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Perrigo Paves the Way for Recovery with Margin Focus 

        
 

   

 

Price $24.62 Dividend Holding January 23, 2025 

• 4.6% Dividend Yield, 21 consecutive years of growth. 

• Concluded quality assurance program in the infant formula segment, expects 

to ramp production and return to form by 2026. 

• Entering cost saving program, through consolidation of the organization and 

headcount cuts expects to save $150 million by 2026. 

• Creating new ‘disruptive growth’ team to identify new markets to enter. 

• Refinanced debt on the balance sheet, with new maturities not starting until 

2030. Expects meaningful deleveraging below 3.0x net debt to EBITDA by 

2026. 

• Entering into voluntary non-renewals of contracts that are margin dilutive. 

Investment Thesis 
Perrigo (PRGO) is a pure player in the OTC consumer healthcare market. Since our last 

coverage on PRGO, it has continued to slim down the business, focusing on expanding 

the bottom line through contract non-renewals and headcount cuts. Additionally, PRGO 

has new management, a new CEO as of July 2023 with experience from Bayer and 

Procter & Gamble. 

PRGO has experienced headwinds from a weaker 2023-2024 cold-and-flu season and 

continued pressure from ramping production in the infant formula segment following a 

change of FDA rules. However, the infant formula headwinds are rolling off quickly, and 

we expect a full return to form by 2026. On the growth side, PRGO has created a 

‘disruptive growth’ team to explore entry into new markets, and the Women’s health 

area continues to show strong growth.  

In our view, the short-term business pressures are more than priced into the stock and 

effectively discount its strong 4.6% dividend yield and long-standing retail relationships. 

PRGO is at a turning point, and thus we believe it is a good pick for dividend investors 

looking for the possibility of capital appreciation. 

Estimated Fair Value 
EFV (Estimated Fair Value) = EFY26 EPS (Earnings Per Share) times P/E (Price/EPS) 

EFV = E26 EPS X P/E = $3.15 X 15.3 = $48.28 

A P/E of 15.3x would return PRGO to its pre-2023 ratio, as well as price in potential 

growth from focusing on women’s health and entering new segments. Our earnings 

https://buildingbenjamins.com/stock-thoughts/perrigo-outlook-healed-by-repositioning/
https://buildingbenjamins.com/stock-thoughts/perrigo-outlook-healed-by-repositioning/
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estimate of $3.15 are above the average of $3.05 due to our confidence in new 

management and the focus on expanding margins. 

 E2025 E2026 E2027 

Price-to-Sales 0.8 0.7 0.7 

Price-to-Earnings 7.9 7.1 6.7 

Analyst consensus data from SeekingAlpha 

Existing Operations 
Across North America and Europe, PRGO manufactures OTC (over the counter) brands 

for a wide variety of uses such as women’s health, skincare, and cold-and-flu relief. 

Primarily (60% of revenue), PRGO manufactures generics in private-label format with a 

growing component of its revenue (40%) coming from own-brands. 

Global Category % of Revenue Growth (year over year) 

Infant Formula 9.4% -30.4% 

Upper Respiratory 17.8% -11.4% 

Digestive Health 12.0% -2.4% 

Pain and Sleep-Aids 12.7% -10.4% 

Healthy Lifestyle 12.3% -0.6% 

Oral Care 8.6% -10.0% 

Skin Care 15.2% 1.9% 

Women's Health 5.0% 30.5% 

Vitamins 4.3% -6.0% 

Others 2.6% -5.3% 

First 9 months of 2024, combined global revenues. 

Total sales dropped 7.5% year over year. The decline in sales was due to voluntary 

contract non-renewals, continued headwinds in the infant formula segment, and the 

2023-2024 flu season was weaker than the previous year. 

https://www.cdc.gov/flu/whats-new/flu-summary-addendum-2023-2024.html
https://www.cdc.gov/flu/whats-new/flu-summary-addendum-2023-2024.html
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Throughout the year, PRGO has executed several voluntary non-renewals of contracts 

which management stated were margin dilutive. PRGO expects an overall mid-single 

digit sales decline for the full year 2024 due to these margin improvement actions.  

PRGO is the third largest manufacturer of infant formula in North America, with a 

branded market share of 19.8% and a private-label share of 16.1% for the 13 weeks 

ending October 6th, 2024. Part of the headwinds we covered in our last article was new 

FDA guidance on infant formula. During the final quarter of 2023, PRGO’s Wisconsin 

plant was shut down for noncompliance with the new regulations which prompted a 

program to bolster QA across the segment. By the quarter ending September 2024 

PRGO stated that all its facilities have been brought into compliance and reported it hit 

85% stock across its largest customers. PRGO expects to reach this level across all 

customers by the end of 2024. With the acquisition of part of Nestle’s and Gerber’s 

infant formula business in 2022, we are confident that PRGO will be able to regain its 

2019 market share level to the 35.0% branded and 27.9% private-label area.  

The highlight of current operations was the women’s health category, which had 30.5% 

growth year over year for the 9 months ending September 2024. According to PRGO, 

this was driven by Opill. Opill was approved in July 2023, as the first OTC oral 

contraceptive available in the US. For women between 15-44 who use contraceptives, 

24% reported that they use pills. Pills are most common among the youngest 

consumers, with 44% of 15-24 reporting oral contraceptive usage. 

Divestitures and Expansion 
PRGO continues to streamline the business, announcing the sale of HRA’s rare disease 

business in July 2024, for approximately $200 million cash up front, and $85 million 

more provided milestones are met.  

For the time being, it is unlikely in our view that PRGO will engage in acquisitions 

considering the debt load is high. During the quarter ending September 2024 earnings 

call, PRGO mentioned that some of the savings from its cost-cutting programs are going 

toward ‘disruptive growth’ categories. Additionally, it appointed former Bayer 

QA/Regulatory lead as chief scientific officer, moving the former chief scientific officer to 

head the disruptive growth team. While there is little information available on the new 

team, management stated that the team will focus on entering new markets while 

developing ‘disruptive’ products in existing ones.  

An area that PRGO identified as a potential commercialization point is GLP-1 related side 

effect relief. According to JP Morgan more than 30 million Americans, about the same 

number as get the flu every year, could be on GLP-1 drugs like Ozempic by 2030. 

Around 50% of GLP-1 users experience side effects similar to the stomach flu. PRGO 

https://seekingalpha.com/article/4709831-perrigo-company-plc-prgo-q2-2024-earnings-call-transcript#:~:text=We%20looked%20at%20it%20very%20carefully.%20It%20was%20one%20customer.%20It%20was%20several%20molecules%20of%20subcategories.%20And%20we%27re%20reporting%20it%20because%20really%20it%20was%20a%20one%2Doff.%20It%20was%20impactful%20in%20terms%20of%20revenue%2C%20but%20positive%20in%20terms%20of%20margin%20expansion.%20And%20then%20you%27re%20right%20to%20pick%20up%20on%20the%20other%20points.
https://buildingbenjamins.com/stock-thoughts/perrigo-outlook-healed-by-repositioning/
https://cassels.com/rep_work/perrigo-acquires-infant-formula-business-of-nestle-and-gerber/#:~:text=On%20November%201%2C%202022%2C%20Perrigo,business%20of%20Nestl%C3%A9%20Canada%20Inc.
https://cassels.com/rep_work/perrigo-acquires-infant-formula-business-of-nestle-and-gerber/#:~:text=On%20November%201%2C%202022%2C%20Perrigo,business%20of%20Nestl%C3%A9%20Canada%20Inc.
https://www.fda.gov/drugs/postmarket-drug-safety-information-patients-and-providers/opill-0075mg-oral-norgestrel-tablet-information#:~:text=FDA's%20approval%20of%20Opill%20as,stores%2C%20as%20well%20as%20online.
https://www.fda.gov/drugs/postmarket-drug-safety-information-patients-and-providers/opill-0075mg-oral-norgestrel-tablet-information#:~:text=FDA's%20approval%20of%20Opill%20as,stores%2C%20as%20well%20as%20online.
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stated that its first marketing directly to GLP-1 users will begin in the final quarter of 

2024, with a full rollout in 2025 depending on initial response. 

Risk 
While we are confident in management’s ability to recover market share and grow the 

top line, the generic OTC market that represents around 60% of PRGO revenue lacks 

pricing power compared to name-brands. Additionally, there are low barriers for entry in 

the generic market which puts an effective ceiling on how much PRGO can charge 

private-label customers. However, the advantage to this is that it provides a relatively 

stable floor that remains through times of economic uncertainty as consumers substitute 

out higher-price name brands. 

PRGO’s debt remains a concern, with Fitch downgrading PRGO to BB in April 2024. The 

higher debt load is due to the $1.9 billion acquisition of HRA Pharma, reported to have a 

multiple of ~14x EBITDA at the time the transaction closed. While this is on the higher 

end of OTC product healthcare acquisitions, HRA has a history of prescription-to-OTC in 

the women’s healthcare market, such as its ellaOne emergency contraceptive.  

Financials 
Geographically, the European business had revenues flat year over year, with skincare 

growth offsetting losses due to a weaker cold-and-flu season. In North America, 

revenues fell 12.1% year over year due to the weaker cold-and-flu season, mixed with 

continuing impacts from the infant nutrition business. For the 9 months ending 

September 2024, PRGO’s gross margin was flat at 35.8%, with operating margin 

slipping into the negatives. Excluding unusual items like impairments and restructuring 

charges, operating margin expanded 50bps to 6.0%. 

Excluding the impact of ramping the infant formula business, PRGO expects to end 2024 

with a gross margin of 40%. The infant formula business required around $25 million in 

expenditures for QA actions during 2024, which have addressed all the FDA’s issues. For 

2025, we expect margins to continue to climb as PRGO re-gains sales capacity in infant 

formula and additional spend rolls off. As previously discussed, PRGO will be executing a 

program of voluntary non-renewals of contracts that are margin-dilutive and will remove 

production of some product variations that are also margin-dilutive.  

Project Energize is a 3-year optimization program started in February 2024, with the end 

goal of $150 million in annual savings by 2026. The program started with 550 layoffs, 

around 6.1% of the workforce, and focuses on organizational consolidation. For the first 

9 months of 2024, management stated the program has already saved $95 million and 

plans to reinvest $50 million of the final savings annually in the growth of the business. 

https://investor.perrigo.com/2021-09-08-Perrigo-to-Acquire-Leading-Consumer-Self-Care-Company,-HRA-Pharma
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Over the short-term it is possible that restructuring and impairment charges eat at the 

gains of the program, though as these roll off, we expect strong margin gains.  

PRGO’s debt load does remain a concern, expecting to end 2024 with a net debt to 

adjusted EBITDA (less restructuring and impairment) of 4.0x, tracking to 3.0x by the 

end of 2025. It has rolled over $1.1 billion in issuances to 2032, though the new interest 

rate is around 200bps higher. While the higher interest rate is worse on the bottom line, 

the rollover of issuances has increased the maturity to past 2030 which should alleviate 

short-term risk to the business.  

PRGO has 21 years of dividend growth, with a current yield of 4.6% or $1.1/share 

annually. Based on the post-dividend expected cash position of $525 million, we do not 

expect PRGO to have any trouble paying the dividend. However, we also do not expect 

more than token increases to the dividend over the short-term.  

Conclusion 
Despite alleviating headwinds and a strong dividend yield, PRGO has been hammered by 

the market, losing 27.43% over the trailing twelve months. As the infant formula 

business recovers and cold-and-flu season return to normal levels, we expect sales to 

return to low-single digit growth. With the addition of a ‘disruptive growth’ team to 

explore new markets for entry, it is possible that the long-term could see mid-single-

digit growth. Over the short term we expect earnings to increase above revenue as 

PRGO enters several margin accretive programs. PRGO is a solid dividend stock that has 

a low valuation, with high prospects for recovery. 
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Peer Comparisons 
 

 

 
 

Perrigo 

(PRGO) 

Organon 

(OGN) 

Bausch 

Health (BHC) 

Teva 

Pharmaceutic

al Industries 

(TEVA) 

GSK (GSK) 

Dividend Yield 4.59% 7.06% - - 4.66% 

Price-to-Earnings 9.35 3.86 2.06 8.88 8.68 

Price-to-Sales 

(TTM) 
0.75 0.64 0.30 1.48 1.62 

EV-to-EBITDA 

(FWD) 
9.76 6.19 7.43 8.46 6.74 

Net Income 

 Margin 
-3.63% 20.30% -1.88% -5.72% 8.02% 

Price-to-Book 

(TTM) 
0.72 8.29 NM 4.11 3.64 
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Disclaimer and Related Information 
This report was written by Julie Brown and reviewed and edited by Benjamin C. 

Halliburton. 

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, a 

registered investment adviser. Tradition is doing business as (DBA) Building Benjamins 

in the publishing, email, and website space. 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 circumstances and 

whether this investment is appropriate for you, your objectives, or your risk tolerance. 

Under no circumstance is Building Benjamins or Tradition Investment Management LLC 

responsible for any actions that you may take after reading this educational information. 

Nothing from Building Benjamins should be considered personal investment advice. 

Building Benjamins and Tradition Investment Management LLC, the website, emails, 

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

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

quoted herein. Investing, particularly 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, and broader 

financial market risks like liquidity, Economic cycle, and government policy. You may 

lose money in any stock investment or other investments and 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. 

Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade 

ahead of any customer buy or sell resulting from this information. 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 for educational purposes. 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 or Tradition Investment Management LLC. US copyright laws apply. 

We rely on information from sources we believe reliable, including the companies 

themselves, but cannot guarantee the accuracy of the information we provide. You rely 

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


