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The rise of Aspen Pharmacare is widely hailed as one 

of South Africa’s most impressive corporate success 

stories to date. From humble beginnings operating 

out of a house in Durban, Aspen has grown into one 

the largest pharmaceutical companies in the Southern 

Hemisphere, with its products sold in over 150 countries 

across the globe. Despite this fabled homegrown story, 

the investment case for Aspen has proven to be a rather 

polarizing one for some investors over the years. In this 

quarter, we explore the investment case and highlight 

why we are positive on prospects for the company. 

As fascinating as Aspen is to analyze, it remains a complex company 
to unpack. A good place to start is to understand the nature of the 
pharmaceutical industry and where Aspen fi ts into the bigger picture.

A typical “big pharma” company like GSK or Pfi zer has a business model 
investing heavily in research and development (R+D) for new drugs. 
Assuming successful trials, each new drug brought to market needs its 
sales under patent protection to recoup the substantial R+D costs and to 
begin making an accounting and cash profi t. Once a patent expires, the 
drug typically experiences sharp price cuts as generic manufacturers enter 
the market, “copy” the drug’s formulation and sell it at a much lower price, 
closer to the ongoing cash cost of pure manufacture and distribution. The 
big pharma company needs to continually replace the “lost” revenue from 
the now off-patent product with their next, new “blockbuster” product in 
the R+D pipeline, and so the cycle continues.

ACUTE ACQUISITIONS 
AND HEALTHY GROWTH



ASPEN’S BUSINESS MODEL

Aspen’s business model is focused on the later, “generic” stage of each drug’s “life”. Aspen spends virtually no 
money on R+D for new drugs. Instead, they have positioned themselves as more of a manufacturing company 
than a research business. As the originator drug nears the end of its patent protection, the originating pharma 
company dedicates far less resources to marketing the product as it becomes non-core to their business. Their 
attention shifts to the “next big thing”, and this is where Aspen steps in: Aspen typically acquires the commercial 
and production rights to these off-patent drugs from the originating pharma companies, insources production to 
its own world-class and cost-efficient factories while optimizing the supply chain, and aims to re-invigorate sales of 
the acquired product through its own, more incentivised sales force. This drives both revenue and cost synergies 
in order to add value. Figure 1 acts as a graphical depiction of Aspen’s business model.

At this stage, it is worth exploring this business model further and addressing 
some concerns. A common criticism of Aspen and other generic manufacturers 
is that they operate in a cut-throat end of the pharma industry, competing purely 
on cost. While there remains merit to this argument, Aspen has been pro-active 
in creating a more sustainable, niche-focused pharmaceutical business. Aspen 
is less focused on “commodity” products, where barriers to entry for new 
generics players are low, as the means of production are readily available and 
usually not too complex. In these products, generic manufacturers are much 
more exposed to pricing risk and market saturation. 

Aspen’s focus has shifted to four main niche lines of therapy, namely 
Thrombosis, Anaesthetics, Infant Milk Formula (IMF) and High Potency & 
Cytotoxic. Each of these therapeutic areas entail complex and technical 
production processes with high regulatory hurdles. Aspen has invested 
heavily into developing its own world-class production facilities while 
vertically integrating its supply chain to gain procurement synergies. These 
highly complex production skills are in short supply globally, thereby creating 
an important barrier to entry, together with what should be sustainable cost 
advantages. Aspen says that “commoditized” generic drugs now account for 
only about 10% of its product range. This re-positioning gives us comfort as 
investors over the longer-term sustainability of the business as a low-cost 
producer of specific, high-demand medicines with complex manufacturing 
requirements. The four pillars of the Aspen portfolio mentioned above 
form a platform for growth in the future, with management indicating 
that future deals would likely fall under one of these therapeutic areas, so 
as to leverage off their existing infrastructure and realize further cost and 
revenue synergies in the process. 
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Aspen’s focus has shifted to four main niche lines of therapy, namely 
Thrombosis, Anaesthetics, Infant Milk Formula and High Potency & Cytotoxic.

Figure 1: Aspen M&A Value Add Model (Acknowledgment: JP Morgan)
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Does the Aspen business model work?

In further assessing the investment case for Aspen, it is 
fundamental to ask two key questions of the business 
model: 

1. Does Aspen add value from its acquisitions?

Aspen has grown normalised HEPS by a CAGR of 
36% since listing. This has come from a combination 
of both organic and acquisitive growth. Crucially, 
the acquisitions have generally been funded without 
raising additional equity (with the exception of the initial 
strategic GSK deal). Management have clearly shown 
an ability to create substantial shareholder value over 
the years through their business model. 

Assessing the individual performance of each acquired product portfolio is 
tough to do without making a number of assumptions, but our estimates 
show that Aspen has historically been able to create value well above their 
cost of capital for acquisitions. This is no mean feat considering that the 
acquired portfolios have typically been seen as ex-growth or in decline by 
the seller. The key is that these portfolios have generally been acquired at 
multiples reflecting this decline. 

The corollary (bearish) argument that Aspen’s organic revenue hasn’t grown 
much historically may indeed be true, but we believe that this argument 
misses the point for the investment case: the Aspen story has never really 
been about top line growth only – value is added through production 
efficiency, cross-synergies and consolidation of the back-end, skills that 
Aspen has proven to have as a core competency.

2. How sustainable is this acquisitive model for Aspen’s growth? 

Given all that we have discussed to date, it seems 
obvious that Aspen would need ongoing portfolio 
acquisitions to boost its growth. M+A has historically 
added a boost to earnings. With current revenue of 
just over USD3bn, Aspen is still a small fish in the USD1 
trillion pharmaceutical industry. We share Aspen’s view 
that there are still many acquisitions available to move 
the needle for a company of its size.
 
Perhaps a bigger constraint in the short term (2-3 years), is that Aspen has 
limited balance sheet capacity to fund large acquisitions, especially given 
its reluctance to issue shares. As a result, we are unlikely to see additional 
significant M&A over this time horizon, and one could characterize it as a 
period of consolidation for Aspen. 

Nevertheless, at current values, we see that the market is assuming very 
limited acquisitive growth. While we also do not forecast future deals in our 
valuation, we regard them as inevitable once debt is paid down, and further 
opportunities present themselves. Only in the very long term, do we see 
a bigger risk that acquisitions at the right price in the right niches may be 
harder to find. We believe that Aspen is still far away from reaching this stage.

EXPLORING ASPEN’S CURRENT PORTFOLIO

Thrombosis/Anti-Coagulants¹

The thrombosis portfolio acquisition in 2013/4 marked 
a major step towards Aspen’s re-positioning as a 
specialized niche pharma company. It was a sizeable 
deal (approximately USD2bn) and has taken longer to 
integrate than expected. 

Results have been mixed, with price cuts in certain EU countries eroding 
most of the synergy benefits gained to date. Nevertheless, the cost cuts 
will enable Aspen to be one of the lowest cost producers of injectable anti-
coagulants worldwide, thereby putting them in a great position as a key 
player in this market globally and for the long term. We believe that this 
portfolio has been through the worst of the price pressure. Aspen still expects 
further significant cost-saving synergies from its thrombosis franchise and 
is expanding this portfolio’s exposure into additional EM countries – areas 
which were hardly a priority in the hands of its previous owners. This is a 
market type in which Aspen traditionally excels. The company is also in the 
process of reviving a dormant dossier in the USA for a niche anti-coagulant 
called Orgaran, which if successfully commercialized could represent upside 
of R20 a share (and possibly much more in a best case scenario). We treat 
this as positive optionality. 

Anaesthetics

More recently, Aspen acquired a comprehensive portfolio 
of anaesthetics which has made them the largest provider 
of anaesthetics outside of the USA. When Aspen acquired 
this portfolio, it had been experiencing a decline in 
revenue in a number of countries. 

The initial signs of Aspen’s management of this portfolio have been 
encouraging, with sales trends already reversing in a number of regions 
after Aspen’s marketing interventions. Management expects minimal 
pricing pressure in their portfolio of anaesthetics and are very confident 
of meaningfully improving margins through cost and revenue synergies, 
notably through combining the sales forces for their world-class anaesthetics 
and thrombosis portfolios.

1 An anti-coagulant is a class of drug that prevents the clotting of blood, which is called thrombosis.

Management have clearly shown 
an ability to create substantial 

shareholder value over the years 
through their business model. 



The Chinese Opportunity 

Aspen has marked China as a key market for the 
business going forward. It's exposure to China is still 
fairly new, and management are mindful of the nuances 
of doing business in this region. China is the 2nd largest 
pharmaceutical market in the world and Aspen has 
placed over 600 sales reps in the region – it's largest 
in any single country.

High Potency & Cytotoxic

Under Aspen’s “High Potency & Cytotoxic” therapies, Women’s Health is seen as another key area of growth. Aspen 
aims to position itself as a recognized player in this field by leveraging off its strong base of production capabilities 
and know-how for complex manufacturing. Aspen has recently acquired the intellectual property for some very 
promising Women’s Health drugs which could be worth up to R15 a share if effectively managed. Again, we treat 
this as optionality. 

Tax

Aspen's lower-than statutory SA tax rate of 17% can be ascribed to their international operations being based in 
Mauritius, which carries a lower rate of tax. We also note that SARS has recently cleared Aspen of a tax dispute 
relating to transfer pricing. We are satisfied with the feedback that management has given us regarding their low 
effective rate of tax, given the scrutiny applied by SARS and the auditors.

Regulation

Pharmaceutical drug pricing is, as a matter of course, influenced by both competitive dynamics as well as direct 
regulation. Recently, Aspen has been in the news as it has a small portfolio of oncology drugs that has come under 
scrutiny for anti-competitive pricing actions in certain EU countries. While we have noted management assertions 
regarding Aspen’s actions, and we can see that the size of the portfolio and the economic return being earned 
from it do not seem excessive, we are keeping a close eye on developments. Parallel concerns were raised by the 
SA competition authorities, but Aspen was exonerated from any wrongdoing.

Management

Management skill is a key factor when we evaluate investment opportunities and the CEO/founder of Aspen, 
Stephen Saad, is as shrewd an operator as they come. He has a strong track record in creating shareholder value 
and has proven to be an excellent allocator of capital, with almost every deal acting as another piece of the puzzle 
to complete his vision of the firm. The track record of Saad and his co-founder/Deputy CEO puts them amongst 
the top management teams in the country. Both are still heavily invested personally in Aspen, with a combined 
shareholding in excess of 15%. The flip-side to this is that we acknowledge the key-man risk this presents in Aspen’s 
investment case, with Saad’s business acumen and keen eye for M+A deals a valuable asset to the firm. To provide 
some risk mitigation, we currently value the firm using only the prospects of the existing portfolio. 

Conclusion 

Aspen currently trades on a 12-month forward PE of 14,5x – a multiple which we feel undervalues its current growth 
outlook, strong organic cash generation and quality of management. We continue to see plenty of medium term 
growth levers - both organic and acquisitive – and we back management’s ability to execute on this strategy. 
The unpriced optionality from further deals, geographic expansion, and product registrations like Orgaran, adds 
further conviction to our investment. We view recent weakness in its share price as unwarranted and see it as an 
opportunity to add to our existing exposure.

One of the most exciting opportunities for Aspen is the Chinese infant milk 
formula (IMF) market. This market is projected to be worth close to USD30bn 
in 2021, accounting for nearly half of the entire global IMF market. Aspen 
has taken its first steps in entering this market with their own premium IMF 
range. Through an astute acquisition of a New Zealand based milk company, 
they are now one of a limited number of companies that are licensed to sell 
IMF in China. While this is no doubt an exciting opportunity for Aspen, we 
also treat this as optionality at this stage (potentially worth R19 a share if 
Aspen gets a 2% market share).

Figure 3
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