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Valeant:	The	Price	History
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Valeant:	My	first	try	(November	2015)
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Valeant:	A	Second	Try	(in	April	2016)
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Valeant:	Back	again	(in	November	2016)
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The	New	Numbers	(in	March	2017)

2016	10K 2015	10K %	Change

Revenues $9,674.00	 $10,442.00	 -7.35%

Operating	income	or	EBIT $3,105.46	 $4,550.38	 -31.75%

Interest	expense $1,836.00	 $1,563.00	 17.47%

Book	value	of	equity $3,258.00	 $6,029.00	 -45.96%

Book	value	of	debt $29,852.00	 $31,104.00	 -4.03%







9

Ackman’s	Exit:	Effects	on	Investment

¨ Bill	Ackman,	long	the	company's	biggest	investor	and	
cheerleader	and	for	much	of	the	last	two	years,	a	powerful	
board	member,	has	admitted	defeat,	selling	the	shares	that	
Pershing	Square	(his	investment	vehicle)	has	held	in	Valeant	
for	about	$11	per	share,	representing	a	staggering	loss	of	
almost	90%	on	his	investment.	

¨ As	an	investor,	I	have	to	make	my	own	judgments	on	whether	
a	stock	fits	in	my	portfolio	and	following	others	(no	matter	
how	much	regard	I	have	for	them)	is	me-too-ism,	destined	for	
failure.	

¨ It	is	possible	that	Ackman's	presence	in	the	company	and	the	
potential	veto	power	that	he	might	have	been	exercising	over	
big	decisions	may	have	become	more	of	an	impediment	than	
a	help	as	the	company	tries	to	untangle	itself	from	its	past.
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Three	Paths	forward

1. Going	Concern:	By	assuming	that	revenues	would	continue	to	
drop	2%	a	year	and	margins	will	stay	depressed	at	2016	levels	for	
the	next	5	years	and	that	revenue	growth	will	stay	anemic	(3%	a	
year)	after	that,	with	a	moderate	improvement	in	margins,	the	
value	per	share	that	I	get	is	$13.68.

2. Acquisition	Target:	I	am	afraid	that	the	Valeant	taint	so	strong	and	
its	structure	so	opaque	and	complex	that	very	few	acquirers	will	
want	to	buy	the	entire	company.	I	see	little	chance	of	this	bailing	
me	out.

3. Sum	of	the	liquidated	parts:	Now	that	Ackman	is	no	longer	at	the	
company,	is	for	Valeant	to	open	its	books	to	potential	acquirers	
and	sell	its	assets	individually	to	the	best	possible	buyers.	Note	
that	this	liquidation	value	will	have	to	exceed	$29	billion,	the	
outstanding	debt,	for	equity	investors	to	generate	any	remaining	
cash.
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My	Valeant	Decision

¨ The	test: I	cannot	reverse	the	consequences	of	my	original	sin	
(of	buying	Valeant	at	$32)	in	April	2017	and	the	secondary	sin	
(of	doubling	down,	when	Valeant	was	trading	at	$14)	by	
selling	now.	The	question	then	becomes	a	simple	one.	Would	
I	buy	Valeant	at	today's	price?	If	the	answer	is	yes,	I	should	
hold	and	if	the	answer	is	no,	I	should	fold.

¨ The	decision:	At	today’s	price,	I	will	hold	because	the	value	is	
higher	than	the	price	(though	much	lower	than	my	average	
cost	per	share).

¨ Self	delusion?		 I	am	aware	that	I	might	be	just	rationalizing	a	
very	common	investment	mistake:	the	unwillingness	to	sell	
losers.	I	hope	not,	but	you	are	always	the	last	person	to	see	
your	own	blind	spots!


