
	  

Pfizer-Allergan Deal Report 
 
The $160bn merger between Pfizer and Allergan is the largest Pharmaceutical deal 
in history. The deal appears to be the culmination of a frantic year for Healthcare 
M&A, driven by persuasive market fundamentals. However, this deal cannot simply 
be placed into the general trends of the market – instead it represents a unique case 
with very specific motives. The merger is Ian Reid’s legacy, and is at its core a 
product of financial engineering. This report will discuss the strategic rationale for the 
deal, its drawbacks and the links it has to the wider pharmaceutical market. The 
report will also discuss the choice of deal advisors and ask if M&A is witnessing the 
inexorable rise of boutique banks. 
 
Firm Overview 
 
 
Pfizer  
Involved in the discovery, development and manufacture of healthcare products. Its 
global portfolio includes medicines and vaccines, and many consumer healthcare 
products. It operates in three segments: Global Innovative Pharmaceutical segment 
(GIP), Global Vaccines, Oncology and Consumer Healthcare segment (VOC) and 
Global Established Pharmaceutical segment (GEP).  
 
 
Allergan  
A global specialty pharmaceutical company engaged in the development, 
manufacturing, marketing and distribution of generic, branded generic, brand name, 
biosimilar and OTC pharmaceutical products.  It operates in three segments: North 
American Brands, North American Generics and International, and Anda Distribution.  

 
 
Precedent Transactions 
 
Allergan - (been involved in more than $110bn worth of deals in the past 12 months) 
 
2014 - Failed purchase of Allergan from Valeant. Plan was derailed when rival drug 

group. 
Actavis agreed to buy Allergan for $66bn, sealing the biggest deal of 2014. 

 
2015 - Allergan sold generics business to Teva ($41bn). $33.75bn expected to be in 

cash with remainder in stock. 
 
2015 - Sold Allergan inc to Acatvis, plc ($70.5bn). This was a cash and equity 
transaction. 
 
2015 - Allergan plc agrees to buy Kythera Biopharmaceuticals inc. all in cash. It 

expected that a cash transaction at $75 a share could be completed more 
quickly than the original proposal of 80% cash 20% stock 

 

Notes: Allergan have been on a deal-making binge in recent yeas with the help of low interest 
rates, and to cope with pricing pressures and relatively high U.S. corporate tax rates. 



	  

 
Pfizer 

 
2000 - Acquisition of Warner-Lambert ($115.bn).  

Motive - Pfizer to acquire the drug Liptor after being launched two years 
earlier. The lowering-cholesterol drug was a huge success and sales reached 
up to $1bn in first 12 months. 

 

2002 - Acquisition of Pharmacia ($60bn). 
Motive - Pfizer to acquire the arthritis drugs Celebrex and Bextra. The deal 
may also allow Pfizer to continue to post earnings growth based on reducing 
costs. Especially after buying Warner-Lambert, buying another drug company 
will allow it to continue making merger-related savings and make it even more 
dominant over other drug companies. 

 

2009 - Acquisition of rival Wyeth ($68bn).  
Motive - Deal may have been cemented because of the idea that Wyeth had 
a huge presence in biotechnology and vaccines. 
Jeffrey Kindler (then CEO) - “A powerful opportunity to transform our industry” 

 

2015 - Acquisition of Hospira ($17bn). 
Motive - Firstly, it became one of the top makers of sterile injectable drugs 
after the deal. Secondly, its partnership with Merck of Germany enabled the 
company to gain ground in the race to develop a new generation of cancer 
drugs. 
 

2014 - Failed acquisition of AstraZeneca ($100bn) -  
Motive for Pfizer - Firstly, its 24% corporate tax rate would be lowered as shift 
in tax limits if moved to UK. Secondly, $17bn in overseas cash that would 
have been acquired by Pfizer would have received a hefty penalty if 
repatriated to the US. Thirdly, it would acquire a pipeline of new drugs. 

 
For AstraZeneca, Nexium, a heartburn treatment, and Crestor, a drug for high 
cholesterol, accounted for 35 per cent of group revenues in 2014. By 2017, 
two-thirds of these sales are expected to be lost to cheap generic competition 
as the drugs have lost patent protection on these drugs. However, 
AstraZeneca told investors that new drugs were on the horizon - potential 
‘blockbusters’ such as cancer drugs MEDI14736 and AZD9291. They hoped 
that the decision to carry on being independent was a reflection of Astra 
being seen as a leader in pharmaceuticals innovation. 

 

Notes : It seems that most of the deals are led by factors such as the need for acquiring new 
drugs and for greater efficiency. This in turn has led to spur a record of deals in the 
pharmaceutical industry in recent years. 

 
 
 
 
 



	  

b. Other M&A activity in the pharma industry 
 
Trends 

• The last 30 years has seen major consolidation in the pharmaceutical 
industry through mergers and acquisitions. 

• Of the 6 largest pharmaceutical M&A deals in history, Pfizer has been 
involved in 3. 

• The large revenues of pharmaceutical companies has led many to seek out 
tax inversion deals, where a company will become the subsidiary of a new 
parent company in another country for the purpose of falling under beneficial 
tax laws.  

• History has shown that companies have tended to consolidate nationally, 
before looking abroad. 
Glaxo, Welcome and Smith and Kline all converged first. Presumably this is 
due to easier operational, legal and financial integration. 

 
Pharmaceutical Mergers and Acquisitions, 2000 to 2009 

Year        Dollar Total    Number of Deals 
2000        $97,424,934,321    41 
2001        $27,749,309,161    87 
2002        $66,093,147,595    147 
2003        $23,625,371,126    173 
2004        $95,213,138,700    171 
2005        $46,553,632,500    128 
2006        $74,806,033,300    138 
2007        $71,600,790,685    180 
2008        $40,664,107,740    140 
2009        $147,237,047,186   140 
10-Year Total  $690,967,512,314   1,345 

 
2000 SmithKline Beecham and Glaxo Wellcome merge to form 
GlaxoSmithKline. 

• Glaxo Wellcome and SmithKline Beecham announced their intention to 
merge in January 2000. The merger was completed in December that year, 
forming GlaxoSmithKline in a deal worth $72.4bn. 

 
2008 Roche Acquired Genentech 

• In 2008, Roche agreed to buy Genentech for $46.8bn. 
• The deal was unique in the Roche already owned a majority stake in 

Genentech since 1990. 
• The whole acquisition was motivated by cost savings which Roche estimated 

to be up to $850 million per year.  
 
2014 Medtronic Acquisition of Covidien 

• In 2014, Medtronic inc., the second-largest maker of medical devices, agreed 
to buy Covidien Plc for $42.9 billion in cash and stock. 

 
 
 
 
 
 
 
 
 



	  

Strategic Rationale 
 
 
Reasons for tax inversion  

• Why inversion and why Ireland? In terms of the tax rate, US is about 40%, a 
35.5% overall and maybe another 4.5% depending on which state is the legal 
domicile. Pfizer now pays an effective rate of 25% through existing off-shore 
revenue — already whittled down from the US’s corporate rate of 35%, But 
even so it is still worthy for Pfizer to commence the tax inversion with regards 
to its multinational corporation nature and its growing business outside US.  

• Avoid global earning taxation. The IRS taxes U.S.-based corporations on their 
global earnings – regardless of where those earnings are derived – other 
countries often impose no tax whatsoever on earnings from foreign sources. 
This gives the company the ability to not only lower its marginal tax rate, but 
also to exclude a large portion of its earnings from taxation altogether. 

• Overseas assets of multinational corporations. Most U.S- based multinational 
corporations have substantial amounts of profits in offshore company and 
they are unwillingly to repatriate due to the tax consideration. Examples 
include Google, Apple, Facebook and Burger King. 

 
How does tax inversion work and why Pfizer’s approach is considered creative? 

• Although inverting companies are colloquially said to "change" their domicile 
to a foreign country, technically inversion usually involves creating a new 
parent company that sits "on top" of the corporate structure and is 
incorporated in the desired foreign jurisdiction. The legacy U.S. corporation 
retains its domicile and becomes a mere subsidiary. 

• The impact of obstacles created by US treasury and the raised threshold on 
Pfizer’s offer price. First, companies can no longer use foreign cash tax-free 
to fund inversion deals if the deal ends up with just 20% foreign ownership. 
Second, the threshold has been raised from 20% to 40%, which means in 
order for Pfizer to reincorporate itself in Ireland through this merger it needs 
to pay more than expected to reach the 40%. Pfizer’s market cap is roughly 
$220 billion and for Pfizer to meet the 40% threshold the target would need to 
be worth at least $134 billion. Actually, with a market value of $124 billion, 
Allergan doesn't meet that criterion today. However it turns out that Pfizer will 
pay $160bn for the deal it means almost $36bn (160-124 billion) extra will be 
paid to Allergan.  

• The way the deal will be structured. The pharma companies are considering 
structuring the deal so that it is Allergan acquiring Pfizer, even though Pfizer 
would technically be paying a premium for Allergan’s shares. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 



	  

 
Drug R&D pipeline 
 

 
 

• Common Criticism on Pfizer’s innovation ability: company's drug development 
pipeline has been relatively weak. Viagra, the blockbuster erectile dysfunction 
drug, emerged by chance, after subjects who took the drug as part of a failed 
pulmonary hypertension trial asked if they could continue to get it. 

• For much of its recent history, Pfizer's monumental success stems from 
astute mergers and acquisitions. 

• Company portfolios do not overlap. Pfizer can benefit from Allergan’s 
research performance and its portfolio and the tax savings give Pfizer a big 
competitive edge, because they free up cash to do other deals, such as 
buying small but innovative biotech or pharma companies. Moreover, 
Allergan cited quick access to Pfizer's global markets. 

• A combined pipeline of more than 100 mid-to-late stage programs in 
development and greater resources to invest in R&D and manufacturing is 
expected to sustain the growth of the innovative business over the long term. 
Through product approvals, launches and inline performance the combined 
company aspires to be a leader in growth. 
 

Synergies  
At the beginning of the negotiations they were expected at to be about $4 billion in 
the third year after the acquisition, but now are set at just $2 billion. The level of cost 
savings is small for this size transaction and may reflect Pfizer’s desire to over-
deliver. However, it is more likely a result of the fact that Pfizer and Allergan are 
already lean beasts and so there is limited scope for additional cost savings. The 
synergies that can be found will be achieved through economies of scale and scope 
as well as operational streamlining and slashing R&D expenditure.  
 
 
 



	  

 
Will the deal go ahead, what if it doesn’t? 
 
Will political hostility to inversion deals impact upon legitimate cross-border 
transactions? 
 
Not entirely unexpectedly, the market priced in a significant chance of the transaction 
collapsing the day the deal was announced, with shares in Allergan the day after the 
announcement trading at $303, approximately 19% below Pfizer’s all-stock offer; 
uncommon considering both boards had signed off on the deal. While this may follow 
a recent trend of a number of large deals trading at larger than usual gaps – in part 
due to a high volume of deals and reduced capital in merger-arbitrage funds – one 
must also consider the heavy political opposition, the minimal financial upside of the 
deal relative to its cost, and the low break-up fees attributed to certain outcomes of 
Pfizer’s acquisition of Allergan. 
 
After the announcement of the deal on Monday morning, by Monday afternoon all 
three Democratic candidates – and President Obama – had publicly opposed the 
deal, citing disgust of Pfizer’s attempt to avoid taxes and the negative impacts this 
deal will have on American taxpayers and the economy. However, Pfizer is immune 
to all anti-inversion measures recently implemented by Treasury as it will only 
maintain 57% of the newly combined company: the Treasury’s rules only take effect 
above 60%. Other than an act of Congress, which is very unlikely, this deal will be 
completed. 
 
The question is whether this purely financial deal will be worth it. The deal values 
Allergan at 25x earnings, yet growth is expected to slow to about 16% within two 
years. Pfizer will also be taking on Allergan’s $40bn in debt. While Pfizer will save 
$2bn p.a. in taxes, it is giving up 43% of its company to do so. That means 43% of 
Pfizer’s earnings, or nearly $6.3bn, will go to Allergan’s former shareholders. Pfizer 
will receive 57% of Allergan’s earnings, but that only equals $3.8bn. The gap is 
$2.5bn, or $500m more than what Pfizer is receiving in tax savings. The deal may 
still pay off in the long run due to additional cost cutting or future earnings growth. 
But all mergers have risk, and some analysts believe if this deal is solely about tax 
savings then it comes up short. 
 
Furthermore, hidden within the termination fees are two clauses, allowing either side 
to pay at least half the proposed break-up fee of $3-3.5bn to walk away. If one 
company’s stockholders vote down the transaction, the company whose stockholders 
turned down the deal have to pay only $1.5bn, and if either party pulls out due to a 
change in the law, they must only pay $400m to the other side. This apparent lack of 
belief from Pfizer and Allergan themselves that they can execute this deal is further 
emphasised by shareholder dissent from some large Allergan shareholders who 
expected at least $400 per share. But their concerns may be assuaged by the 
promise to commence huge share buybacks and the decision to split the newly 
combined group into two smaller companies in 2018. 
 
Institutional shareholders will have the final say, holding 72.2% of Pfizer and 90.2% 
of Allergan. But with Irish and US governments not stopping the biggest 
pharmaceutical merger in history and both boards agreed, investors may come round 
to the benefits of the deal and reduce the large discount afforded to Allergan’s 
shares. This seems to already be happening, with Allergan shares recently rising to 
$316. 
 



	  

The Pfizer-Allergan merger is the latest in a string of high-profile US companies to 
undertake tax inversion, largely due to the USA’s 35% corporate tax rate which is 
much higher than the developed world’s average of 25%. In an attempt to circumvent 
any political attempt to torpedo the deal, the transaction is structured as a reverse 
merger, with Allergan technically buying Pfizer. However, this has not misled 
Washington. 
 
Over fifty similar deals have been done in the past three decades by well-known 
corporations with seven announced in the past year. This includes Medtronic PLC, 
Fruit of the Loom and Allergan itself. David Pyott, Allergan’s previous chairman 
before it moved its tax base to Ireland, believes they would have remained “an 
independent American company had it not been for the disadvantages caused by our 
uncompetitive US corporate tax system.” 
 
Congressional researchers have estimated inversions, if left unchecked, will cost the 
US Treasury Department almost $20bn in the next ten years. Hence, it is not 
surprising that campaigning against inversion deals has become one of the main 
themes of the presidential debate, on both sides. Politicians’ use of labels such as 
“unpatriotic” and “avoidance” on those entering into tax inversion deals could 
potentially lead to the mistrust of such companies by domestic consumers and, as a 
result, may lead to decreased sales at home. Moreover, the acquirer may face 
political hostility form the target’s home country, illustrated by Pfizer’s previous failed 
attempt at acquiring British AstraZeneca. However, considering the reluctance in 
changing the anti-competitiveness of the US tax code, it will not be surprising to see 
more companies remain willing to move their tax base internationally in order to save 
considerable amounts. Tom Price, one of the few congressional Republicans who 
have commented on the issue, believes the only real solution to curbing inversions is 
legislative tax reform. Until then, legitimate cross-border transactions will continue. 
 
 
Links to the wider Pharmaceutical Industry 
 
The main driver behind the Pfizer-Allergan deal is tax avoidance, with Pfizer saving 
$21bn by moving its headquarters to Ireland. The impact of this deal can be seen in 
the sudden impetus that the US government has put on reforming its tax system, with 
the US treasury announcing new measures aimed at deterring tax-cutting corporate 
transactions. There are also investigations by the EU into Ireland’s tax regime and a 
proposed G20 crackdown on tax havens. This may potentially result in a drop in tax 
inversion M&A deals in the future because of new regulations. 
 
Throughout 2015 we have seen a boom in pharmaceuticals deals, which has 
reduced the options for takeout candidates. There had been a rush to complete deals 
before the FED raised rates as well as an eat-or-be-eaten mentality encouraging 
firms to perform M&A before its too late. Firms benefit from reduced cost of raising 
funds and thus a higher NPV with lower rates. Those firms with mergers in mind will 
have moved pre FED rise thus we predict M&A to slow down in 2016. 
 
Another aspect of this deal could be the potential for a split by 2018. This would 
create two companies, a high growth branch that specializes in R&D and 
innovations, and another with more modest growth with an expiring or about-to-
expire patent portfolio. Other pharma companies may follow suit in order to compete 
in product development. This is likely to represent the future for the pharmaceutical 
industry with separated generics and innovative healthcare companies.  
 
 



	  

Advisors 
 
It is interesting to note that Pfizer, 
unlike Allergan, did not give 
mandates solely to bulge bracket 
investment banks to provide advisory 
services. Allergan has mandated J.P. 
Morgan and Morgan Stanley. In 
advising Pfizer, Goldman Sachs is 
joined by Guggenheim Partners, 
Moelis and Centerview. This increase 
in activity of smaller ‘boutique’ 
investment banks has been typical on 
recent large M&A transactions. Prior 
examples of this trend include: Moelis 
advised Dell in its $67bn acquisition 
of EMC and Centerview advised 
Time Warner Cable in its $78.7 billion 
merger with Charter Communications. These two examples are some of the largest 
transactions of the year, which traditionally would have been dominated by bulge 
bracket investment banks. The rise of the boutique investment bank is becoming 
ever clearer, M&A advisory boutiques accounted for 27% of M&A fees for the first 
quarter of 2015, compared with around 15% in 2007. It isn’t just on the larger deals 
that boutiques are making their increased revenue, deal volume in 2014 was up 47% 
year on year, the highest level since 2007.  
 
Boutique banks have managed to achieve this increased favourability due to a 
number of reasons. The highly regulated environment of bulge bracket investment 
banks has allowed smaller firms to formulate and build personal relationships with 
clients within a less regulated structure. For example, boutiques do not experience 
the same capital rules or regulatory supervision of their bulge bracket competitors. In 
recent years clients have noted these advantages, believing that boutiques provide 
superior independent advisory services than large banks, despite their inability to 
provide high levels of financing.  
 
However, it is crucial to not think that this is the beginning of the end of M&A for 
bulge bracket banks. Deals will always need large balance sheets to be financed; 
therefore bulge bracket banks will always be necessary on a large deal. The most 
important thing to note from this analysis is that huge global corporates are 
increasingly confident that boutique firms are as, and if not more, capable as bulge 
bracket firms in providing comprehensive independent advisory services for the 
biggest headline M&A deals. Therefore, this argument couldn’t be clearer than by 
looking at Pfizer’s advisors on this blockbuster deal.  
 
 
 
 
 
 
 
 
 
 
 
 



	  

Conclusion 
 
2015 has seen global M&A deal making surge to an all-time high of $4.6tn. A number 
of blockbuster deals has helped to drive this value upwards. At $160bn the Pfizer-
Allergan deal is certainly one of them. The transaction is transformational for both 
companies, and it represents Ian Reid’s legacy. As the report has shown, the 
strategic rationale for the deal is almost exclusively financial engineering. Pfizer is 
aiming to replace its high US corporation tax with the low rate (17%) paid in Ireland. 
Key issues that have spurred-on other deals in the industry including the patent cliff 
and R&D developments are of secondary importance.  
 
The inversion aspect of the deal has certainly drawn much criticism, with politicians 
from all sides attacking the transaction. However, despite this criticism a continued 
flow of cross-border deals is likely. Little political action will be taken against 
inversions until after the 2016 election, and even after that the President will have 
difficulty pushing restrictive reform through both Houses. Also politicians are divided 
on how to handle the issue: tax reform or legislation hampering cross-border deals? 
Thus, political threats are unlikely to be a significant barrier to M&A in the near-term.  
 
The financial impetus of the deal is symbolic of the new focus healthcare is taking. 
Unlike the mega-mergers in the 2000s that saw the creation of some of today’s 
pharmaceutical giants like GlaxoSmithKline, in 2015 a different vision for the 
healthcare sector is emerging. Ian Reid believes in the ability of the deal-making 
process to capture new drug pipelines and ideas. This has encouraged a shift away 
from an R&D focused business model to a more streamlined sales-orientated 
approach. A new drug costs on average $2.6bn to bring to market, and the M&A 
process enables firms to avoid the risks and costs of such a process. Thus, the 
pharmaceutical landscape is in the midst of a radical transformation. Instead of large 
companies dominating all aspects of drug development and sales, small biotechs 
may come to lead drug creation whilst larger companies leverage their international 
scope to focus solely on sales.  
 
Meanwhile, the likely spilt within Pfizer into its branded products division and it 
generics segment is symptomatic of another trend in the industry, which is separating 
into companies into generic and innovative parts. This operational model certainly 
makes sense in the low margin generics business, where scale is vital.  
 
The long-term outlook for the pharmaceutical industry is therefore three-tiered. 
Biotech companies will generate the ideas; pharmaceutical companies will then sell 
the products; and, once the patent runs out, generics companies will produce it en-
mass. In this scenario, M&A will be a necessity for CEO’s looking to generate 
shareholder value, as capturing R&D pipelines from biotech companies will be critical 
for ensuring profitability. 
 
In 2016, healthcare M&A is set to continue. Market fundamentals continue to be 
strong, with the patent cliff, novel treatments, and cheap debt encouraging market 
activity. Furthermore, several firms have expressed their desire to find acquisition 
targets, such as Johnson & Johnson, and many have the cash on their balance 
sheets to see it through. Whilst the size of the Pfizer-Allergan deal is unlikely to be 
topped, deal volume will continue at its current rate in the near-term. Opportunities 
and incentives abound.  


