 36.4% 8.4% 7.2%
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GENERIC INDUSTRY OVERVIEW 
 
The US generic drug industry was created by the Hatch-Waxman Act in 1984. The Act allowed 
generic companies to file abbreviated new drug application (ANDA) filings against patents, 
which became a key part of the industry. Generics represented about 13% of all prescriptions 
filled in 1984 and increased rapidly to over 50% by the 1990s. Today, generics represent close 
to 90% of all prescriptions filled (but only ~20% of the total value of drugs sold). Many other 
developed countries around the world have followed a similar approach to the US.  
 
Generic drugs offer relief from rising prescription drug costs because these are usually 
interchangeable products that drive robust competition, which drives prices down to a fraction 
(typically less than 25%) of the branded drug price. To incentivize generic manufacturers to 
invest in production capacity, the Food & Drug Administration (FDA) typically allows for a 180-
day exclusivity period, during which most of the profits are made. Following this period, there is 
significant erosion in both market share and price as competitors enter the market.  
 
Despite the increase in market share, the 1990s was a challenging period for generic companies 
because large drug distributors had most of the market power and drove down prices. This 
resulted in a period of consolidation among generic drug makers. The industry experienced its 
golden age during the 2007-2012 time period, with growth driven by a number of large 
blockbuster drugs (Lipitor, Seroquel, Plavix, Singulair) losing exclusivity (see Exhibit 1). During 
this time, physicians and customers became more comfortable with the quality of generics 
which drove faster adoption.  
 
After peaking at $29bn in 2012, loss of exclusivity (LOE) on branded drugs fell roughly by half in 
2013 and posted a modest recovery since then. The past two years have proven fairly attractive 
in terms of new generic products, which include versions of drugs such as Viagra. However, the 
challenging pricing environment for generics has made these new launches less lucrative. 
Branded LOEs are poised to decline significantly in 2018, but should recover in 2019.   
 

Exhibit 2: Branded Drug Sales Losing Exclusivity 
 

 
Source: UBS Investment Research. 
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Some generic drugs are more complex and therefore more difficult to manufacture and 
maintain quality standards. Generic drug manufacturing is regulated by the FDA, which can 
issue warning letters and halt the production of specific products or entire manufacturing 
facilities. This can lead to significant changes in the market for specific products affected, as 
well as the profitability and viability of smaller generic companies. The FDA is responsible for 
manufacturing facilities based in the US and outside of the US.  
 
Generic versions of biologic drugs, or biosimilars, could present an opportunity for the generic 
industry. However, approvals will come slowly and timing of new launches will depend on 
patent litigation. Also, a number of large biopharma players (including Amgen, AbbVie and 
Pfizer) are investing heavily in production of biosimilars.   
 

Key Issues Facing the Industry 
 
Conditions in the US generic drug market have worsened considerably in the past 18 months. 
This has been the result of (1) increased aggregation of purchasing power by buying groups, (2) 
resumption of supply from foreign generic firms following a period of manufacturing issues and 
(3) faster FDA approval times for generic drugs. On average, this caused generic drug prices to 
decline at a low double-digit rate in 2H16 and 1H17, which has improved to high single digits 
(compared to low single-digit deflation historically). Generic prices are expected to continue 
improving gradually, but may not recover to historical trend given structural changes in the 
market.  
 

Exhibit 3: US Generic Drug Price Trend 

 
     Source: IMS data, Goldman Sachs Research. 

 
Buyer Consolidation: Large purchasers of generic drugs in the US started forming Generic 
Purchasing Organizations (GPOs) starting in 2012. Since then, the market has rapidly 
consolidated with the top 3 buyers representing close to 90% of the market today. Econdisc 
(Walgreens & Express Scripts) alone represents approximately 45% of the market. With 
increased buying power, the GPOs have exerted meaningful downward pressure on generic 
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drug prices. The US generic market remains fairly fragmented, with the largest player (Teva) 
representing approximately 15% of total prescriptions written (see Appendix).  
 
Faster FDA Approval Times: GDUFA came into effect in 2012, which authorized the FDA to 
collect user fees to support the review of applications and supplements for generic drugs. This 
provided the FDA with resources to significantly speed up the approval process for generics, 
which increased the number of competing products on the market. This has resulted in 
significantly lower prices for new generic drug launches as well as existing generic drugs that 
historically faced limited competition. The new FDA commissioner Scott Gottlieb has made it a 
priority to put further pressure on price for generic drugs by accelerating approval times.  
 

Exhibit 4: Annual ANDA Approvals by the FDA  
 

 
 
Faster FDA approval times will favor companies with the strongest pipelines that are targeting 
first-to-file opportunities because these will come to market faster. Teva has the strongest 
pipeline among its peers, including exclusivity on blockbuster products like Viagra and Viread. 
Speedier generic entrants bring more competition to existing players near-term, but bode well 
for generic pipeline execution in the long term for companies that invest in ANDA development.  
 
Government Investigations: Several generic manufacturers have received subpoenas from the 
Department of Justice (DOJ) seeking information related to the marketing and pricing of certain 
generic drugs and communication with competitors regarding such products. Teva has 
disclosed that is received such a subpoena in July 2016.  There is also a related civil action 
lawsuit brought against the industry by attorney generals of at least 20 states. Additionally, 
many generic manufacturers are facing lawsuits related to the marketing of opioid pain killers. 
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TEVA OVERVIEW & BACKGROUND 
 
Teva is a global pharmaceutical company that develops, manufactures, and distributes both 
branded and generic drugs. More revenues are earned from selling branded versions of existing 
substances that it has acquired instead of from creating new chemical entities in-house from 
scratch.  Teva also produces the active pharmaceutical ingredients used in drugs on a merchant 
basis. In 2016, the company generated just under $22B of revenue, 55% from generics, 40% 
from specialty brands, and the remaining 5% from royalties on out-licensed drugs and contract 
manufacturing. Acquisition charges, legal fees, and interest expense dragged on profitability: 
consolidated net income was only $329M on sales of $22B. 
 
By mid-2017, Teva was in dire need of a turnaround because its financial performance had 
deteriorated severely. Teva slashed its dividend by 75% when it reported an 18% decline in 
second quarter earnings per share. When Teva lowered guidance for 2017 EPS by 15%, its stock 
price fell by 24% that same day, closing at $23.63, down 33% for the year and 66% from the 
peak in 2015 (see Appendix 4).  
 
Teva announced in September 2017 that famed Danish turnaround pharma executive Kåre 
Schultz would assume the full-time CEO position. Mr. Schultz built his track record turning 
around underperforming businesses at Novo Nordisk and most recently Lundbeck.  Teva’s stock 
price continued to slide downward, reaching levels as low as $13 per share, as investors feared 
concerns about its competitive outlook and financial condition.  
 

Aggressive M&A Appetite 
 
Teva has been the most acquisitive company in the generic drug industry, closing a total of 22 
acquisitions over the past decade. This international expansion, which started in the early 
1980s, has resulted in a broad geographic footprint and a global workforce. Today, 
approximately 10% of Teva’s 60,000 employees are located in Israel, still making it one of the 
country’s largest employers. The company’s political and economic importance to its home 
country will complicate turnaround efforts by making it more difficult to deal with domestic 
labor unions, politicians and shareholders.  
 
Founded in Jerusalem in 1901, Teva is the largest company domiciled in Israel and is the only 
multinational that has kept its headquarters in Israel. Its shares are heavily owned by Israeli 
pension funds and have been called “the nation’s share”.  
 
For 26 years, the company was managed by one CEO, Eli Hurvitz, who married into the 
founding family. Mr. Hurvitz was responsible for establishing Teva’s ambitious strategy of 
international expansion. After his resignation as CEO in 2002, Mr Hurvitz remained Chairman of 
the Board for another nine years until his death. Teva has gone through a rapid succession of 6 
CEOs since he stepped down. This has fragmented its expansion strategy and led to many of the 
issues the company is facing today.  
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Copaxone’s commercial success provided Teva with ample financial resources, which it has 
deployed to expand its position in the generic drug market. Over the past decade, the company 
has completed a number of increasingly large and aggressive deals which gave it a top position 
in the global generic market. Several of these transactions are worth highlighting:  

 Allergan Generics: in 2015, Teva agreed to acquire Allergan’s entire generic business for 
$41bn, of which $34bn was funded with cash and $7bn with newly issued shares. The 
deal, which closed in August 2016, solidified Teva’s position as the clear leader in the 
global generics industry. However, the timing of the deal turned out to be extremely 
poor for Teva, as generic drug prices started declining more rapidly in mid-2016. The 
heavy debt load incurred to finance the acquisition, coupled with a deterioration in the 
US generic industry and loss of exclusivity on Copaxone resulted in the current situation.   

The cash portion of the transaction was funded with $20bn of new debt, equity and 
mandatory convertible debt ($7bn) and asset sales ($2.9bn). The deal increased Teva’s 
leverage (debt/EBITDA) to 4.8x from 1.5x and resulted in rating downgrades to mid-BBB. 
At the time of the acquisition, Teva committed to bringing down its leverage to 1.5x by 
2019 through a combination of earnings growth and debt reduction.  

 Mylan (failed): Right before entering into the Allergan transaction, Teva unsuccessfully 
pursued a hostile takeover of Mylan in a deal valued at roughly $40bn. Both the size and 
the hostile nature of this transaction showed how desperate Teva’s management team 
was to expand its presence in the generic market.  

 Rimsa: $2.3bn all-cash acquisition of Rimsa was announced in October 2015, and closed 
in March 2016. Rimsa is a pharmaceutical manufacturing and distribution company in 
Mexico, along with a portfolio of products and companies, intellectual property, assets 
and patents in LatAm and Europe. Shortly after the deal closed, Teva discovered 
significant shortcomings in Rimsa’s manufacturing process and attempted to 
renegotiate the purchase price. The former owners then sued Teva, which subsequently 
countersued Rimsa alleging that it was misled. We believe this transaction highlights the 
poor quality of Teva’s due diligence process.  

 Cephalon: in 2011, Teva acquired Cephalon for $6.8bn. Cephalon was a branded drug 
manufacturer focused on oncology, respiratory diseases and pain management. Several 
promising drugs in Teva’s pipeline today came from Cephalon. However, the deal also 
had its share of problems, as Teva agreed to pay a $1.2bn settlement in 2015 related to 
collusion on narcolepsy drug Provigil.  

 Barr: Teva acquired Barr Pharmaceuticals for $7.5bn in 2008, which significantly 
expanded its presence in the US generic drug market.  

 Ratiopharm: German generic drug manufacturer, which Teva acquired in 2010 for 
approximately $5bn.  
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Generic Pharmaceuticals Segment 
 
Teva’s generic business represents roughly half of total revenues and 43% of total operating 
profits. We expect the contribution from generic sales to increase to over 60% over the next 
several years as Copaxone sales decline. The generic business is well-diversified geographically, 
with 45% coming from the US, 29% from Europe and 33% from other regions. Teva has a strong 
market position, with approximately 15% market share in the US compared to Mylan at 9% (see 
Appendix).  

 
Exhibit 5: Teva Generic Sales 

 

 
Source: company filings 

 
Teva has the largest pipeline of new generic products, with 314 pending ANDAs, 119 of which 
are potential First-to-File/First-to-Market opportunities. This is a very valuable asset because it 
provides Teva with exclusivity and significant pricing power on new generic launches. This 
means it can typically charge 50-60% of the branded price for 180 days versus ~20% once other 
competitors come in.  
 

Exhibit 6: Total Pending ANDAs at FDA 
 

 



Page | 8  
 

Teva has a large generic business outside of the US, which represents close to 60% of total 
generic revenues. Importantly, the challenging dynamics are unique to the US market, and ex-
US generic sales are expected to continue growing at low single-digit rates.  
 

Branded Pharmaceuticals Segment 
 
The branded portfolio is heavily reliant on Copaxone, an injectable drug used to treat relapsing 
types of multiple sclerosis. Copaxone benefits from very strong operating margins (roughly 
80%) and is a crucial component of cash flow given relatively small R&D requirements and a tax 
rate of below 10%.  
 
Copaxone was originally dosed as a 20 mg/mL once-daily therapy. Just prior to its patent 
expirations in 2014, Teva obtained a number of new patents and launched a new 40 mg/mL 
formulation that is administered 3x a week. Given the more convenient dosing schedule, Teva 
managed to convert more than 80% of existing Copaxone patients to the new 3x weekly 
version. The new patents were expected to expire in 2030 and preserve a significant amount of 
revenue that was previously at risk. However, most of those patents were invalidated in 2016 
and 2017, allowing Mylan to launch a generic version of Copaxone in late-2017.  
 
Outside of Copaxone, Teva has grown its specialty branded business in recent years through a 
combination of acquisitions and internal R&D. Teva has developed a pipeline of specialty 
branded drugs through a combination of M&A, internal R&D and in-licensing deals. Teva’s prior 
management team was primarily focused on developing the company’s central nervous system 
and respiratory franchises. The following are some of the key products Teva has in its pipeline:  

 Fremanezumab: anti-CGRP drug used to treat chronic and episodic migraines. According 
to Wall Street estimates, the migraine market opportunity could be as large as $10bn, 
and Fremanezumab could become a blockbuster drug ($1bn+ in sales) within the next 
three years. Teva has guided to approval and launch in the second half of 2018.  

 Fasinumab: a drug that treats chronic pain, which Teva is developing in partnership with 
Regeneron. 
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STRATEGIC OPTIONS 
 
Teva has a fundamentally sound business, which is worth significantly more as a going concern 
than a liquidation or bankruptcy restructuring. According to our analysis, Teva’s estimated 
enterprise value as a going concern is approximately $44bn, versus roughly $18bn in a 
liquidation. The company is a global leader in generic drug manufacturing, which is an 
important industry because it helps keep down the cost of drugs and helps improve access to 
healthcare. We believe Teva can resolve its current situation by (1) fixing its balance sheet and 
paying down debt, (2) streamlining operations and integrating prior acquisitions and (3) 
pursuing sales of certain non-core assets.  
 
        Exhibit 7: Teva Going Concern Valuation 
 

 
Note: Please see Appendix for detailed DCF assumptions.  

 
One of the potential strategic options being discussed by Teva’s investors is splitting the generic 
and branded businesses. We believe pursuing this course of action would be a mistake, as it 
would destroy long-term value. Teva may be able to sell its generic business to a large 
competitor, such as Sandoz or Mylan, which would likely generate enough cash to clean up its 
debt maturities. But given challenging conditions in the US generic market, such a sale would 
come at a cyclically depressed valuation. Furthermore, the branded business likely would not 
be able to stand on its own given uncertainty around erosion of Copaxone sales and execution 
risks on the pipeline.  
 
The generic and branded businesses are complementary and provide a diversification benefit to 
Teva’s long-term value. We note that most of the large generic drug manufacturers are owned 
by companies that also make branded drugs (i.e. Sandoz/Novartis, Mylan and Perrigo). After 
cleaning up its balance sheet, Teva’s top priority will be finding sources of sustainable growth. It 
will need to replace the steady cash flows and growth delivered by Copaxone for so many 
years. We think this may prove quite challenging because Teva wasted a lot of the cash 
generated by Copaxone on unsuccessful acquisitions.  
  

Teva DCF Valuation

Present value of cash flow s 17,609

Present value of terminal value 36,270

Enterprise value 53,878

Minus: net debt 30,960

Equity value 22,919

Equity value per diluted share $22.5
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FINANCIAL RESTRUCTURING 
 
Teva has operated with relatively low levels of financial leverage until the Allergan Generics 
acquisition 2016. As shown in Exhibit 8, Teva’s year-end net debt/EBITDA ratio did not go above 
2.4x prior to this transaction. Given the size of its capital structure and M&A appetite, Teva 
needs to reduce its leverage to 2.0-2.5x range over the next few years.  
 
Exhibit 8: Historical Capital Structure 
 

 
Source: Company filings, Bloomberg.  

 
Using base case (i.e. status quo) estimates, Teva will be unable to service its debt almost 
immediately in 2018. At the peak of maturities, the company would fall $3B short of 
expectations. Although Teva could start 2018 with almost $3B in cash, it is also facing a $5.3B 
debt maturity. Teva’s $1.2B free cash flow in 2018 is therefore insufficient when combined with 
its starting balance, as shown in Exhibit 9. 
 
Exhibit 9 also shows the impact of strategic actions that we describe below. We considered 
asset sales, given Teva’s successful divestitures of non-core businesses to financial buyers in 
2017. However, given the magnitude and breadth of potential operational improvements, we 
excluded the asset sale route from our recommendation.  
 
  

($ mil.) FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 LTM

Market Capitalization 23,391 33,762 36,417 49,847 47,091 35,570 32,270 33,843 48,618 59,244 36,525 16,744

- Cash & Equivalents 2,044 2,875 1,907 2,248 1,284 1,096 2,879 1,038 2,226 6,946 988 680

+ Preferred & Other 35 36 60 37 55 148 99 71 42 3,449 5,276 5,244

+ Total Debt 5,327 5,188 8,443 5,612 5,419 13,932 14,609 11,755 10,284 9,957 35,798 34,702

Enterprise Value 26,709 36,111 43,013 53,248 51,281 48,554 44,099 44,631 56,718 65,704 76,611 56,003

EBITDA, Adj 2,623 2,916 3,164 4,276 5,454 5,446 6,055 5,718 6,077 6,205 6,874 6,999

Free Cash Flow 1,668 1,271 2,550 2,685 3,426 3,081 3,468 2,206 4,198 4,770 4,324 2,813

Net Debt / EBITDA 1.3x 0.8x 2.1x 0.8x 0.8x 2.4x 1.9x 1.9x 1.3x 0.5x 5.1x 4.9x

Net Debt / EV 12% 6% 15% 6% 8% 26% 27% 24% 14% 5% 45% 61%

FCF / Net Debt 51% 55% 39% 80% 83% 24% 30% 21% 52% 158% 12% 8%
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Exhibit 9: Debt Maturity Shortfall 
 

 
      Source: company filings. 

 
Pursuing this strategy provides Teva with $2-3B of excess cash in 2018 and 2019. Teva can 
return it to shareholders via a dividend, which would provide a strong signal given the company 
has routinely paid $1B per year in dividends. It could also return capital via a share buyback, 
which would offset share count dilution from the conversion of its mandatory convertible bond 
in 2019. Teva could also use excess cash to in-license or acquire new therapeutic candidates. 
 

Term Loan Extension 
 
Our analysis assumes Teva amends and extends $1b of debt in 2018, and pays the banks $1.05b 
in 2020 to compensate. We believe Teva should reengage discussions with its lenders and make 
further amendments to its credit agreement. There are $5.9bn of term loans maturing over the 
next three years, which presents the company with an opportunity to extend a meaningful part 
of its debt and smooth out its maturity wall. Loan extensions are a relatively common 
occurrence and typically require a solid turnaround plan, pricing concession, fees and more 
restrictive covenants.  We would propose the following amendment to the lenders: 
 

 Extend maturity date by at least 3 years (preferably 5 years) 
o Alternatively, Teva can issue a new 5-year term loan with a more attractive yield 

and let existing term loan holders convert into the new security.  

 Further extend step-downs in leverage covenant through 4Q19 
o This would provide Teva with more breathing room if Copaxone sales decline 

faster than anticipated 

Debt Maturity Shortfall Analysis
($ mil.) 2018 2019 2020 2021 2022 2023

Debt Maturities 5,299$       3,849$     4,034$       4,208$     1,212$     4,348$     

  Cumulative 5,299$           9,148$         13,182$         17,390$      18,602$      22,950$      

Base Case Projections
Start of Period Cash 2,991$       (1,063)$   (2,262)$     (2,734)$   (3,290)$   (1,107)$   

Free Cash Flow 1,245$       2,651$     3,561$       3,652$     3,395$     3,395$     

Cash Available for Debt Service 4,236$       1,587$     1,300$       918$        105$        2,288$     

End of Period Cash: Surplus / (Shortfall) (1,063)$     (2,262)$   (2,734)$     (3,290)$   (1,107)$   (2,060)$   

Projections Including Strategic Actions 
Start of Period Cash 2,991$       2,364$     3,068$       4,452$     5,449$     8,554$     

  Operational Improvements 2,428$       1,902$     1,856$       1,553$     922$        922$        

  Asset Sales -$               -$             -$               -$             -$             -$             

  Refinancing 1,000$       -$             -$               -$             -$             -$             

  Equity/hybrid Issuance -$               -$             -$               -$             -$             -$             

(+) Cash from Actions 3,428$      1,902$    1,856$       1,553$    922$        922$        

(+) FCF (Base) 1,245$       2,651$     3,561$       3,652$     3,395$     3,395$     

Cash Available for Debt Service (Post-Actions) 7,663$      6,917$    8,486$       9,657$    9,766$    12,870$  

End of Period Cash: Surplus / (Shortfall) 2,364$      3,068$    4,452$       5,449$    8,554$    8,522$    
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o The credit agreement previously had a 5.25x total debt-to-EBITDA leverage 
covenant which stepped down to 4.25x at YE2017, and to 3.5x at YE2018. This 
covenant was amended in September 2017 by resetting the max leverage 
covenant to 5.0x through 4Q18, stepping down gradually to 3.5x in 4Q20.  

 Increase LIBOR spread from 1.125% to 3.00% 
o Mark-to-market pricing on the term loans to reflect Teva’s weaker credit profile 
o Add some additional concession given uncertainty of financial plan 

 Offer security package only if this is necessary to get the loan extended 
o This can also be accomplish by providing a negative pledge 

 Reduce the Revolver from $4.5bn to $2.0bn 
o Cutting the Revolver size will help Teva’s bank lenders by freeing up committed 

capital 

 Require that any cash proceeds from asset sales and/or equity issuance will go towards 
paying down debt 
 

We note that there is recent precedent for a pharmaceutical company in turnaround mode 
having access to capital markets. In March 2017, Valeant issued $3.0bn of 5-year term loans 
and $3.25bn of senior secured notes. Proceeds from the issuance were used to repay Valeant’s 
debt maturities in the 2018-2020 period. Additionally, Valeant was able to remove the 
maximum leverage covenant from its credit agreement.  
 
           Exhibit 10: Teva Debt Maturity Profile 
 

 
Source: Company filings. 

 

Asset Sales 
 
Asset sales are another important lever that can generate cash relatively quickly. Teva has 
already entered into an agreement to sell its Women’s Health portfolio for $1.3bn, which is 
expected to close in 2017. Further sales of the European Pain and Oncology business were 
identified several months ago and expected to generate $2.3bn in cash proceeds. However, 
Teva subsequently announced that the bids it received for this business were too low and it no 
longer plans to pursue the sale.  
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We believe this highlights one of the key risks of over-relying on asset sales to generate cash. 
Potential buyers know that Teva is in a weak negotiating position and are only willing to pay fire 
sale prices. Furthermore, while asset sales help alleviate debt maturities, they have a very 
modest impact on leverage reduction. Most of the businesses Teva will be able to sell at a 
decent value have strong EBITDA margins and will further erode its cash flow generation 
capacity.  
 

Credit Ratings 
 
The rating agencies are an important constituency to keep in mind as Teva executes its 
turnaround plan. They will dictate the company’s ability to access the bond market and its cost 
of funding. Fitch has already downgraded Teva’s rating to ‘BB’ with a Negative outlook, but 
Moody’s and S&P ratings remain investment grade.  

 Moody’s has a Baa3 rating which is on review for downgrade. The agency noted that 
factors that could lead to a further downgrade include further deterioration in pricing 
pressure in the US generic business, weak FCF generation and leverage remaining above 
4x on a sustained basis.  

 S&P has a BBB- rating with a Negative outlook. S&P’s base case assumes continued 
erosion in the generic business, Copaxone sales of $2.1bn in 2018 and $1.5bn in 2019 
and leverage remaining elevated above the mid-4x area through 2019.  

 Fitch downgraded Teva to BB and left the ratings on Negative outlook on November 6, 
2017. The two-notch downgrade was driven by elevated leverage well above Fitch’s 3.5x 
target and uncertainty around the restructuring. Fitch’s ratings on Teva are unsolicited, 
meaning the company does not pay for them and may not meet with the analyst.  

 
We believe there is a greater than 75% probability that Moody’s downgrades Teva to below 
investment grade within the next 3 months, which means Teva’s debt will transition into the 
Emerging Markets High Yield index. We note that Teva’s bonds are already trading in-line with 
BB rated peers like Endo and Valeant. Even if Teva gets downgraded, we think the company 
should aim to regain its investment grade status and make this one of its key objective. We 
believe this is particularly important because well-executed acquisitions will need to play an 
important role in Teva’s longer-term growth story after the turnaround is completed.  
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OPERATIONAL RESTRUCTURING 
In-licensing / JV Strategy 
 
A key strategic alternative that Teva should consider is to try and form strategic consortiums 
with peer companies to increase revenues and share joint R&D to develop new drugs. 
Increasing the size should allow Teva to place more bets on new drug discovery. Increased size 
should also provide an advantage in drug development and make it more valuable as licensing 
partner. Finding a partner in some of the countries that don’t have a well-established generic 
market (e.g. China) will enable Teva enter a large generic market thus providing a major source 
of future cash flow. These JVs will help optimize the base business, expand current portfolio, 
expand into new markets / categories and drive scale and cost synergies.  
 
JVs in India are also an option that Teva should consider. India has a growing pharmaceutical 
industry of its own. It has become a competitor of global pharma in some key areas, and a 
potential partner in others. India has considerable manufacturing expertise; Indian companies 
are among the world leaders in the production of generics and vaccines. Indian companies have 
also started entering the realm of R&D; some of the leading local producers have now started 
conducting original research. A new patent regime provides better protection of intellectual 
property rights, although some issues remain. Clinical trials can also be conducted in India much 
more cost effectively than in many developed nations, and some local companies are beginning 
to develop the required expertise.  
 
These factors add up to a strong case for partnering with Indian companies around R&D, 
including clinical testing. However, Teva must carefully weigh the risks and rewards of 
partnering with Indian manufacturers. For example, the fall of Ranbaxy, whose problems point 
to systemic failures that went uncorrected by a predominantly Indian management. The 
whistleblowers report led to the levy of a $500 million penalty on the company, pointed to 
large-scale fudging of data and the absence of oversight mechanisms to correct such excesses. 
Instead, according to these reports, the then senior management of the company failed to take 
corrective action, even when evidence of such practices surfaced.  
 

Facilities Rationalization 
Exhibit 11: Facilities Rationalization 

           
Teva’s facilities footprint location; Thousands of sqft                    Teva # of Facilities global (Source: Citi) 
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Teva currently has a significant global facilities footprint with about 18 labs and 43 
manufacturing & distribution centers and about 8 corporate offices. Teva’s aggressive M&A 
strategy over the last decade has resulted in this extremely fragmented and decentralized 
network. Although Teva has consolidated facilities in the past to realize synergies from 
acquisitions, we believe there is a significant opportunity to further optimize the footprint.  
 
Approximately 80% of Teva’s manufacturing footprint (square feet) is in high cost locations such 
as Europe and North America with little presence in Asia. The COGS is ~ $10B in 2016 and is 
expected exert upward pressure in costs as the economy continues recover from the 2008 
financial crisis.  
 
Rationalizing the footprint is a complex process and requires careful planning and rigorous 
execution. We believe Teva can realize a significant savings between 15%-20% in total network 
processing costs. We expect Teva to reduce its costs by $900 million by rationalizing its 
manufacturing footprint, aligning its supply to match demand and improving manufacturing 
costs within the 4 walls which can drive up operational efficiency significantly. We believe Teva 
may not be aggressive in its footprint print rationalization and expect a base case reduction 
opportunity of $500 million.  
 
The above-mentioned savings can be realized through a structured process which starts with 
having a clear vision of the ideal “greenfield” scenario, which will enable Teva understand how 
close to an unconstrained solution it can reach and the current things that are holding it back 
from realizing the vision. In spite of detailed planning, all MFO moves involve several 
complexities and challenges that Teva should address: 

 Develop a broader labor strategy for dealing with union facilities 

 Implement tight financial controls to meet or exceed budget, and avoid additional costs 

without corresponding mitigating savings 

 Monitor and address status of critical employees — substantial risk of “business as 

usual” processes 

 Streamline testing requirements to avoid long delays in the move timeline 

 Ensure timely customer communications to avoid unanticipated delays 

 Enforce logistics plan in a timely manner 

 Identify and capture purchasing opportunities while conducting the move 
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Capital Expenditure Reduction 
 

Exhibit 11: Capital Expenditure 
 

 
Teva’s capex Trend (2012 – 2016; $Million) 

 
Teva’s capital expenditure has been steadily declining at 5% CAGR since 2012. However, given 
the significant number of facilities and equipment, we believe Teva has under invested in Capex 
to properly maintain the manufacturing assets, which probably resulted in the 17% increase in 
capex from 2015 -2016. The footprint rationalization will reduce maintenance Capex for Teva 
and we expect this to reduce overall Capex by 23 – 27% since Teva will rationalize its 
underperforming and high cost assets resulting in $209 million - $245 million reduction. 
 

Contract Research and Manufacturing Opportunity 
 
To further optimize research and manifesting costs, we believe Teva should look for a solution 
with a CDMO organization. Over the last few years, there has been a move to outsource 
manufacturing capabilities to CDMOs in Asia, particularly India. Among the key reasons for 
outsourcing are cost benefits due to lower labor costs and capital expenditures. India has 
established itself as a significant player, especially in solid dosage form manufacturing for the 
large-scale production of generics for global markets. Concurrently, Indian generics companies, 
including Cipla, Sun Pharmaceutical Industries, Zydus Cadila and Dr. Reddy’s, have developed 
into top global generics players.  
 
Regional market access and supply chain considerations are additional reasons why global 
pharmaceutical companies have chosen Asian CDMOs. A striking example is the high volume of 
biosimilar production in India, which is driven by the global asymmetry of regulatory biosimilar 
approval. While more than 50 biosimilars have been approved in India, only 24 passed the 
regulatory hurdles in Europe and just 5 in the US. Due to its status as an early adopter, India 
became a hub for the development and manufacturing of biosimilars. Despite the continued 
importance of outsourcing to Asian countries, some manufacturing operations have been 
repatriated to North America and Europe because of supply chain security concerns and 
pressure from regulators. 
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Selling, General & Administration Expense Reduction 
 

Exhibit 13: G&A Rationalization 
 

               
Teva SG&A Trend (2012 – 2016; $ Millions)                                                   Teva SG&A vs. Peers (2012 – 2016 average) 
 

Teva has a complex operating model in that it needs to support both the Generic and Branded 
businesses. Over the last decade, the US and EU markets have seen a significant rise in the 
importance of payers and a decline in the benefits from influencing physicians via sales reps. 
This has led to several companies reducing their SG&A expenses. However, Teva’s SG&A 
expenses have remained flat over the last 5 years. With the branded business projected to 
decline significantly over the next few, Teva needs to rethink its cost structure and re-align its 
expenses to support the new reality. Teva should conduct a Zero-Based SG&A Budget and then 
add only key layers that are required to support the future business. We believe there is a 15 – 
20% reduction in SG&A expenses. This will result in a SG&A reduction of ~908 million. Base case 
assumptions result in $650 million in reduction. 
 

R&D Consolidation / Rationalization 
 

Exhibit 14: R&D Consolidation / Reduction 
 

           
Teva R&D expenses Trend (2012 – 2016; $Millions)                          Teva R&D expenses vs. Peers (2012 – 2016 average) 

 
Teva’s R&D expenses have increased at ~ 12% CAGR since 2012. This was both due acquisitions 
that were not completely integrated as well as Teva’s strategy to develop more branded 
products.  
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The benchmarks above show that Teva has as the highest R&D expenses compared to its peers. 
Moving R&D spending to the peer average will save Teva $610 million. As a base case scenario, 
we believe Teva may be able reduce R&D expenses by $350 million. 
 
Teva should consider outsourcing its research activities to academic and private contract 
research organizations to lower costs and obtain higher access to more sophisticated 
technologies in an unstable environment.  
 

Inventory Reduction 
 

Exhibit 15: Inventory Reduction

 
2016 YE Inventory Days of Supply for peer group vs. Teva 

 

Teva had 180 days of inventory on hand in 2016 valued at ~$5.0B.  The top performing peers 
held inventory of about 78 days and the bottom performing peers at 141 days. Based on 
external benchmarks, the consumer goods industry, which is the most efficient in managing 
inventory, holds only 60 days’ supply. Teva may not want to cut inventory to 60 days, since 
their margins are higher, and the lifesaving role of some drugs calls for higher service levels. But 
at current inventory values, and reducing inventory to an average of both top and bottom 
performing peers, Teva could reduce inventory by ~36% and free up to $1.8 billion if it reduced 
inventories on hand to a realistic target of 116 days. For the base case, we’ve assumed Teva will 
be able to save only 60% of the inventory in the base case and expect this to release about $1.1 
billion. 
 
This huge opportunity is within reach, but only if it can align across functions and use its 
capabilities rigorously. Teva will need an increasingly powerful supply chain function, with 
broader and deeper involvement in planning, production, distribution, and purchasing 
processes. Data transparency will be necessary to operate an increasingly global supply chain.  
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Operational Improvement Impact Summary 
 
Exhibit 16: Summary of Operational Improvement Impact on EBITDA 
 

 
 
 
 
Exhibit 17: Summary of Operational Improvement Impact on Cash Flows 
 
 

 
  

Facilities 

Rationalization

SG&A 

Reduction

R&D 

Reduction

Levers

 Rationalize current global manufacturing footprint and move to 

lower cost sources for manufacturing

 Strategically out source non-core manufacturing to contract 

manufacturers to variablize manufacturing costs

 Employ low cost country sourcing strategies to source chemicals 

required for drug manufacturing

Description

 Right size SG&A people expense to reflect the new operating model

 Reduce expenses related to Travel & Expenses, utilities, office 

supplies, Information technology needs etc.

 Conduct a Zero-Based budget to reduce unnecessary expenses

 Rationalize R&D resources on plan vanilla generics and focus more

on speciality products

 Prioritize R&D initiatives and employ tighter budget constraints

 Outsource / joint R&D to reduce expenses

Base 

case

Best 

case

$500M $900M

$650M $908M

$1,500M $2,418MTOTAL EBITDA IMPACT

$350M $610M

Inventory 

Reduction

Capex 

Reduction

Levers

 Reduce current levels of inventory to a reliable 116 days

 Facilities consolidation will result in fewer products that will be 

stocked in multiple locations

 Deploy inventory strategies such as postponement and pooling to 

manage inventory levels

Description

 Reduce maintenance Capex due to reduction in manufacturing 

consolidation

 Employ lean design to increase operational efficiency

 Improve equipment reliability through statistical analysis to reduce 

downtime and expenses

Base 

case

Best 

case

$1,080M $1,800M

$209M $245M

$1,289M $2,045MTOTAL CASH IMPACT
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IMPLEMENTATION TIMELINE 
 
We expect the entire program to take 2 years to fully implement the savings identified. We 
expect the footprint consolidation to take the longest to achieve the run rate savings as this 
involves potential sale of assets, regulatory approvals and other logistics involved in 
consolidating manufacturing. Our model assumes SG&A reductions to be executed quickly. We 
expect R&D rationalization to take a bit longer to implement as Teva will have to prioritize key 
potential R&D activities and look for competent outsourcing partners before it can carry out the 
R&D reductions. As with any implementation we recognize that the effort requires a robust 
PMO to coordinate the various activities and aggressively push each of the work streams to 
deliver on or before target to maximize savings impact. 
 
Exhibit 18: Implementation Timeline 
 

 
 

LIQUIDATION ANALYSIS 
 
We estimate Teva’s liquidation value at approximately $18bn, which would result in a 56% 
haircut for the senior unsecured bondholders. The estimated liquidation value is significantly 
lower than the total asset value of $88bn due to large goodwill and intangible assets, which 
totaled almost $60bn. We recognize that applying 100% haircuts to these intangible assets is 
fairly draconian given the research-driven nature of a pharmaceutical business. The sensitivity 
analysis in Exhibit 18 shows that if the haircut on goodwill and intangible assets is reduced to 
75%, unsecured creditors would get 100% recovery.  
 

$0

-$200

$1,200

$1,000

$1,600

$1,400

$800

$600

$400

$200

Q4-20Q2-20 Q3-20Q1-19 Q2-19Q4-18Q1-18

Savings ($Million)

Q3-18Q2-18 Q4-19 Q1-20Q3-19



Page | 21  
 

At this point, we believe Teva is very far from bankruptcy given its cash generation capacity, 
investment grade ratings and saleable assets. We note that Valeant was in a much weaker 
position just two years ago, and was able to stabilize its business by selling assets and 
refinancing its debt.  
 
Exhibit 19: Liquidation Analysis 

 
 
Exhibit 20: Intangible Asset Haircut Sensitivity 

 
 

WORST CASE SCENARIO – Chapter 15 OPTION 
 
Teva’s Israeli domicile and global footprint would make bankruptcy proceedings very costly and 
create a lot of uncertainty. Although there are many similarities between Israeli and US 
bankruptcy codes, in an extreme case scenario, we believe Teva could exercise the Chapter 15 
protection. Chapter 15 will afford Teva many powers that are similar to those granted to 
Chapter 11 debtor in possession or trustee. For instance, Teva will be permitted to manage the 
affairs of the business – including selling assets.  The substantial asset base in the US will allow 
Teva to advance: 

 Greater legal certainty for trade and investment 

 Efficient administration of cross-border insolvency to protect the interest of the 
stakeholders 

 Protection and maximization of value for Teva’s assets 

 Protection of investment, preservation of employment and facilitation of the 
reorganization of troubled foreign debtors 

Liquidation Analysis
($ mil, as of 9/30/17) Book 

Value Haircut

Adj. 

Value

Cash and cash equivalents 2,063 0% 2,063       

Trade receivables 7,015 25% 5,261       

Inventories 5,255 25% 3,941       

Deferred taxes & other current assets 3,562 50% 1,781       

Total current assets 17,895 13,046     

Deferred income taxes 773 50% 387           

Property, plant and equipment, net 8,184 50% 4,092       

Other non-current assets 1,245 75% 311           

Goodwill 39,392 100% -            

Intangible Assets 20,687 100% -            

Total Assets 88,176 17,836     

Recovery 

Rate

Senior Unsecured Debt 31,971 56%

Convertible Preferred Shares 3,620 0%

Common Equity 26,675 0%

Goodwill & Intangibles Haircut 100% 95% 90% 85% 80% 75%

Unsecured Recovery 56% 65% 75% 84% 93% 100%
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APPENDIX 
 

Appendix 1: Teva DCF Analysis 
 

 
 
 

Appendix 2: Speculative Pharma Peer Comparison 
 

 
 

2017E 2018E 2019E 2020E 2021E 2022E

EBIT 6,068 4,956 4,724 4,666 4,443 4,338

Tax Rate 17.0% 14.9% 14.9% 14.9% 14.9% 14.9%

NOPAT 5,037 4,218 4,021 3,972 3,782 3,692

Plus:  depreciation & amortization 668 598 597 605 612 613

Minus:  change in w orking capital (972) (1,192) (65) 903 884 85

Minus:  capital expenditures (779) (638) (637) (645) (653) (654)

Unlevered free cash flow 3,954 2,987 3,917 4,834 4,625 3,736

Discount period months 0 1 13 25 37 49

Discount period years 0.0 0.1 1.1 2.1 3.1 4.1

Discount factor 1.00 0.99 0.94 0.88 0.83 0.78

Present value of annual cash flow s 3,954 2,972 3,663 4,250 3,822 2,902

Terminal value 46,693

Teva DCF Valuation Equity value per diluted share

Present value of cash flow s 17,609 WACC Residual growth rate

Present value of terminal value 36,270 22.5 0.00% -0.50% -1.00% -1.50% -2.00% -2.50% -3.00% -3.50%

Enterprise value 53,878 4.3% 59.92 52.04 45.65 40.36 35.91 32.12 28.86 26.01

Minus: net debt 30,960 4.8% 50.93 44.63 39.42 35.04 31.31 28.08 25.28 22.81

Equity value 22,919 5.3% 43.63 38.50 34.18 30.50 27.33 24.56 22.13 19.97

Equity value per diluted share $22.5 5.8% 37.59 33.34 29.71 26.59 23.86 21.46 19.34 17.44

Current share price 15.7$       6.3% 32.51 28.94 25.86 23.17 20.81 18.71 16.85 15.17

Upside/(downside) potenital 43.5% 6.8% 28.18 25.14 22.49 20.16 18.10 16.26 14.61 13.12

7.3% 24.44 21.83 19.53 17.50 15.69 14.06 12.59 11.25

WACC calcuation 7.8% 21.18 18.91 16.91 15.12 13.52 12.07 10.75 9.55

Cost of equity (CAPM) 10.8% 8.3% 18.31 16.33 14.57 12.98 11.55 10.26 9.08 7.99

   Beta 1.1

   Equity risk premium 7.5%

   Risk free rate 2.5% Assumptions Implied multiples

Cost of debt 4.5% WACC 6.4% Enterprise value / 2017 EBITDA 8.0x

   Tax-adjusted cost of debt 3.8% Residual grow th rate -1.5% Enterprise value / 2018 EBITDA 9.7x

% equity 36.9% Shares - diluted 1017 Terminal value / Last E EBITDA 9.4x

% debt 63.1% Tax rate 14.9%

Teva Valeant Endo Mylan Perrigo Mallinckrodt Allergan

Revenue 23,418            8,964              3,942              11,937            4,994              3,259              15,479            

EBITDA 6,736              3,183              1,797              3,869              1,170              1,389              9,307              

FCF 2,813              2,053              360                  1,612              611                  428                  3,427              

Total Debt 34,702            27,141            8,280              14,785            3,693              5,836              30,336            

Debt/EBITDA 5.2x 8.5x 4.6x 3.8x 3.2x 4.2x 3.3x

Credit Ratings Baa3/BBB-/BB B3/B B Baa3/BBB-/BBB- Baa3/BBB- BB- Baa3/BBB/BBB-

Market Cap 18,265            6,988              1,751              21,500            11,781            2,201              56,855            

EV/EBITDA 7.9x 10.7x 5.6x 9.4x 13.2x 5.8x 9.4x
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Appendix 3: Historical Altman Z-Score for Teva 
 

 
 

Appendix 4: Teva Stock Price 
 

 
Source: Bloomberg. 
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Market Yield on Teva’s 3.15 2026 Bond 

 
Source: Bloomberg. 
 
 
Generic vs Brand Prescriptions Dispensed 

 
Source: Barclays.  
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Traditional vs. Biologic Brand Conversions 

 
Source: Barclays.  
 
 

US Generic Market Share 

 
Source: IMS Health, JP Morgan.  
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Appendix 5: Financial Statements 
 
Balance Sheet  
 

 
 
  

Actuals Forecast
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Current assets:

Cash and cash equivalents 2,879 1,038 2,226 6,946 988 2,991 334 362 1,155 1,657 4,333

Trade receivables 5,572 5,338 5,408 5,350 7,523 7,015 6,826 6,544 6,625 6,704 6,722

Inventories 5,502 5,053 4,371 3,966 4,954 5,255 5,016 4,538 4,034 3,474 3,497

Deferred taxes & other current assets 2,402 2,291 2,391 2,136 3,496 3,562 3,189 2,986 3,023 3,059 3,067

Total current assets 16,355 13,720 14,396 18,398 16,961 18,822 15,364 14,431 14,837 14,894 17,619

Deferred income taxes 250 725 773 773 773 773 773 773

Other non-current assets 1,338 1,696 1,569 2,341 1,235 1,245 1,245 1,245 1,245 1,245 1,245

Property, plant and equipment, net 6,315 6,635 6,535 6,544 8,073 8,184 8,224 8,264 8,304 8,345 8,386

Identifiable intangible assets, net 7,745 6,476 5,512 7,675 21,487 20,487 19,587 18,737 17,937 17,137 16,337

Goodwill 18,856 18,981 18,408 19,025 44,409 39,392 39,392 39,392 39,392 39,392 39,392

TOTAL ASSETS 50,609 47,508 46,420 54,233 92,890 88,904 84,585 82,842 82,488 81,786 83,752

LIABILITIES AND EQUITY

Current liabilities:

Short-term debt 3,006 1,804 1,761 1,585 3,276 5,299 3,849 4,034 4,208 1,212 4,348

Sales reserves and allowances 4,934 4,918 5,849 6,601 7,839 7,570 6,976 6,967 7,053 7,137 7,156

Trade payables & accrued expenses 3,376 3,317 3,171 3,599 5,562 5,393       5,852       5,815       5,907       5,935       5,974       

Other current liabilities 1572 1,926 1,508 1220 1842 1,781 1,794 1,791 1,814 1,835 1,840

Total current liabilities 12,888 11,965 12,289 13,005 18,519 20,043 18,471 18,607 18,982 16,119 19,319

Deferred income taxes & other liabilities 3,142 2,520 2,210 2,943 6,854 7,124 6,378 6,370 6,449 6,525 6,543

Senior notes and loans 11,712 10,387 8,566 8,358 32,524 27,340 23,491 19,457 15,249 14,037 9,689

Total liabilities 27,742 24,872 23,065 24,306 57,897 54,507 48,340 44,434 40,680 36,681 35,551

Equity:

Mandatory convertible preferred shares 3,291 3,620 3,620 3,620 0 0 0 0

Ordinary shares of NIS 50 50 50 52 54 54 54 54 54 54 54

Additional paid-in capital 13,474 13,628 14,121 17,757 23,409 23,444 23,444 27,064 27,064 27,064 27,064

Retained earnings 12,346 12,535 14,436 14,851 13,607 11,289 14,377     17,624     20,904     24,091     27,255     

Accumulated other comprehensive loss -17 -91 -1,343 -1,955 -3,159 -2,400 -2,400 -2,400 -2,400 -2,400 -2,400

Treasury Shares -3,085 -3,557 -3,951 -4,227 -4,194 -4,194 -4,194 -4,194 -4,194 -4,194 -4,194

Non-controlling interests 99 71 42 158 1,656 2,583 1,345 260 380 490 423

Total equity 22,867 22,636 23,355 29,927 34,993 34,396 36,246 38,408 41,808 45,105 48,202

Total liabilities and equity 50,609 47,508 46,420 54,233 92,890 88,904 84,585 82,842 82,488 81,786 83,752
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Income Statement 
 

 
  

Actuals Forecast
YEAR 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Non-GAAP, $M

Generics 10,385$ 9,902$   10,810$ 10,540$ 11,990$ 12,302$ 11,993$ 12,156$ 12,257$ 12,194$ 12,236$ 

Copaxone 3,996$   4,328$   4,237$   4,023$   4,223$   3,599$   2,138$   1,646$   1,368$   1,344$   1,322$   

Non-MS Specialty 4,154$   4,060$   4,323$   4,315$   4,451$   4,126$   3,452$   3,637$   3,939$   4,212$   4,194$   

Other 1,782$   2,024$   902$       774$       1,239$   2,237$   2,349$   2,466$   2,590$   2,641$   2,694$   

Total Revenue 20,317$ 20,314$ 20,272$ 19,652$ 21,903$ 22,264$ 19,932$ 19,905$ 20,152$ 20,391$ 20,446$ 
% growth 0.0% -0.2% -3.1% 11.5% 1.6% -10.5% -0.1% 1.2% 1.2% 0.3%

COGS 8,246$   8,419$   8,129$   7,437$   8,485$   10,095$ 10,171$ 10,353$ 10,517$ 10,567$ 10,637$ 

Gross Profit 12,071$ 11,895$ 12,143$ 12,215$ 13,418$ 12,169$ 9,761$   9,552$   9,635$   9,824$   9,809$   
% of sales 59.4% 58.6% 59.9% 62.2% 61.3% 54.7% 49.0% 48.0% 47.8% 48.2% 48.0%

R&D 1,283$   1,422$   1,409$   1,441$   1,660$   1,637$   1,105$   1,148$   1,203$   1,527$   1,525$   

S&M 3,835$   4,033$   3,782$   3,425$   3,731$   3,350$   2,700$   2,661$   2,726$   2,793$   2,864$   

G&A 1,238$   1,242$   1,220$   1,175$   1,180$   1,114$   1,000$   1,020$   1,040$   1,061$   1,082$   

Total OpEx 6,356$   6,697$   6,411$   6,041$   6,571$   6,101$   4,805$   4,828$   4,969$   5,382$   5,471$   

Operating Profit 5,715$   5,198$   5,732$   6,174$   6,847$   6,068$   4,956$   4,724$   4,666$   4,443$   4,338$   
% of sales 28.1% 25.6% 28.3% 31.4% 31.3% 27.3% 24.9% 23.7% 23.2% 21.8% 21.2%

Finance Expense 354$       289$       306$       223$       442$       941$       906$       793$       695$       581$       504$       

Goodwill Impairment Charge 6,100$   

Pre-Tax Income 5,361$   4,909$   5,426$   5,951$   6,405$   (973)$     4,050$   3,931$   3,971$   3,861$   3,834$   
% of sales 26.4% 24.2% 26.8% 30.3% 29.2% -4.4% 20.3% 19.8% 19.7% 18.9% 18.8%

Tax Rate 12% 13% 20% 21% 17% 17% 15% 15% 15% 15% 15%
Provision for Taxes (661)$          (630)$          (1,075)$       (1,251)$       (1,075)$       165$           (603)$          (585)$          (591)$          (574)$          (570)$          

Net Income 4,700$        4,279$        4,351$        4,700$        5,330$        (807)$          3,448$        3,346$        3,381$        3,287$        3,264$        

Net Income / (Loss) to NCI (29)$            (24)$            -$                (4)$              (86)$            (350)$          (100)$          (100)$          (100)$          (100)$          (100)$          

Net Income to Teva 4,671$   4,255$   4,351$   4,696$   5,244$   (1,157)$  3,348$   3,246$   3,281$   3,187$   3,164$   
% of sales 23.0% 20.9% 21.5% 23.9% 23.9% -5.2% 16.8% 16.3% 16.3% 15.6% 15.5%

Share Count for EPS 873             850             858             867             1,020          1,017          1,017          1,073          1,073          1,073          1,073          

EPS 5.35$     5.01$     5.07$     5.42$     5.14$     (1.14)$    3.29$     3.03$     3.06$     2.97$     2.95$     
% growth -6.4% 1.3% 6.8% -5.1% -122.1% -389.3% -8.1% 1.1% -2.9% -0.7%
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Actuals Forecast
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Operating Activities

Net income 1,910 1,253 3,042 1,597 311 (1,157)$  3,448$    3,346$    3,381$    3,287$    3,264$    

Non-Cash & Other

  Depreciation 436         462         472         470        531          668         598         597         605         612         613         

  Amortization 1,272      1,180      1,036      838        993          1,000      900         850         800         800         800         

  Deferred income tax (net) -690 -1380 -226 237 15 -          -          -          -          -          -          

  Stock-based comp 82 64 95 117 124 -          -          -          -          -          -          

  Legal settlements (445)        (199)        (199)        (202)        (204)        (204)        

  Other 734         (278)        128         349        813          6,100      -          -          -          -          -          

Changes in Working Capital 414        968        290        967       1,219      (972)       (1,192)   (65)         903        884        85          

  Increase in A/R 2,106      862         (449)        (1,063)   (5,527)     (442)$     (562)$     (485)$     118$       114$       26$         

  Increase in Inventories (490)        449         682         405        (988)         (301)$     239$       477$       504$       560$       (23)$        

  Increase in AP & accruals (1,202)    (343)        57           1,625    7,734       (229)$     (868)$     (57)$        280$       209$       82$         

Cash from Operations 4,572      3,237      5,127      5,542    5,225       5,194$   3,555$   4,530$   5,486$   5,378$   4,557$   

Investing Activities

Purchases of property, plant and equipment -1,104 -1,031 -929 -772 -901 (779)$     (638)$     (637)$     (645)$     (653)$     (654)$     

Acquisitions of businesses, net of cash acquired 0 -39 -363 -3,309 -36,148 43$         -$        -$        -$        -$        -$        

Proceeds from sales of long-lived assets and investments 264 187 196 524 2,002 1,607$    -$        -$        -$        -$        -$        

Purchases of investments and other assets -201 -160 -324 -2,003 -481 (194)$     -$        -$        -$        -$        -$        

Other investing activities -93 -104 -30 -5 -212 -$        -$        -$        -$        -$        

Net cash used in investing activities -1,134 -1,147 -1,450 -5,565 -35,740 677 -638 -637 -645 -653 -654

Financing activities:

Dividends paid on ordinary shares -855 -1,089 -1,156 -1,155 -1,303 (900)$     -$        -$        -$        -$        -$        

Repayment of LT debt (net) -2,213 -3,133 -839 -2,521 -999 (3,161)$  (5,299)$  (3,849)$  (4,034)$  (4,208)$  (1,212)$  

Proceeds from LT debt issuance (net) 5,024 338 0 2,099 25,252 507$       -$        -$        -$        -$        -$        

Net change in short-term debt -2,492 384 -385 29 1,998 -$        -$        -$        -$        -$        

Issuance of ordinary shares (net) 0 0 0 3,291 329 -$        -$        -$        -$        -$        -$        

Issuance of mandatory convertible preferred shares (net) 0 0 0 3,291 329 -$        -$        -$        -$        -$        

Dividends paid on preferred shares 0 0 0 0 -255 (260)$     (260)$     -$        -$        -$        -$        

Purchases of treasury shares -1,161 -497 -500 -439 0 -$        -$        -$        -$        -$        

Other 19 114 505 210 -134 (53)$        (15)$        (15)$        (15)$        (15)$        (15)$        

Net cash provided by (used in) financing activities (1,678)$  (3,883)$  (2,375)$  4,805$  25,217$  (3,868)$  (5,574)$  (3,864)$  (4,049)$  (4,223)$  (1,227)$  

Translation adjustment on cash and cash equivalents 23 -48 -114 -62 -660 -$        -$        -$        -$        -$        -$        

Net change in cash and cash equivalents 1,783 -1,841 1,188 4,720 -5,958 2,003 -2,657 29 792 503 2,676

Balance of cash and cash equivalents @ BOP 1,096 2,879 1,038 2,226 6,946 988$       2,991$    334$       362$       1,155$    1,657$    

Balance of cash and cash equivalents @ EOP 2,879 1,038 2,226 6,946 988 2,991$    334$       362$       1,155$    1,657$    4,333$    


