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Gilead Overview  
 

Gilead Sciences Inc. is one of the world’s largest biopharmaceutical companies that 

discovers, develops and commercialises innovative medicines in areas of unmet medical 

needs (Gilead.com, 2018). Gilead’s primary areas of focus include: 

 HIV/AIDS 

 Liver Diseases 

 Cancer 

 Inflammatory & Respiratory Diseases 

 Cardiovascular Conditions  

 Gilead currently has 22 marketed products and with a strong R&D pipeline, this 

number will continue to rise. Gilead had over 165 active clinical studies at the end of 2016 

and currently has over 30 products in their dense pipeline.   

 Although 65% of Gilead’s revenue comes from the US, they have operations 

worldwide in over 30 countries, including a significant European presence where 20% of 

their revenues come from. As well as the US and Europe, Gilead’s products are also on 

shelves in Asia, South America, Australia and New Zealand. Their products are primarily 

distributed by wholesalers that include McKesson, AmerisourceBergen and Cardinal Health, 

among others. 

 Gilead further diversifies by actively seeking acquisitions. Gilead recently completed 

their biggest acquisition in October 2017, purchasing Kite Pharma for approximately $11.9 

billion. Gilead has left the door open for future acquisitions which is something that we will 

discuss in this report and include in our valuation. 
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Gilead’s Growth Drivers 
 

 Growth in a biotechnology company revolves around patents. In a sense, it is 

extremely simplistic as you are accounting for your current portfolio of patents and that of 

future potential patents. If you have a patent on a useful drug, you may virtually take control 

of that specific market in which the drug is operating until patent expiry. The patent 

guarantees you will not face any direct competition as nobody will be able to produce the 

exact same drug as you until the expiration, allowing you to make large sales over this 

period. However, upon expiration of a patent, a company will face a lot of competition from 

cheaper generic drugs and ultimately stand not to make the gains they had previously been 

making; a phenomenon called the patent cliff.  

 The second main growth driver is the product pipeline. Aside from producing drugs 

that have already been approved, Gilead also directs vast resources into the creation of new 

drugs through R&D expenditure. Gilead disclose drugs they currently have in the pipeline 

and what phase each of them are in, giving us an indication of their approval proximity by the 

FDA which we will discuss further in our valuation of drugs awaiting FDA approval and 

drugs at other phases of development. 

 

Patent Cliff 
 

 The patent cliff occurs when a current company patent expires, allowing other 

companies to make generic forms of the previously patented drug. Since the 1990s this has 

become a major issue as the speed at which generics can take control of the market with their 

cheaper versions of the same drug has accelerated greatly (Aitken et al., 2013). According to 

Glazier, Fezza and Reynolds (2016), upon the loss of exclusivity, brand unit sales (on 

average) will dip by 16% within the space of one year. After a patent expires, generics swoop 

in and acquire (on average) between 80%-90% of total drug sales (Marketrealist.com, 2016) 
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(Renoe, 2017). Although literature and past studies do not give a specific timeframe over 

which this loss of market share occurs, from our own independent research it seems as 

though it takes approximately 5 years. For the purposes of the report, we assume that it takes 

5 years after the loss of a patent before 80-90% of those drugs sales are depleted. The reason 

we such a dramatic lose in sales is because on average the cost of the generic drug will be 80-

85% lower than the cost of the patented drug (Renoe, 2017). In 2017, generics account for 

83% of the entire drug volume in the US. This is illustrated in figure 1 which displays the  

decline in volume of branded drug sales as well as the increasing number of generics. We 

anticipate this margin increasing slightly more to 85% for generic drugs and we foresee the 

margin stabilizing at this point .  

 

Figure 1 – US-branded units vs US Generic units – Source - Bloomberg 
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Current Portfolio of Drugs 
 

Method for Valuation  
 

 For the purposes of valuing Gilead’s current portfolio of drugs, we refer to the above 

information to value the drugs after patent expiration. We employ a 16% loss for year 1 and 

then we are predicting an 85% loss (an average of the loss of 80-90% expected by consensus) 

in sales by the end of 5 years which is line with the aforementioned margin of generics we 

predicted above using figure 1. It must be noted that this is an average and some drugs may 

fair better and some worse and could potentially vary the forecast. We can calculate the 

figure one year after the patent ends and five years after using these figures, and we linearly 

interpolated the figures in between these two figures to get the middle period (years 2, 3 and 

4 after the patent expires). We will then keep a constant figure after year 5 as foresee Gilead 

keeping some small market share with each drug.  

So for example if the patent expires in 2018, we forecast as follows; 

2018 𝑠𝑎𝑙𝑒𝑠 =  2017 𝑠𝑎𝑙𝑒𝑠 + (2017 𝑠𝑎𝑙𝑒𝑠 ∗  −16%) 

2022 𝑠𝑎𝑙𝑒𝑠 = 2017 𝑠𝑎𝑙𝑒𝑠 + (2017 𝑠𝑎𝑙𝑒𝑠 ∗  −85%) 

 Then, we simply interpolate 2019, 2020 and 2021 using the forecasted 2018 and 2022 

figures (note: this was the pattern for most of the drug forecasting however some drugs 

followed a slightly different individualised forecast if we felt this pattern would not apply, so 

please read ‘Reveneus – Each individual Drug’ to get a more in depth breakdown of each 

drug individually).  We also accounted for the fact that sometimes patents expired at differed 

times in the US and EU and so we account for this by following the same formula but just 

accounted for each patent expiration by weighting them as US=76% and EU=24%. The 

theory behind using 76% and 24% was that 65% of Gilead’s revenues came from the US and 

20% from Europe, with remaining 15% coming from other. Getting rid of the 15% other 

because there is no patent to cover this portion (only US and EU patents) gave us our 76% 
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and 24% figures. These weights were only needed when the patents expired in different 

years.  

  

Valuation of Current Portfolio of Drugs 
 

 With the aid of the above information, we calculated the revenues of each individual 

drug. Each individual drug underwent different life cycles depending on its circumstances. 

For more information and clarity on how each individual drug revenue was calculated, please 

refer to the Appendix (particularly pages 29-38 where an in depth detail of how each drug 

was calculated.). Figure 2 is an illustrated version of the forecast revenues for the current 

portfolio of drugs ONLY. 

 

 

Figure 2 - Revenues for the Current Drug Portfolio 

 

Cost of Goods Sold 

 After calculating these revenues, we made a few other assumptions to complete our 

DCF. Since biotech companies tend not to have much fluctuation in their margins, we were 

able to keep most margins constant (Basu et al., 2008). We noticed that COGS (cost of goods 
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sold) consistently grew at the same rate as revenue. The correlation between revenue and 

COGS was 0.95 over the last 7 years and we saw no reason for this to change so we used the 

changing revenue figure to predict COGS.  

 

Selling General & Administrative Expenses 

 As Basu et al., (2008) outlined, SG&A tend to remain as a constant percentage of 

revenue and there has been a 0.96 correlation between the two variables over the past 7 years. 

We envisage no change in this pattern in the near future and so forecast SG&A in line with 

sales 

 

Depreciation & Amortization 

 We found a high R-squared (0.54) when we regressed the year-on-year change 

of depreciation & amortisation against the year-on-year change in sales (regression results 

illustrated in appendix). Using the coefficient from this regression (~0.03) which was 

significant at a 95% confidence interval (P-value = 0.0038), we were able to forecast our 

depreciation & amortisation using the following formula: 

𝐷&𝐴 𝐿𝑎𝑠𝑡 𝑦𝑒𝑎𝑟 + ((𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑠𝑎𝑙𝑒𝑠 − 𝑃𝑟𝑖𝑜𝑟 𝑦𝑒𝑎𝑟 𝑠𝑎𝑙𝑒𝑠) ∗ 0.0300147392873134) 

Given the lack of available information in this area, as well as information from  the Basu et 

al., (2008) paper stating that it is a common property of a biotech firm to have margins 

consistent with revenues, we believe using this method will give us the most accurate forecast 

for depreciation & amortisation. 
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Capital Expenditures 

We found a high R-squared (0.52) when we regressed the year on year change of 

CapEx against the year on year change in sales (regression results illustrated in appendix). 

Using the coefficient from this regression (~0.027) which was significant at a 95% 

confidence interval (P-value = 0.0045), we were able to forecast our depreciation & 

amortisation using the following formula: 

𝐶𝑎𝑝𝐸𝑥 𝐿𝑎𝑠𝑡 𝑦𝑒𝑎𝑟 + ((𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑠𝑎𝑙𝑒𝑠 − 𝑃𝑟𝑖𝑜𝑟 𝑦𝑒𝑎𝑟 𝑠𝑎𝑙𝑒𝑠) ∗ 0.0270210167817669) 

 Given the lack of available information in this area, as well as information from  the 

Basu et al., (2008) paper stating that it is a common property of a biotech firm to have 

margins consistent with revenues, we believe using this method will give us the most 

accurate forecast for CapEx. 

 

Working Capital 

 To forecast increase in net working capital, we examined the historical ratio of both 

current assets to sales and current liabilities to sales. We noticed that these ratios remained 

relatively stable so we got the average ratio for both current assets to sales and current 

liabilities to sales over the last 8 years and used that ratio to predict future current assets and 

current liabilities. Subtracting the forecasted current assets and current liabilities figures 

allowed us to get the change in net working capital figures going forward. 

 

Terminal Growth Rate 

 We predicted a terminal value halfway between predicted US GDP and predicated 

inflation which led us to our 2.47% figure. We extracted predicted inflation using 

statista.com (2018) and predicted US GDP using OECD data on knoema.com (2018). Due of 

the fact that the last of our patents expires in 2034, the last year of negative growth will be 
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2038. We expect that Gilead will keep a small percentage of each the market but have lost 

85% of sales to generics as well as other competitors (as aforementioned in our earlier 

assumptions). If it was purely to stabilise, we would be utilising a terminal growth matching 

that of predicted inflation. However, given Gilead’s past dominance we expect it may grow 

that market share very marginally and hence we predict a terminal growth rate which is 

slightly greater than predicted inflation. 

 

Enterprise Value using APV  

 Our assumptions used for the risk-free rate, market premium, beta and tax are all 

outlined in the appendix. We employed APV (adjusted present value) to discount our cash 

flows and that assumptions made to allows APV’s usage are also outlined in the appendix.  

Based on the same, we derived an EV for the current drug portfolio of $106.706 bn as 

illustrated in table 1. 

 

Table 1 - EV of Current Drug Portfolio using APV  
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Product Pipeline 
  

 We have structured our pipeline valuation into two segments that we will outline in 

turn: 

 Drugs that are currently at phase III of development 

 Drugs that are at each of phases I and II 

 Revenues for each of the above are forecasted into the future and discounted back to 

the present using a cost of equity of 8.18%. We then applied an estimated future EBIT 

margin of 46.43% (an average of the expected EBIT margin over the next five years) before 

introducing the previously outlined tax rate of 22% giving what we believe to be a fair 

estimate of the present value of future cash flows. 

 The following probabilities of reaching the market have been applied to the number of 

drugs at each respective stage of development: 

 

 

Figure 3 – Probability of Success per Phase – source: Biotechnology Innovation Organisation, 2015 
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1. Phase III of Development 
 

 Gilead has three ‘new’ drugs at phase III of development at the time of writing 

(Filgotnib is in phase III across three indications as will be outlined. Idelalisib is the chemical 

name for Zydelig, which is already in the company’s current portfolio and is under evaluation 

for an additional indication. Descovy is also already on the market and being evaluated for a 

further indication). The average time spent between phase III, regulatory approval and 

reaching the market is 46.7 months (TUFTS, 2014) and the probability of progressing beyond 

the final stage of development is 49.6% (Biotechnology Innovation Organisation, 2015), both 

of which have been incorporated into our cash flow projections for each of the following 

drugs (see appendix): 

 Selonsertib – Selonsertib is an investigational small molecule inhibitor of ASK1 (a 

protein that promotes inflammation), apoptosis (cell death) and fibrosis in settings of 

oxidative stress. Oxidative stress can be increased in many pathological conditions including 

liver diseases such as NASH (nonalcoholic steatohepatitis) (Nash Biotechs, 2018). Gilead 

acquired Selonsertib from Nimbus Therapeutics for $1.2 billion in 2016 and is currently on 

fast-track status with the SEC with an estimated time to market of 29 months. Gilead is 

evaluating Selonsertib in combination with two other NASH medicines in its pipeline - FXR 

agonist GS-9674 and ACC inhibitor GS-0976. 

 It is forecasted that NASH could become the leading driver of liver transplants by 

2020 and the eventual market for disease is estimated to be between $20bn and $35bn and 

there are no approved treatments on the market for the same (Berkrot, 2017) (Adams, 2017). 

 There are circa 16 million Americans diagnosed with NASH, with 1-3 million of 

those with NASH that has progressed to cirrhosis (late stage of scarring (fibrosis) of the liver 

caused by many forms of liver diseases and conditions, such as hepatitis and chronic 

alcoholism) (Jarvis, 2016).  
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Figure 4 – Source; https://www.caymanchem.com/news/research-tools-for-fatty-liver-diseases 

 

 We focused on those patients with cirrhosis as they are more likely to seek treatment, 

resulting in a patient population of 2 million. As Gilead is a frontrunner to have Selonsertib 

reach the market before/alongside their competitors, we feel it is conservative and reasonable 

to assume they will treat 10% of cirrhosis sufferers, which is 200,000 patients. Our model 

uses an annual price of treatment of $14,300 in line with the estimated annual cost of PCSK9 

inhibitors treatment (Arrieta, Hong, Khera et al, 2017). Intercept Pharmaceuticals’ 

obeticholic acid (OCA - a PCSK9 inhibitor) is currently at phase III in evaluation for the 

treatment of NASH patients and there is no cost information for ASK1 treatment so we 

believe this price an appropriate benchmark. Using the above, we have calculated peak 

revenues of $2.86bn (i.e. seven years after the product’s introduction to the market in 2020. 

We applied this approach for each of the individually-valued drugs and we will not be stating 

the same from hereon in order to avoid repetition (Mendonca & Treacy, 2016)), which seems 

reasonable in light of the $25-40bn potential market value and assuming a 10% market share. 

Finally, we employed a CAGR of 46.1%  which is the expected expansion rate of the NASH 

market between 2017 and 2025 (Business Wire, 2018) to discount from expected peak sales 

in 2026 to derive sales for the preceding years. 
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Figure 5 – Selonsertib  Revenue forecast 

 

 Filgotinib – Filgotinib is a Janus kinase (JAK) inhibitor that functions by inhibiting 

the activity of the JAK1 enzyme. The drug was developed by Galapagos NV who hold a 

global collaboration agreement with Gilead to develop and commercialise the drug for the 

treatment of inflammatory indications. The drug is currently being investigated for its 

potential use in the treatment of rheumatoid arthritis, Crohn’s disease and ulcerative colitis. 

The drug is widely regarded as a potential blockbuster and has illustrating a best-in-class 

safety profile to date within the JAK1 class, currently registering both low rates of infection 

and cardiovascular events relative to tofacitinib, upadacitinib, baricitinib and the IL and anti-

TNF classes (Leone, 2017). This offers a relative unique selling point versus competition 

which we believe will allow the drug to prosper in time. 

 We have estimated that Filgotinib will achieve peak sales of $2bn in 2027. This is 

based on a historical analysis of similar drugs and using a 12.97% CAGR in line with that of 

AbbVie’s Humira CAGR (Statista, 2018), a market leader in rheumatoid arthritis medication. 

We assume sales will remain at a constant level from thereon until the patent expires in 2030 

on all 3 indications where generic competition, among other factors, are expected to cause a 
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reduction in revenue with sales eventually bottoming out at 15% of peak revenues (reasoning 

outlined previously) that we are predicting to occur perpetually. 

 
 

Figure 6 – Filgotinib Revenue forecast 

 

 Andecaliximab – The drug is an MMP9 mAb inhibitor and is being evaluated for the 

treatment of gastric cancer or gastroesophageal junction adenocarcinoma. 

 We modelled the drug’s revenue based on that of Herceptin (trastuzumab) which is 

primarily used in the treatment of breast cancer but has also been applied in recent years in 

gastric cancer treatments. Stomach cancer occurs 56.77% as much as breast cancer and we 

adjusted our estimated revenues for the drug by the same factor (World Cancer Research 

Fund, 2012). We expect revenue to grow at a CAGR of 32.46% until peak sales of $919.73m 

are achieved in 2026 and maintained until 2031 at which point the patent on the drug expires 

where revenues are expected to decrease to 15% of peak sales over 5 years. 
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Figure 7 – Andecaliximab Revenue forecast 

 

 

Summary of PV of Forecasted Revenues for Phase III Products 

 
Table 2 – Forecast Revenues for phase 3 products 

 

2. Phases I & II Valuation 
 

 Gilead currently has 17 different drugs (some drugs cover more than one indication) 

in phases I and II of development. Due to the difficulty of breaking out potential cash flows 

for each drug due to the lack of availability of specific revenue information, we derived an 

average revenue per drug figure of $1,414.42m per annum based on the amount of drugs that 

were contained in the company’s current portfolio in a given year. 
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Figure 8 – Average Revenue Per Drug Per annum 

 
Table 3- Average Revenue Per Drug Calculation Table  

 

 From there, we calculated terminal revenues using a growing perpetuity formula 

incorporating cost of equity @ 8.18% and a terminal growth rate of 2.47%. The resultant 

revenues were subsequently adjusted for the probability of the drugs reaching the market 

from each respective phase and discounted appropriately based on the average time taken 

before the drug would be available for sale. Finally, as outlined in the phase III section, we 

applied operating costs and taxation to derive a final estimate of the present value of the 

products in phase I & II of development. 
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Table 4 – PV of potential Phase 2 Revenues  

 

Table 5 – PV of potential Phase 1 Revenues  

 

 Combining the effective present value of revenues from both drugs at phase III and 

those at each of phases I & II, we derived an estimate for the PV of Gilead’s product pipeline 

of $18.34bn, as shown below:

 

Table 6 – Estimated PV of product pipeline 
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3. R&D Department Value 
 

 Investment in R&D is essential to allow the company to develop new patents from 

which it can derive future cash flows beyond those in its currently portfolio and pipeline.  

 We determined how many drugs have been FDA-approved since 2007 and 

subsequently divided this figure by the total R&D expenditure between 2007-17, giving us a 

λ (lambda) of 0.0003890, as shown in the following table: 

 

Table 7 – Lambda calculation 

 λ represents the amount of drugs approved per dollar invested in R&D. We then 

multiplied this figure by forecasted R&D expenditure for the next 10 years, which was 

forecasted as follows; 

 To forecast R&D in this section we used our knowledge of the industry to forecast a 

declining R&D forecast. This is not much of a surprise considering the greater emphasis on 

M&A. Figure 9  gives a visual illustration of our point. We can see that R&D departments in 

both Gilead and the Biotech industry as a whole had been gradually expanding up until 2016. 

This is when greater emphasis was put into M&A and hence R&D departments have begun to 

shrink, a trend which we foresee continuing. Gilead’s R&D expense shrunk by almost 25% 

last year as management claim they pumped less money into R&D as a result of impacts of 
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ongoing milestone payments. We do not see such a rapid decline continuing next year 

however we believe a similar decline will take place over the duration of our forecast. We 

suspect roughly another 25% will be lost in R&D expenses as management continues to 

move towards M&A. We believe this decline is fair as we do foresee a strong shift towards 

M&A but we still envisage Gilead retaining a relatively strong pipeline which they are 

renowned for and this will still require a relatively large expense yet a sustainably cut back 

figure compared with the 2016 number. For our forecast we are anticipating that in 20 years’ 

time (2038), the R&D expense will be half of the 2016 figure (just over 25% less than the 

2017 figure). Using this assumption we were able to get the 2038 figure for the R&D expense 

and simply interpolate the 2018-2037 figures using a CAGR (17-38) of -1.8%. 

 

 
Figure 9 - R&D Expenses - source:Bloomberg 

Furthermore, we employed a Poisson probability density function to determine the likelihood 

of having 0-8 drugs FDA-approved in a given year based on R&D expenditure (probabilities 

for each year summed to 1 at P(8)) and were calculated by applying the formula in figure 10. 

We employed the Poisson PDF as the probability of an FDA approval is completely 

independent of past approvals and the Poisson PDF assumes the occurrence of one event does 

not affect the probability that a second event will occur, i.e. approval of more drugs. 



  

© EQUITY RESEARCH BY SHANE CARBERRY & DAVID HANNAFIN, 2018 20 

 

 

Figure 10  

 

Table 8 – Poisson Probabilities 

 Next, we calculated the ‘present’ value at t0 of the following patents upon FDA 

approval for the following drugs in Gilead’s current portfolio using both realised and 

projected figures (see appendix for breakdown. t0 is relative to each drug and the year of 

approval): 

         Vosevi          Complera/Eviplera

         Descovy          Ranexa

         Harvoni          Stribild

         Zydelig   
 

 

Table 9 - Patent value at t0 
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 From the above, we extracted the median PV (both Harvoni and Descovy are 

blockbuster drugs that would cause an unrealistic input to our R&D valuation model and the 

median is more indicative of a true potential patent value. We carried out the same analysis 

using the average value that is included in table 22 the appendix for reference.) to which we 

multiplied λ*R&D figures for each of the year 2018-2027. We then subtracted R&D 

expenditure at each year and then applied tax at 22% before discounting the resultant cash 

flows using our calculated cost of equity, giving us an estimated PV of the R&D department 

of $12.329 bn. 

 

Table 10 – Estimated PV of R&D Department  
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Total Valuation & Conclusion 
 

 Combining the EV based on Gilead’s current drug portfolio, estimated present value 

of their drug pipeline and the value of their R&D department, we calculate the PV of Gilead 

to be $137.38 billion. This implies based on our calculations that Gilead is undervalued to the 

tune of $38.70 billion or 39% and, as such, we recommend a BUY on the stock.  

 

 We believe that the undervaluation is fair given the following reasons;  

1) The company have dominated and will, in our eyes, continue to dominate the 

HIV/AID’s markets with their new drugs like Genvoya, Descovy, Odefsey and 

Biktarvy taking large market shares.  

2) Gilead’s pipeline is stronger and deeper than many of its competitors. They have 

many potential blockbusters in the pipeline and are becoming more diversified than 

ever before which will see them enabled to capture large market shares in new 

markets. 

3) Gilead harbours a strong R&D department that we believe is certain to continue to 

produce value-added products to the company’s drug portfolio in the future. 

 

 

  



  

© EQUITY RESEARCH BY SHANE CARBERRY & DAVID HANNAFIN, 2018 23 

 

Other Analyst Recommendations 
 

We sought other analysts’ recommendations on the stock in order to give the reader a 

more complete overview of what the general consensus is on Gilead. It is extremely 

important to note that this had no bearing or influence on our valuation - it is supplementary 

for the reader. Information on Bloomberg shows that out of analysts covering Gilead, 41.4% 

recommend a hold, 58.6% state buy and none recommend a sell. This is illustrated in figure 

11.  

 

 

 
Figure 11 - Analyst Predictions - source:Bloomberg 
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Appendix – Key Assumptions 
 

 

Adjusted Present Value (APV) 
 

 In valuing the biotech industry, we used the Adjusted Present Value (APV) rather 

than the weighted average cost of capital (WACC). The logic behind this was the fact the 

industry did not have a constant debt to equity ratio. We noticed that total debt had remained 

relatively constant in recent times. This is indicative of the Biotech industry as a whole. This 

is illustrated in figure 12  sourced from Bloomberg which shows debt levels of both Gilead 

and the entire Biotech industry. You can see that, over the last number of quarters, debt levels 

have been somewhat stable and foresee this stability continuing. For these two reasons, we 

believed using APV was a better method and hence assumed a constant amount of 

outstanding debt in the industry.  

 
Figure 12 - Total Debt - source:Bloomberg 

 

 

In using APV several formulae are needed. First is that of the Cost of Equity: 

 

𝐶𝑜𝑠𝑡 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦 = 𝑅𝑓 + 𝛽(𝑅𝑚 − 𝑅𝑓) 
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From the above, we calculated a cost of equity of 8.18%. Using this cost of equity we 

acquired to the ‘present value’ (will be referred to as ‘PV’) of the free cash flows and PV of 

the terminal value as shown in the formula below; 

 

∑
𝐹𝑟𝑒𝑒 𝐶𝑎𝑠ℎ 𝐹𝑙𝑜𝑤𝑠

(1 + 𝐶𝑜𝑠𝑡 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦)𝑡 
+

𝑇𝑒𝑟𝑚𝑖𝑛𝑎𝑙 𝑉𝑎𝑙𝑢𝑒

(1 + 𝐶𝑜𝑠𝑡 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦)𝑛
 

 

This gave us the PV (all equity) figure of $96175 million. The next step was to calculate the 

PV of the debt tax shield. This involved calculating the tax shield by: 

 

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑜𝑛 𝑑𝑒𝑏𝑡 ×  𝑇𝑎𝑥 𝑅𝑎𝑡𝑒) 

 

We then derived the present by simply dividing the tax shield by the risk-free rate. This gave 

us a figure of $7,379 million. That meant we had all the factors to calculate our APV which is 

calculated by: 

 

𝐴𝑃𝑉 = 𝑃𝑉(𝐴𝑙𝑙 𝑒𝑞𝑢𝑖𝑡𝑦 𝑐𝑎𝑠ℎ 𝑓𝑙𝑜𝑤𝑠) + 𝑃𝑉(𝐷𝑒𝑏𝑡 𝑡𝑎𝑥 𝑠ℎ𝑖𝑒𝑙𝑑) 

 

 

Risk-Free Rate (Rf) 
 

 Seeing as Gilead has its headquarters based in the United States we decided to use a 

10-year US treasury to get our Rf. The current (as of 18/4/18) 10 year US treasury is 2.9%. 

Subtracting a historical risk premium (Risk of the US treasury defaulting) of 1% gave us a Rf 

of 1.9%. 

Market Risk Premium 
 

 JP Morgan produced a report on ‘The Quest for Market Risk Premium’ (2008) in 

which they used nearly 100 years of data. They calculate an arithmetic historical risk 

premium of 6.9% which we will use for the purpose of this report (Zenner et al., 2008). 

 

8
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Beta  
 

 We calculated a 60-month rolling beta figure by regressing Gilead’s total excess 

returns against the Fama-French market premium (Rm-Rf) and the result is illustrated in 

figure 13. The Beta has been trending upwards for the past number of years, with the Beta 

being as high as 1.25 at the start of 2018. We felt that using this figure would give us a beta 

which would be too high and not indicative of what we felt the future beta would be. We also 

do foresee the beta going back to the lows it was at between 2013-2015 and we wanted to 

take into account the fact that Beta has been trending upwards over this entire time period. 

For this reason we decided the most accurate forecast for our Beta would be to take the 

average of all values which lie above the Median line, essentially an average of the last two 

years. This gave us Levered Beta of 1.1514. Because we are using APV, we had to use the 

Asset (or unlevered) Beta. Using our estimation of the levered beta we were able to calculate 

an unlevered beta of 0.9102. 

 

Figure 13 – 60 month Rolling Beta 
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Tax 
 

 The US congress along with support from president Donald Trump, have decided to 

dramatically decrease corporate tax rates in the United States from 35% to as low as 21% 

(taxsummaries.pwc.com, 2017). This new corporate tax figure came into action on the 

31/12/2017 and so will have an impact on our forecasted figures. Upon listening to the recent 

earnings calls of companies in our industry, the consensus is that the new tax cuts will have a 

positive impact. Gilead specifically stated that the new tax rate will increase their financial 

flexibility while not fundamentally changing their capital allocation priorities (Seeking 

Alpha, 2018). Gilead also claimed that they expect their effective tax to be stable between 21-

23% for the foreseeable future. We decided to choose the middle ground of this predication 

and so we forecasted the tax rate at 22%. 
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Revenues - Each Individual Drug1  
  

  HCV Products – Gilead saw their revenues for Hepatitis C virus (HCV) products 

slashed by half between 2015 and 2017. This HCV market is one that Gilead have dominated 

for a long time but now face stiff competition. According to Sagonowsky (2018), AbbVie 

CEO Richard Gonzalez has said that they have captured 32% of the market. Their new drug 

Mavyret took the market by storm in 2017 on approval and our expectations are that will 

dominate the market in coming years and greatly affect Gilead’s HCV product revenue. 

Mavyret costs the consumer $13,200 per month and its treatment only takes two months 

whereas Gilead’s Harvoni and Sovaldi cost $31,500 and $28,000 per month respectively and 

treatment takes 3 months. These significantly lower costs mean that we expect Mavyret to 

take almost complete control of the market. Pagliarulo (2018) expects that total HCV sales 

for Gilead will drop to between just $3.5 billion and $4 billion in 2018 and Beasley (2018) 

reiterate this by claiming the amount of US patients Gilead are supplying HCV products will 

fall from 231,000 to 160,000 due to do this increased competition. 

 

 Accenture.com (2012) claim that it takes between 5 to 7 years before a drug will 

reach peak sales. We believe that since Mavyret has seen such a proliferation in revenues that 

it will only take 5 years before AbbVie’s drug Mavyret to reach peak sales. When the much 

cheaper Mavyret does reach peak sales this will a major impact on all of Gilead’s HCV 

drugs, an impact which we believe will be similar to falling off the patent cliff. For this 

reason we believe that Gilead’s four HCV drugs will all fall by 85% between 2017 and 2021 

as they lose their market share to Mavyret which is a cheaper alternative to Gilead’s four 

HCV drugs. This means using a CAGR of -37.77% to interpolate years 2018-2020. This may 

                                                 
1 All Information regarding, the function of the drugs, patent expiration dates & competitors has come from 

Gilead’s latest 10K report AND all information regarding side effects/ pros and cons of drugs, from iodine.com 
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seem like a drastic decrease however it is actually not as low as many other analysts predict 

(as previously mentioned) and we believe it is a fairer and more logical approach to 

forecasting their declining sales for their HCV drugs. We use this forecast to get to year 2021 

and from then on we will discuss each of these drugs individually. 

 

 Harvoni - This drug is one of Gilead’s most successful drugs ever bringing in 

revenues of nearly $14 billion in 2015 alone. It is used in the treatment of HCV genotypes 1, 

4, 5 and 6 co-infections by combining two drugs, ledipasvir and sofosbuvir. It proved to be 

almost a foolproof cure for HCV and has a roughly 95% success rate from its 12 week cycle 

(Gatlin, 2018). The drugs sales have fell by almost 70% since 2015 due to a combination of a 

declining number of patients with HCV and increased competition, notably from Mavyret as 

previously mentioned. We forecast the drugs revenue till 2021 outlined above. From here on 

we expect the drug to keep this small market share until its patent expiration in 2030. We 

expect it to lose further ground when this happens as competition from generics and 

alternative drugs move into control of the market, hence following our patent cliff 

assumptions outlined earlier.  

 

Sovaldi – This drug is renowned as Gilead’s flagship HCV drug. It has reined in $44 

billion during its current lifespan. Sovaldi has a similar function to Harvoni but, as opposed 

to Harvoni, Sovaldi is not a combination drug made up of just sofosbuvir and is used in 

combination with other drugs like Harvoni. Just like Harvoni, sales for Sovaldi have 

decreased by over 80% since 2015. We foresee the exact same thing happening to Sovaldi as 

has with Harvoni. Sovaldi US patent expires in 2029 and EU patent in 2028 and so we 

account for that as explained earlier. 
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Epclusa – When released in 2015 there was extremely high expectations for this drug 

because it was the first single tablet regimen approved to treat patients with HCV genotype 2 

and 3. This was seen by it made $1.7 billion in year 1 and $3.5 billion in year 2. However, we 

now believe that it will reach its potential due to being undercut in price by its rival alterative 

drugs Mavyret (by AbbVie) and Zepatier (by Merck & Co. Inc) approved in 2017. Gilead 

admit that its revenues will decline with this competition. They also admit that they will lose 

a substantial market share due to the pricing pressure of these rival drugs. For that reason 

foresee the same thing happening with Epclusa as we have forecasted with Harvoni and 

Sovaldi. Sovaldi’s US patent and EU patent expire in 2032. 

 

 Vosevi – Released in 2017, Vosevi is a pan-genotypic drug. Just like the three drugs 

mentioned above, Vosesi is used to treat chronic HCV and it is approved to use in the 

treatment of experienced patients. It will fall foul to the fact that its direct rival Mavyret was 

approved later in 2017 and is cheaper as well as the fact it has a shorter cycle. The forecast 

for Vosevi is the same as the three other HCV drugs  mentioned above which all are 

vulnerable to cheaper alternatives produced by AbbVie and Merck & Co. Vosevi’s US patent 

expires in 2034 and EU patent in 2033 and so we account for that as explained earlier. 

 

 HIV/AIDS – Thanks to Gilead, patients with HIV are living longer lives than ever 

before. Gilead’s goal is to create several combination HIV drugs so that HIV patients can be 

on a single pill regime and have options on which single pill regime works best for them, 

rather than having to take several different pills a day. Gilead say that the HIV landscape had 

become  more competitive and complex as treatment trends continue to evolve. Although 

Gilead face competition both branded and generic drugs, they have more control over this 

market and currently they are the dominating force in this market with a 79% US HIV market 
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share of single tablet regimens in 2017 (Goonewardene & Long, 2018). We are expecting 

competition to impact their revenues negatively. However we still foresee Gilead being the 

dominant force in this market. We breakdown each of Gilead’s HIV drugs individually 

because as they all require slightly different assumptions due to the complexity in this field. 

 

 Genvoya – This drug has taken the market by storm since being approved and is up 

184% year-on-year. Genvoya is a single tablet regimen for the treatment of HIV which is 

what Gilead have been seeking as stated earlier. Genvoya quickly gained a 41% market share 

and we expect this market share to increase further toward our estimate of 50%. We forecast 

that they will move towards this 50% share by 2022, essentially saying that it will take 7 

years to reach peak sales which is an assumption we made earlier backed up by 

Accenture.com (2012), that it can take 7 years for a drug to reach peak sales. Using this 

assumption we could forecast the 2022 by dividing the 2017 sales by 41 and multiplying that 

figure by 50, to give them this push towards a 50% market share. We can simply interpolate  

years 2018-2021 using a CAGR of just over 4%. We checked our predictions against other 

analysts’ predictions (these other analysts did not influence how we went about our 

calculation. We simply checked in order to compare forecasts.) and, in particular, a report by 

JP Morgan. In this report they predict a more explosive return, meaning that they forecast 

higher figures for 2018-2020 and similar figure to us thereafter however we feel that our 

prediction is more justifiable. We believe given the that fact that British giants 

GlaxoSmithKline have recently released a rival products, Triumeq and Tivicay, will slow the 

progress of Genvoya. We foresee Triumeq and Tivicay having a substantial market share in 

Europe lessening the impact Genvoya are expected to have in Europe. However, we still 

expect Genvoya to dominate in the US market and hence why we have a slower, steadier 

growth rate. After Genvoya reaches peak sales in 2022 we foresee it maintaining its market 
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share and having stable revenues until it falls peril to the patent cliff. Genvoya will lose its 

EU patent in 2027 and US patent in 2029 and we expect it to follow our standard patent cliff 

guidelines.  

 

 Truvada – This is drug is part of a combination therapy to treat HIV infection in 

adults. The drug reached its peak sales in 2016 but its European patent expired in 2017 and 

we witnessed the beginning of the fall off the patent cliff losing 12% of sales in 2017 which 

we expect this trend to continue. Their US patent expires in 2021 so we account for that as 

explained earlier. Luckily for Gilead the market share they will lose on Truvada should be 

regained by their new substitute drug, Descovy which has seen sales explode since coming 

onto the market in 2016. We will explain more on Descovy taking this market share below. 

 

Descovy – This drug came onto the market in 2016 and quickly broke the $1 billion 

sales mark by 2017. Descovy is a combination drug used for the treatment of HIV-1 

infection. As mentioned earlier, it is a substitute for Truvada and is apparently safer for your 

kidneys and bones compared with Truvada. Since Truvada has these greater downsides and 

sees its patent expiring, we expect to see a push towards more patients using Descovy and 

hence expect it to garner the market share which is being lost by Truvada. The retail price for 

Descovy and Truvada are also the same so we were able to forecast Descovy using past 

Truvada sales. Truvada sales peaked in 2016 at $3.566 Billion. CDC - Centers for Disease 

Control and Prevention (2017) stated that HIV diagnoses declined 5% between 2011 and 

2015 and we foresee a similar decline happening over the next few years. For that reason we 

forecasted Descovy’s peak sales being 95% of Truvada’s peak sales by 2022 (7 years after it 

was approved). We think this is the most reasonable estimate as the drugs are substitutable 

and have the same retail price. Descovy will lose its EU patent in 2021 and US patent in 2022 
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and we expect it to follow our standard patent cliff guidelines as we expect either that it will 

lose sales to drugs Gilead has in the pipeline, Gilead’s rivals and/or generics. 

 

 Atripla – This drug was intended as a stand-alone therapy for HIV but is often used 

as part of a combination therapy. Atripla is an almost identical position to the aforementioned 

Truvada. Its European patent expires in 2017 and US patent in 2021, just like Truvada. Its 

sales fell by 30% in 2017 as it began its fall off the patent cliff and we predict it follow our 

normal patent cliff guidelines. Fortunately for Gilead, we foresee its market share being eaten 

by their one of their newer substitute drugs, Odefsey. Since coming to market, Odefsey has 

seen its sales increase in 2017 increase by just under $0.8, which is almost exactly the same 

figure as Atripla sales fell by. 

 

 Odefsey – This is a combination drug used for the treatment of HIV-1 infection. As 

previously mentioned it is a substitute for Atripla as well as a substitute for 

Complera/Eviplera which we will discuss later. Similar to Descovy, Odefsey includes a new 

drug component which causes less harmful effects to kidneys and bones and has a lot less 

potential side effects than Atripla, so we suspect a shift towards Odefsey, especially seeing as 

Atripla is falling off the patent cliff and seemingly conceded its market share to Odefsey. The 

retail price for Odefsey and Atripla are only marginally different (Odefsey is roughly 1% 

cheaper) so we were able to forecast Odefsey using past Atripla sales. Atripla sales peaked in 

2014 at $3.648 Billion. CDC - Centers for Disease Control and Prevention (2017) stated that 

HIV diagnoses declined 5% between 2011 and 2015 and we foresee a similar decline 

happening over the next few years. For that reason we forecasted Odefsey’s peak sales being 

95% of Atripla’s peak sales by 2022 (7 years after it was approved). We think this is the most 

reasonable estimate as the drugs are substitutable and the same retail price. Odefsey will lose 
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its EU patent in 2021 and US patent in 2022 and we expect it to follow our standard patent 

cliff guidelines as we expect either that it will lose sales to drugs Gilead has in the pipeline, 

Gilead’s rivals and/or generics. 

 

 Stribild – This drug is similar to Genvoya in that it is a single tablet regimen for the 

treatment of HIV but it has a slightly different chemical makeup which it is perceived gives 

Genvoya a large advantage. Genvoya includes a new drug component which causes less 

harmful effects to kidneys and bones and has a lot less potential side effects than Stribild. 

Sales for Stribild has declined by a rapid CAGR of -24% between 2015-2017. We expect 

Stribild to fall in direct correlation to Genvoya, meaning that Stribild are set to lose market 

share as Genvoya gains market share. This means using a CAGR of -5.28% yearly for 

Stribild until 2022 then the figures will remain stable until it falls villain to the patent cliff, 

following our normal patent cliff assumptions. Stribild US patent expires in 2029 and EU 

patent in 2027 and so we account for that as explained earlier. 

 

 Viread – This drug is used lower the amount of hepatitis B virus (HBV) present in a 

person but will not cure HBV. This drug was easy to value as its patent expires in 2018 in 

both the US and Europe. Teva Pharmaceutical have recently launched their generic version of 

the drug. We expect Viread to follow our normal patent cliff assumptions as the likes of Teva 

consume Viread’s market share.  

  

 Complera/Eviplera – Marketed as Complera in the US and Eviplera in Europe, this 

drug is a single tablet regimen for the treatment of HIV. Complera/Eviplera has become out-

dated and Gilead have several drugs which a patient could switch to such as Odefsey, 

Genvoya and Descovy. Complera/Eviplera is known to have potential serious life-threatening 
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side effects so we anticipate switches towards the other drugs mentioned which is built into 

the increasing revenues of those other drugs.  Complera/Eviplera US patent expires in 2025 

and EU patent in 2022 but we anticipate a worse scenario than the usual patent cliff 

assumptions. We use a CAGR between 2015-2017 of -17.72% to forecast future sales. We 

think this is fair as the patent cliff is not so much the issue with this drug. The issue is more 

likely to be a movement away from Complera/Eviplera and towards Gilead’s other drugs and 

so we forecast sales falling by a significant amount.  

 

 Biktarvy –  This drug is another combination drug to treat HIV. This market was 

brought to market in February 2018 and is anticipated to be a mega blockbuster. In Gilead’s 

latest earning call CEO John Milligan claimed that this drug was as good as it gets in treating 

HIV and labelled the drug as the company’s “Mount Everest”. Various reports say it could 

generate anywhere in the $5 - $10 billion range in the next 5 years. As opposed to many of 

the other drugs we have looked at which involve switching between other Gilead-owned 

drugs, expectations are that Biktarvy will usurp market share from rival companies such  as 

GlaxoSmithKline. We assume this drug will capture half of the market share that 

GlaxoSmithKline rival drugs, Tivicay and Triumeq, currently hold. Studies have proved that 

you can switch from GlaxoSmithKline’s drugs to Biktarvy without fear of side effects and 

both seem comparably effective (Ryan, 2018). However Biktarvy has experienced 50% less  

drug related adverse events (side effects) so we expect a lot of patients to make the switch to 

Biktarvy (seekingalpha.com, 2018). We think Biktarvy taking 50% of the market share in 7 

years’ time is fair because we basically expect that any of the patients experiencing side 

effects will switch, as well as new consumers to make Biktarvy their first choice. In 2017 

Tivicay and Triumeq reined in $3.865 billion in revenues so using that figure we estimate 

Biktarvy’s revenues in 7 years-time, 2024, as half of that, $1.9325 billion. We simply divide 
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this figure by 5 to get 2018 sales an interpolate 2019-2023. This means we are expecting the 

drug to bring in $7.7 billion worth of revenues in the next 7 years which seems to be line with 

other analyst predictions. We believe Biktarvy will maintain these sales until in falls off the 

patent cliff in 2033, following our normal guidelines.  

 

 Other Products – These products include Letairis, Ranexa, AmBisome, Zydelig as 

well as 6 others. These other products are well diversified treating patients in areas such as 

Cardiovascular, Haematology/Oncology,  Inflammation/Respiratory as well as other areas. 

These drugs accounted for less than 10% of sales revenue. These products are well 

diversified and we expect them to continue to perform. We predict that revenues in 2017 will 

be indicative of how these other products perform over the next few years and hence keep a 

stable figure. We averaged the years in which all the patents would expire for both the US 

and Europe and both came to 2024. Therefore we predict 2017 revenues to remain stable 

until 2024, after which they follow our normal patent cliff assumptions.   

 

 Other Revenues – These other revenues consist of royalty revenues. These revenues 

have been fairly constant over the years. We decided to simply use an average of the last 

three years to predict 2018 and use the same figure for the duration of the forecast period due 

to the lack of information. We believe this is the most accurate forecast we can produce given 

the information we are privy too.  

 

 

 

 

 

 

 

  



  

© EQUITY RESEARCH BY SHANE CARBERRY & DAVID HANNAFIN, 2018 37 

  

Appendix – Spreadsheets 
 

 

 
Table 11 - Regression of Change in CapEx on Change in Sales 
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Table 12 - Regression of Change in D&A on Change in Sales 
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Table 13 – Predict Revenues; Current Drug Portfolio 

 

 



  

© EQUITY RESEARCH BY SHANE CARBERRY & DAVID HANNAFIN, 2018 40 

 

 

 

 

 
 

Table 14 – Predict Revenues; Current Drug Portfolio 
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Table 15 – Predict Revenues; Current Drug Portfolio 
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Table 16 - DCF; Current Drug Portfolio
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Table 17 - DCF; Current Drug Portfolio 
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Table 18 - DCF; Current Drug Portfolio 
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 Table 19 - PV of Patents for Product Pipeline (i) 
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Table 20 - PV of Patents for Product Pipeline (ii) 

 
 

 



  

© EQUITY RESEARCH BY SHANE CARBERRY & DAVID HANNAFIN, 2018 47 

 

 
 Table 21 –PV of Patents at T0 using Average 
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