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• 3.3% dividend yield, 100% operating cash flow conversion and further 

growth in EPS expected for FY23.  

• Repositioning toward consumer-facing health brand progressing with 

divestitures and acquisitions. Power player in consumer staples. 

• Tax situation resolved, $974 million in losses mitigated. 

• Potentially game-changing approval with Opill prescription birth control 

approved for moving to OTC (Over The Counter) usage. 

• Baby formula operation is undergoing expansion to allow for an additional 

100 million units in volume per year, in the face of global shortages of baby 

formula.  

 

Investment Thesis 
Perrigo (PRGO) is a manufacturer of private-label and contract-produced over-the-

counter medications. In 2020 PRGO embarked on a program to reposition itself to be an 

exclusively consumer-facing OTC brand. This includes simplifying the sales process for 

1000 products, extensive divestitures, and expanding the addressable market through 

acquisitions.  

PRGO has seen an acceleration in its top line growth thanks to its efforts in streamlining 

and repositioning. While we have concerns about the debt level, the 3.31% dividend 

yield coupled with being one of the largest consumer staples manufacturers, makes 

PRGO attractive for a recession resistant dividend investment. 

Estimated Fair Value 
EFV (Estimated Fair Value) = E24 EPS (Earnings Per Share) times PE (Price/EPS) 

EFV = E24 EPS X P/E = $3.05 X 16.2 = $49.41. 

 E2023 E2024 E2025 

Price-to-Sales 0.9 0.9 0.9 

Price-to-Earnings 12.5 10.6 9.2 
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Operations 
Unlike traditional pharmaceutical companies, PRGO is repositioning to be an exclusively 

OTC consumer-care brand. In the United States and Europe, PRGO owns brands that 

treat common ailments such as allergies, colds, and flu. Additionally, PRGO operates 

several women's health, baby food, and skin care brands. Often overlooked, the OTC 

drug market size is expected to increase by 50% in the next decade to $233 billion 

globally.  

As part of the "Optimizing and Accelerating" program, PRGO is changing how it 

distributes drugs to consumers and stores utilizing a direct sales model. This initiative 

attempts to reduce supply chain hangs which have caused infant formula and children's 

medicine shortages. This will optimize the delivery of nearly 1,000 products by FY24. 

This changeover will slightly decrease net results for FY23, but in the long term will 

increase accessibility and marketability.  

Acquisitions and Approvals 
PRGO utilizes Merger and Acquisitions (M&A) to expand the product portfolio or 

streamline existing operations. PRGO conducted 14 M&A operations from 1Q22-1Q23. 

M&A will remain an important part of the realignment toward being a dedicated 

consumer care company.  

PRGO's Opill has was submitted to the FDA's advisory committee and, as of May 10th 

was recommended for approval for OTC usage. Opill was previously prescription only, 

and the formulation has been approved since 1960. The US contraceptive market was 

valued at $8.3 billion in FY22 and is expected to grow at a 6% annually over the next 5 

years. Pills have had only 40% market penetration, given the barriers to entry. PRGO 

has increased net sales in the women's health and contraceptive category by 95.4% in 

1Q23, which could easily grow once Opill sees widespread OTC distribution.  

In FY22 PRGO acquired Nestle's infant formula plant for $170 million and an additional 

$60 million for modernizations and expansions. This will allow PRGO to increase 

production by 100 million units annually by the end of FY23. PRGO manufactures baby 

formula for 17 off-label brands and is a contract manufacturer for several private-label 

brands including Nestle. PRGO will also acquire the Canadian Good Start baby formula 

brand as part of the transaction.   

Risk 
In March of FY23, the FDA released new guidance for baby formula. The guidelines 

pertain to new quality control standards for infant nutrition. While PRGO does not 

release exact figures, management stated that the new guidelines would "significantly 

increase" manufacturing costs. Nonetheless, PRGO still expects to be able to undercut 

https://www.fortunebusinessinsights.com/over-the-counter-otc-drugs-market-105433
https://www.fortunebusinessinsights.com/over-the-counter-otc-drugs-market-105433
https://www.reuters.com/business/healthcare-pharmaceuticals/us-fda-advisers-back-otc-use-perrigos-birth-control-pill-2023-05-10/
https://www.grandviewresearch.com/industry-analysis/us-contraceptive-market
https://www.grandviewresearch.com/industry-analysis/us-contraceptive-market
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name brands by 40% and increase the margin of the segment through the added scale 

of the Nestle plant and increase in contract production demand. 

PRGO maintains a debt-to-EBITDA level of 5.3x, a decrease quarter over quarter. The 

expected bump in operating cash flow conversion will likely assist in delevering, we still 

have concerns about the high debt load.  

Outlook  
PRGO has embarked on a divestiture campaign to eliminate margin-dilutive businesses. 

Previously, it manufactured and marketed various generic topicals for dermatological 

purposes. This unit was sold off in late FY21 for $1.5 billion. In FY22, South American 

segments were entirely divested for an unreleased sum. 

FY23 outlook is positive, with EPS expecting to land between $2.50 and $2.70 per share 

with net sales growth at 7-11%. Operating cash conversion is expected to increase from 

32% to 100% conversion by the end of the year. Results will be weighed toward the 

year's second half when most impacts of the previous year's M&A and divestitures will 

be realized. The largest positive from 1Q23 was the dismissal of the Notice of Proposed 

Adjustment from the IRS. This eliminated $974 million in potential tax-related liabilities. 

Seeing a significant recovery in net margin, increasing 400bps year over year, is 

promising. If efficiency improvements continue to be realized, coupled with the Opill 

going OTC, PRGO is poised to accelerate its growth and profitability.  

 

 

 

 

 

 

 

 

 

 

 

https://www.prnewswire.com/news-releases/perrigo-reports-first-quarter-fiscal-year-2023-financial-results-from-continuing-operations-301819371.html
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Peer Comparisons 
 

 Perrigo (PRGO) 
Elanco Animal 

Health (ELAN) 

Organon 

(OGN) 

Johnson and 

Johnson (JNJ) 

Price-to-Earnings 

(FWD) 
12.50 11.37 4.73 14.86 

Price-to-Sales (TTM) 0.98 1.00 0.84 4.31 

Price-to-Cash Flow 

(TTM) 
18.05 12.16 6.07 21.63 

EV-to-EBITDA (FWD) 11.29 10.57 6.66 13.21 

Dividend Yield 3.31% 0.00% 5.55% 3.01% 
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Disclaimer and Related Information 
 

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 

Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 

Halliburton is the founder and owner of Tradition Investment Management, LLC which 

has applied to be an RIA (Registered Investment Adviser). Until registration is complete, 

Tradition is operating as a private family office. Tradition is paying Building Benjamins 

LLC to publish this information and run the website. All material on the website should 

be considered paid advertising by Tradition. 

This article is a financial publication and is provided for educational purposes only. It is 

not an investment recommendation nor investment advice. It does not take into 

account your personal circumstance and whether this investment is appropriate for you, 

your objectives, or your risk tolerance. Under no circumstance is Building Benjamins LLC 

or Tradition Investment Management LLC responsible for any actions that you may take 

after reading this educational information. Nothing from Building Benjamins LLC should 

be considered personal investment advice. Building Benjamins LLC, the website, emails, 

interviews, social media pages, and other materials are published by Building Benjamins 

LLC and do not necessarily match the opinions of the individuals or companies published 

or quoted herein. Investing, and in particular, stock or ETF investing, is risky and may 

result in losses and sometimes loss of your entire investment. Stock investing has 

company-specific operational risks like demand, competition, legal and regulatory, as 

well as broader financial market risks like liquidity, economic cycle, and government 

policy. You may lose money in any stock investment or other investments that you 

make, and you are solely responsible for those decisions. 

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 

may or may not have positions in the securities discussed in this educational report. The 

information herein is shared as an educational endeavor.  Mr. Halliburton, Tradition 

Investment Management LLC, and/or the authors on this site may transact in the 

security discussed at a later date prior to or without notification in this format. This is 

not investment advice but only a discussion of select investments.  

Building Benjamins is an investment website, blog, or newsletter, and the information 

contained cannot be reproduced, copied, or redistributed without the prior written 

authorization of Building Benjamins LLC. US copyright laws apply. We rely on 

information from sources we believe to be reliable, including the companies themselves, 

but cannot guarantee the accuracy of the information that we provide. You rely on this 

information at your own risk and are responsible for the verification of the data. 

 


