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Teva Pharmaceutical Industries Limited.
TEVA - $14.19 – NYSE

 

Recommendation: Cover ½ of Short Position.

Reasons For Taking profit onShort Sale Recommendation

1st Sell Short recommendation:  April 10, 2018 @ $17.60, Profit +$3.41  +19.4%

2nd Sell Short recommendation: May 30, 2018 @ $22.00, Profit +$7.81  +35.5%

• Revenue growth declining.

• Gross profit declining.

• Gross margin declining.

• Operating profit declining.

• EBITDA declining.

Net income declining.

• EPS declining

• Competition increasing.

• Shares outstanding increasing.

TEVA has hit our short term price target of $14-$16.  Therefore, per our policy we are 
taking profit on our short recommendation of ½ of our position.  It took a year, a little 
longer than we thought, but what else is new.  We still believe that ultimately this is a $10 
stock.  But in a 10 year bull market, we have done well taking profits on our shorts when 
we have them, instead of seeing some dumb story come out and watching the stock rally on
a “beat the number” bull...

We originally shorted TEVa because it was a highly indebted company that relied on 
one drug, Copaxone for 17% of its revenue, but 48% of its EBITDA. That drug had two
generic  competitors coming to market, so it didn't seem like a stretch to assume that TEVA
was going to have a problem.  Alas, we were wrong, initially but ultimately correct.
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The street bought the turnaround story hook, line and sinker.  Turnarounds can 
generate huge returns, we get that.  But shouldn't there be an actual turnaround occurring?

Our first sell short recommendation in April 2018, seemed liked a slam dunk.  That should 
have been our first warning, that it would not be that easy.  Of course, TEVA then played 
the “beat the number” game.  It reported “better than expected”  2018 first quarter 
revenue and earnings and RAISED GUIDANCE!

Never mind, that revenue was down 10.4% year over year. Copaxone revenue declined 
40%, gross margin declined from 50.2% to 46.4%, five quarters in a row of sequential 
revenue declines, gross profit down 17%, EBITDA down 11%, net income down 13.3%, 
and EPS down 11.3%. But they beat the number, hooray!

What was important, was that they “beat the number”, and the “turnaround “ was going 
smoothly and oh, by the way Warren Buffet was buying.  Well, if Warren Buffet is 
buying, I don't need to do any work and just buy the stock, because obviously he did the 
work so it must be a buy.  Um, no.  Warren Buffet was not buying, his lieutenant was 
buying TEVA.  Not the same thing.

Was the “turnaround” going smoothly?  Not really.  Yes, they were paying down debt and 
cutting expenses but that was not keeping up with the deterioration in the business.

As we wrote in our May 2018 report: 

“They cut expenses by $228 million in North America, but segment profit still declined
by $411 million”!  
Gross profit from the North America segment in the first quarter of 2018 was $1.4
billion, a decrease of 31%.  

Copaxone performance in 1Q18

In fiscal1Q18, Teva reported sales of $645 million for its multiple sclerosis drug,
Copaxone, a sequential decline of ~21%, and a YR/YR decline of 33%.

Europe Copaxone sales fell ~13%.

In the Growth Market segment, Copaxone sales came in at $16 million, a YR/YR 
decline of 24%.

On May 14, 2018 Teva stock increased ~5.5% on the news of the expected delay in the
FDA approval for rival Perrigo’s (PRGO) generic version of Teva’s asthma inhaler ProAir.
Guess what, the Perrigo generic now has approval!  Oops!
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What does TEVA say now about their competitor Perrigo's generic competitor to ProAir?
“Significant erosion due to introduction of generic Albuterol”. Pro Air had revenue of 
$397 million in 2018.  Revenue from ProAir was supposed to be $500 million.  Oops!

So, TEVA's management INCREASED guidance and the stock price increased 22% from 
$17 to $22 on this “turnaround”!  Wait, what?  Increased guidance?  

Lets see:
Revenue declining, gross profit declining, gross margin declining, operating income 
declining, EBITDA declining, net income declining, EPS declining, competition increasing,
shares outstanding increasing, but we cut some expenses and paid off some debt and Buffet 
likes it.  Oh, ok.  The lack of work that is going on in this bull market is incredible.

Since then it has been a steady deterioration in the business.  

2018 Fourth Quarter Results

• Revenue $4.559 billion vs $5.459 billion, down 16% year over year.
• Gross profit down 19% year over year.
• Non-GAAP EPS $0.93 vs $0.53, down 46%.
• Free cash flow $522 million vs $934 million, down 44.1%.
• EBITDA $1.091 billion vs $1.534 billion, down 28.9%.
• Copaxone revenue $494 million vs $821 million, down 39.8%.

With a “turnaround” like this, we would hate to see what a disaster looks like?
Actually, this is what a disaster looks like!

They did pay down debt by $3.6 billion to ONLY $28.9 billion! So there is that!
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Teva has three business segments: North America, Europe  & International.

North America Segment 

Our North America segment includes the United States and Canada. 
The following table presents revenues, expenses and profit for

our North America segment for the three months ended
December 31, 2018 and 2017: Three months ended December 31, 

2018 2017 
(U.S.$ in millions / % of Segment Revenues) 
Revenues ....
........ 

2,238 100% 2,689 100.0% 

Gross profit
........ 

1,201 53.7% 1,506 56.0% 

R&D 
expenses .... 

185 8.3% 192 7.1% 

S&M 
expenses .... 

341 15.2% 285 10.6% 

G&A 
expenses .... 

127 5.7% 101 3.8% 

Other 
income ...... 

(3) § (10) § 

Segment 
profit .... 

551 24.6% 938 34.9% 

Revenues from our North America segment in the fourth quarter of 2018 were $2,238 
million, a decrease of $451 million, or 17%, compared to the fourth quarter of 2017, 
mainly due to a decline in revenues of COPAXONE, our U.S. generics business, ProAir
and QVAR® and the loss of revenues from the sale of our women’s health business, 
partially offset by higher revenues from AUSTEDO and Anda. 

Revenues in the United States, our largest market, were $2,103 million in the fourth 
quarter of 2018, a decrease of $434 million, or 17%, compared to the fourth quarter of 
2017. 
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Revenues by Major Products and Activities 
The following table presents revenues for our 
North America segment by major products and 
activities for the three months ended December 31, 
2018 and 2017: North America 

Three months ended 
December 31, 

Percentage 
Change 

                                                 2018 2017 2017-2018 
(U.S.$ in millions) 
Generic 
products ..........
..........................
..................... 

$ 1,099 1,224 (10%) 

COPAXONE .................
.........................................
.... 

356 641 (44%) 

BENDEKA / TREANDA
.........................................
... 

140 158 (11%) 

ProAir .......................
.........................................
........ 

45 102 (56%) 

QVAR .............................
.........................................
. 

9 48 (81%) 

AUSTEDO ......................
.........................................
.. 

68 17 314% 

Anda ................................
.........................................

363 289 26% 

Generic products revenues in our North America segment in the fourth quarter of 2018 
decreased by 10% to $1,099 million, compared to the fourth quarter of 2017, mainly due 
to additional competition to methylphenidate extended-release tablets (Concerta® 
authorized generic), portfolio optimization primarily as part of the restructuring plan as well
as market dynamics and price erosion in our U.S. generics business, partially offset by 
new generic product launches. 
COPAXONE revenues in our North America segment in the fourth quarter of 2018 
decreased by 44% to $356 million, of which $341 million were generated in the United 
States, compared to the fourth quarter of 2017, mainly due to generic competition in the 
United States. 
ProAir revenues in our North America segment in the fourth quarter of 2018 decreased 
by 56% to $45 million, compared to the fourth quarter of 2017, mainly due to higher sales 
reserves recorded in the fourth quarter of 2018 in anticipation of generic competition to 
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the short-acting beta-agonist class of drugs, including an approved generic version of 
Ventolin HFA. In the albuterol inhaler category, approximately 40% of prescriptions are 
written as “generic albuterol,” which means that  the launch of any generic inhaler may
(will) cause patient migration to such generic products. We launched our own ProAir 
authorized generic in the United States in January 2019. 

North America Gross Profit 
Gross profit from our North America segment in the fourth quarter of 2018 was $1,201 
million, a decrease of 20% compared to $1,506 million in the fourth quarter of 2017. The 
decrease was mainly due to lower revenues from COPAXONE and generic products. 

Gross profit margin for our North America segment in the fourth quarter of 2018 
decreased to 53.7%, compared to 56.0% in the fourth quarter of 2017. This decrease was 
mainly due to lower COPAXONE revenues. 

North America Profit 
Profit from our North America segment in the fourth quarter of 2018 was $551 million, a
decrease of 41% compared to $938 million in the fourth quarter of 2017. The decrease was
mainly due to lower revenues from COPAXONE and generic products as well as 
investment in the launch of AJOVY. 
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Europe Segment 

The following table presents revenues, expenses and profit for our Europe
segment for the three months ended December 31, 2018 and 2017: Three 
months ended December 31, 
                              2018 2017 
(U.S.$ in millions / % of Segment Revenues) 
Revenues .......
......... 

1,204 100% 1,450 100% 

Gross 
profit ............ 

689 57.2% 758 52.3% 

R&D 
expenses ........

75 6.2% 78 5.4% 

S&M 
expenses ........

278 23.1% 284 19.6% 

G&A 
expenses .......
. 

82 6.8% 96 6.6% 

Other 
income .......... 

1 § (1) § 

Segment 
profit ........ 

253 21.0% 301 20.8% 

Revenues from our Europe segment in the fourth quarter of 2018 were $1,204 million, a 
decrease of $246 million, or 17%, compared to the fourth quarter of 2017. In local 
currency terms, revenues decreased by 14%, mainly due to the loss of revenues from the 
closure of our distribution business in Hungary, the sale of our women’s health business 
and a decline in COPAXONE revenues, partially offset by new generic product launches. 

- Page 7 -
All information contained herein is obtained by Badger  Consultants, LLC from sources believed by it to be accurate and reliable.  However, such
information is presented “as is” without warranty of any kind and Badger Consultants, LLC makes no representation or warranty, express or implied, as to
the accuracy, timeliness, or completeness of any such information.  All expressions of opinion are subject to change without notice.  Badger Consultants,
LLC hereby discloses that the clients of Badger Consultants, LLC and we the company, officers, employees and relatives, may now have and from time to
time have directly or indirectly a “long” or short position in the securities mentioned and may sell or buy such securities at any time.



The

Bear Facts
                                          Badger Consultants, LLC

Report Date:                     Thomas S. Chanos
April 17 , 2019                     (608) 669-0981
             
TomChanos@BadgerConsultantsLLC.com

•

Revenues by Major Products and Activities 
The following table presents revenues for our 
Europe segment by major products and 
activities for the three months ended December 31, 
2018 and 2017: Europe 

Three months ended 
December 31, 

Percentage 
Change 

                                                       2018 2017 2017-2018 
(U.S.$ in millions) 
Generic products
............................................
................................ 

$ 844 928 (9%) 

COPAXONE ...............
.................................................
................. 

118 155 (24%) 

Respiratory 
products ...................................
................................... 

90 110 (18%) 

Generic products revenues in our Europe segment in the fourth quarter of 2018, 
including OTC products, decreased by 9% to $844 million, compared to the fourth quarter
of 2017. In local currency terms, revenues decreased by 6%, mainly due to the loss of 
revenues from the termination of the PGT joint venture and generic price reductions, 
partially offset by new generic product launches. 

COPAXONE revenues in our Europe segment in the fourth quarter of 2018 decreased 
by 24% to $118 million, compared to the fourth quarter of 2017. 

Respiratory products revenues in our Europe segment in the fourth quarter of 2018 
decreased by 18% to $90 million, compared to the fourth quarter of 2017. In local 
currency terms, revenues decreased by 15%, mainly due to lower sales in the United 
Kingdom. 

Europe Gross Profit 
Gross profit from our Europe segment in the fourth quarter of 2018 was $689 million, a 
decrease of 9% compared to $758 million in the fourth quarter of 2017. The decrease was 
mainly due to the loss of revenues from the sale of our women’s health business and a 
decline in COPAXONE revenues. 

Europe Profit 
Profit from our Europe segment in the fourth quarter of 2018 was $253 million, a 
decrease of 16% compared to $301 million in the fourth quarter of 2017. 
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International Market Segment

The following table presents revenues, expenses and profit for our
International Markets segment for the three months ended December 
31, 2018 and 2017: Three months ended December 31, 
                           2018 2017 
(U.S.$ in millions / % of Segment Revenues) 
Revenues ...
......... 

740 100% 910 100% 

Gross profit
........ 

312 42.1% 390 42.9% 

R&D 
expenses .... 

26 3.5% 25 2.7% 

S&M 
expenses .... 

134 18.1% 169 18.6% 

G&A 
expenses .... 

38 5.1% 45 4.9% 

Other 
income ...... 

- § (4) § 

Segment 
profit .... 

114 15.4% 155 17.00%

Revenues from our International Markets segment in the fourth quarter of 2018 were $740 
million, a decrease of $170 million, or 19%, compared to the fourth quarter of 2017. 

Revenues by Major Products and Activities 
The following table presents revenues for our International Markets 
segment by major products and activities for the three months ended 
December 31, 2018 and 2017: Three months ended 
December 31, 

Percentage 
Change 

                                                         2018 2017 2017-2018 
(U.S.$ in millions) 

Generic 
products ...............
.....................................
.............. 

$ 499 650 (23%) 

COPAXONE ........
..........................................
..................... 

20 26 (23%) 

Distribution .....................
..........................................
.......... 

146 144 1% 
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Generic products revenues in our International Markets segment in the fourth quarter of 
2018, which include OTC products, decreased by 23% to $499 million, compared to the 
fourth quarter of 2017. 

COPAXONE revenues in our International Markets segment in the fourth quarter of 2018 
decreased by 23% to $20 million, compared to the fourth quarter of 2017. 

International Markets Gross Profit 
Gross profit from our International Markets segment in the fourth quarter of 2018 was 
$312 million, a decrease of 20% compared to $390 million in the fourth quarter of 2017. 

Gross profit margin for our International Markets segment in the fourth quarter of 2018 
decreased to 42.1%, compared to 42.9% in the fourth quarter of 2017. 

International Markets Profit 
Profit from our International Markets segment in the fourth quarter of 2018 was $114 
million, compared to $155 million in the fourth quarter of 2017, a decline of 26.5%.

2019 Guidance

2018 Actuals 2019 Outlook 
Revenues $18.9 billion $17.0-17.4 billion 
Non-GAAP Operating 
Income 

$4.7 billion $3.8 – 4.2 billion 

EBITDA $5.3 billion $4.4-4.8 billion 
Non-GAAP EPS $2.92 $2.20-2.50 
Weighted average number
of shares 

1,024 million 1,096 million 

Free cash flow $3.7 billion $1.6-2.0 billion 

Midpoint guidance:
Revenue down 9%.
Operating Income down 14.9%.
EBITDA down 13.2%.
Non-GAAP EPS down 19.5%.
Shares out up 7%.
Free cash flow down 51.4%. Turnaround secured?
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The outlook for 2019 non-GAAP results is based on the following 
key assumptions: 2018 Actuals 

2019 Commentary 

Global COPAXONE $2.4 billion Continued price erosion as a 
result of generic 
competition; anticipated 
sales of ~$1.5 billion 

ProAir HFA $397 million Significant erosion due to 
introduction of generic 
Albuterol 

AJOVY $3 million Continued ramp up of sales in 
the U.S. to ~$150 million 

AUSTEDO $204 million Continued ramp up of sales in 
the U.S. to $350 million 

North America Generics $4.1 billion Slight decline due to erosion 
and volume declines offset by 
new launches 

Europe Generics $3.6 billion Continued portfolio 
optimization and full year 
effect of OTC JV dissolution 

International Generics $2 billion Adverse impact in Japan due 
to NHI price revision and LLP
erosion 

Foreign Exchange Negative impact of 
approximately $0.3 billion 
on sales, and $0.1 billion on 
operating profit vs. 2018 

Non-GAAP Other Income $0.2 billion Significant decline vs. 2018 
Non-GAAP Tax Rate 14% 16% vs. 2018 actual of 14% 
CAPEX $0.6 billion At similar level as 2018 

Global Copaxone revenue to decline an additional 38%, after declining 40% in 2018!

ProAir to be cut in half. Remember the stock went up 5% on no generic competitor 
last year?

AJOY and AUSTEDO the only 2 drugs making progress.  Revenue to be up $293 
million combined.  Will not make up for the loss in Copaxone alone.
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Buying companies with years of declining revenue is generally not a good idea!
Shorting them seems like a better idea!

- Page 18 -
All information contained herein is obtained by Badger  Consultants, LLC from sources believed by it to be accurate and reliable.  However, such
information is presented “as is” without warranty of any kind and Badger Consultants, LLC makes no representation or warranty, express or implied, as to
the accuracy, timeliness, or completeness of any such information.  All expressions of opinion are subject to change without notice.  Badger Consultants,
LLC hereby discloses that the clients of Badger Consultants, LLC and we the company, officers, employees and relatives, may now have and from time to
time have directly or indirectly a “long” or short position in the securities mentioned and may sell or buy such securities at any time.

1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19
0

1

2

3

4

5

6

7

4.81 5.04
5.56

6.49

5.72 5.69 5.61 5.46
5.07

4.7 4.53 4.56 4.38 4.29 4.3 4.3

TEVA Revenue

2016 To 2019 Est.

Revenue Linear (Revenue)

B
ill

io
ns

 $

2015 2016 2017 2018 2019
0

5

10

15

20

25

19.65
21.9 22.39

18.85
17.27

TEVA Revenue

2015 To 2019 Est.

Revenue Linear (Revenue)

B
ill

io
ns

 $



The

Bear Facts
                                          Badger Consultants, LLC

Report Date:                     Thomas S. Chanos
April 17 , 2019                     (608) 669-0981
             
TomChanos@BadgerConsultantsLLC.com

•

11 out of the past/next  12 quarters of negative sequential revenue growth. 9 quarters 
in a row of year over year revenue declines!  Turnaround?
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Four years in a row of declining gross margins.  Our estimate of gross margin of 42% 
for 2019 is generous.  More likely to be 40%.
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Buying companies with declining gross profit is generally not a good idea.
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TEVA cut $3.516 billion in operating expenses in 2018.  They are in a race to cut 
expenses faster than revenue is declining!  

They cut R&D expenses by $565 million, a 31.5% cut, from $1.8 billion to $1.2 billion. 
This is a drug company!  Probably, the one expense that they should NOT cut is 
future drug research!!!
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EBITDA continues to decline.
They are paying off debt, but it is still substantial.
With the bulk of their cost cuts done and free cash flow plunging over 51% in 2019, 
progress in cutting debt will become much harder.
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Copaxone used to do $1.1 billion PER QUARTER with a 85% gross margin!  That 
was about a $935 million pre-tax profit EVERY quarter.  Now? It's going to be down 
to near $300 million with a 25% gross margin or $75 million pre-tax profit!  Oops!

- Page 27 -
All information contained herein is obtained by Badger  Consultants, LLC from sources believed by it to be accurate and reliable.  However, such
information is presented “as is” without warranty of any kind and Badger Consultants, LLC makes no representation or warranty, express or implied, as to
the accuracy, timeliness, or completeness of any such information.  All expressions of opinion are subject to change without notice.  Badger Consultants,
LLC hereby discloses that the clients of Badger Consultants, LLC and we the company, officers, employees and relatives, may now have and from time to
time have directly or indirectly a “long” or short position in the securities mentioned and may sell or buy such securities at any time.

1Q16
2Q16

3Q16
4Q16

1Q17
2Q17

3Q17
4Q17

1Q18
2Q18

3Q18
4Q18

1Q19
2Q19

3Q19
4Q19

0

200

400

600

800

1000

1200
1006

1141
1061 1015 970 1023 987

822

645 626 601
494

408 397 381
314

TEVA Copaxone Revenue

2016 To 2019 Est.

Copaxone Rev Linear (Copaxone Rev)

M
ill

io
ns

 
$

1Q16
2Q16

3Q16
4Q16

1Q17
2Q17

3Q17
4Q17

1Q18
2Q18

3Q18
4Q18

1Q19
2Q19

3Q19
4Q19

0

1

2

3

4

5

6

7

4.81
5.04

5.57

6.49

5.63 5.69 5.61 5.46
5.07

4.78
4.53 4.56 4.38 4.29

1.01 1.14 1.06 1.02 0.97 1.02 0.99 0.82 0.65 0.63 0.6 0.49 0.41 0.4 0.38 0.31

TEVA Total Revenue Vs Copaxone Revenue

2016 To 2019 Est.

Total Revenue Copax Rev

M
ill

io
ns

 $



The

Bear Facts
                                          Badger Consultants, LLC

Report Date:                     Thomas S. Chanos
April 17 , 2019                     (608) 669-0981
             
TomChanos@BadgerConsultantsLLC.com

•

North America revenue, their largest market, has declined by 63% since 2016!
Where exactly is the turnaround?
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Europe has held up better as it has been basically flat for three years.
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International revenue has declined about 30% in three years.
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Segment profit in North America has declined 58% in TWO years.  Europe and 
International are flat to declining.
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And another 2% dilution in shares outstanding coming in 2019.
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Conclusion

The turnaround story in TEVA has been greatly exaggerated.  They have 
cut expenses and paid off several billion in debt, but the decline in revenue has 
exceeded their ability to cut expenses fast enough.  We believe that they are 
somewhere around 75% through their total cost cutting.  There will be 
continued declines in revenue, gross profit, gross margin, EBITDA and cash 
flow going forward.

“Investors” that bought TEVA stock on the “they beat the number” game and 
“Warren Buffet is buying” are now sitting on 35 percent losses.  As we wrote in 
our last report, “These people have no idea what they own”.

This is a highly indebted, declining business in a cutthroat competition 
environment.  Our main short thesis was that Copaxone accounted for 45% of 
their EBITDA and with TWO new generic competitors, they were in big 
trouble.  This turned out to be accurate. 

Now, their other main product, ProAir, also has a generic competitor.  We 
believe that 2019 will be very similar to 2018 with almost every metric 
declining, except shares outstanding.

We actually hate taking a profit here on our short as we believe that this a $10 
stock, but it is our policy to take profit on some portion of the short position 
when it hits our short term price target.

Our longer term price target remains $10-$12, which we believe will be reached
in 2019.
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