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Introduction
I find it very interesting that Alexion Pharmaceuticals Inc. (ALXN) after going public in 2001, did not generate their first profit
until December 2008. As we all know, this was in the throes of what is now known as the Great Recession of 2008.
Moreover, Alexion’s adjusted operating earnings have grown from $0.20 per share in $2008 to $10.53 by 2019 representing
an outstanding 43.72% compound annualized growth rate. Therefore, based on historical operating results since the
company turned profitable, Alexion Pharmaceuticals represents a quintessential example of a true growth stock.
However, this biotech company specializing in rare diseases did experience a 4% drop in earnings in fiscal 2015 followed
by an additional 7% drop in earnings for fiscal year 2016. At its peak, Alexion’s stock price exceeded $200 a share and
commanded a high growth stock P/E ratio of close to 40, which up till then was justified and supported by its operating
growth. However, at those high valuations the stock was vulnerable to any form of earnings weakness, and therefore,
dropped to under $100 a share and a P/E ratio of less than 20 by the end of May 2017 resulting from the temporary
slowdown in growth.
Since that time, the stock has modestly recovered to over $100 a share even though earnings advanced at a compound
growth rate of 31.63% over the years 2017, 2018 and 2019. The moral of the story is, that since it had its minor earnings
hiccups in 2015 and 2016, the company’s operating results (earnings) have grown significantly faster than its stock price.
The result is an attractive biotechnology growth stock opportunity that can today be purchased at a significant discount to
its earnings justified valuations based on its future growth expectations.
Negative Overhang Resolved
Alexion was able to generate a profit in 2008 thanks to its blockbuster drug Soliris, which was originally approved in 2007
but has also expanded its use for several additional rare disease applications since. Alexion offers patients with specific
rare diseases the only treatments that are available which gives them great market share and pricing power. More
importantly, Alexion also has two additional drugs to treat all career diseases and as I will illustrate later, a promising
pipeline. Consequently, analysts expect Alexion to continue its leadership position in rare disease markets.
However, despite the long-term opportunity the company offers, it was plagued with negative headwinds that prevented the
stock from rising to its true earnings justified valuations. One big negative, was a dispute between their much larger rival
biotech giant Amgen over their blockbuster drug Soliris’ patents. According to Morningstar, the companies entered into a
royalty-free license agreement that will provide Alexion ample time and opportunity to continue converting their rare
disease patents from Soliris to next-generation Ultomiris.
Although the licensing agreement with Amgen would allow them to enter the market with their own biosimilars in 2025,
Alexion’s future lies in their developing a subcutaneous dose of their next-generation medicine Ultomiris. Alexion is also
evaluating Ultomiris to treat COVID-19, which if successful could provide a significant boost to the company’s revenue
generation. Regardless, Alexion also has a very robust pipeline of drugs in phase 3 as depicted on the following
screenshot:
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In addition to the above drugs already in phase 3 which are the most likely to reach successful approval, the company also
has 5 additional drugs completing phase 2 and 4 more in preclinical.
Another headwind that Alexion Pharmaceuticals recently had to deal with were charges filed by the SEC under the Foreign
Corruption Practices Act (FCPA). The SEC’s charges allege that Alexion subsidiaries made payments to foreign
government officials to receive preferential treatment for Alexion’s blockbuster drug Soliris. The company neither admitted
nor denied the findings, but agreed to pay $21 million to resolve the charges.
Overview Alexion Pharmaceuticals
The following overview courtesy of Zacks Investment Research illustrates the company’s strong position providing
treatments to patients suffering with rare diseases:
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“Based in New Haven, CT, Alexion Pharmaceuticals is a biopharmaceutical company focused on the development
and commercialization of life-transforming drugs, for the treatment of patients with ultra-rare disorders.
The company’s complement franchise consists of key growth driver, Soliris, which is approved for the treatment of
two severe and ultra-rare disorders resulting from chronic uncontrolled activation of the complement component of
the immune system — paroxysmal nocturnal hemoglobinuria (PNH) and atypical hemolytic uremic syndrome
(aHUS). Soliris is also approved for the treatment of generalized myasthenia gravis (gMG) in adults who are antiacetylcholine receptor (AChR) antibody-positive. The FDA also approved its long-acting C5 complement inhibitor,
Ultomiris, for the treatment of adult patients with PNH, to be administered every eight weeks. In October 2019, the
FDA approved the use of Ultomiris as a treatment for adult and pediatric (one month of age or older) patients with
aHUS to inhibit complement-mediated TMA.
Under its metabolic franchise, the company markets Strensiq for the treatment of patients with pediatric-onset
hypophosphatasia (HPP) and Kanuma for the treatment of patients with lysosomal acid lipase deficiency (LAL-D).
Alexion acquired Sweden-based biopharmaceutical company, Wilson Therapeutics AB, and clinical-stage
biotechnology company, Syntimmune, in 2018. The company recently acquired Achillion Pharmaceuticals. The
acquisition adds two oral Factor D inhibitors, danicopan (ACCH-4771) and ACH-5228, to Alexion’s clinical-stage
pipeline for the treatment of rare diseases associated with the complement alternative pathway. Phase III
development is being initiated for danicopan as an add-on therapy for PNH patients with extravascular hemolysis
(EVH). Danicopan is also in phase II development for C3 glomerulopathy (C3G) and ACH-5228 is in phase II
development for PNH. Alexion also has a robust pipeline of several candidates under development across a range of
therapeutic modalities.
Revenues for 2019 came in at $4.9 billion, up 21% from that in 2018. Soliris sales came in at $3.9 billion.”

Clearly, Soliris’ sales represent the bulk of Alexion’s current revenues, which is why the agreement with Amgen was so
important. And furthermore, why the successful approvals and launches from their robust pipeline are also so necessary
and critical to their future.
Alexion Undervalued Based on Fundamentals
The following earnings and price correlated FAST Graph on Alexion Pharmaceuticals clearly illustrate how powerful
investing in growth stocks can be. From December 31, 2008 to November 28, 2014 Alexion shareholders saw their money
grow ten-fold as they achieved an astounding 49.5% annualized compound rate of return. To be clear, a single onetime
$10,000 investment grew to $107,709.54, and this is without receiving a single dime of dividend income. Growth stocks are
great investments when growth is good.
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However, growth stocks can be (usually are) very risky investments because there is no margin for error. If there is even a
slight interruption in the growth, even a temporary one as we saw with Alexion in 2015 and 2016, the results can be
catastrophic. The following screenshot shows how vulnerable Alexion’s highflying share prices were to the modest drops in
operating earnings the company experienced in 2015 and 2016 (Note the drop on the orange line). From prices and
earnings peaking by year-end 2014 to July 8, 2020, Alexion shareholders saw their stock values drop 44.6% representing a
(-10%) annualized compound rate of loss.
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But like there is with every cloud, there is a silver lining in what has happened to Alexion’s share price since 2014. Alexion’s
valuation has gone to extremely high to extremely low. Therefore, it has gone from high risk poor returns to low risk high
potential returns. If Alexion does achieve the earnings growth that analysts expect, and the company trades at a market
neutral P/E ratio of 15, investors stand to generate 27% plus annualized rates of return out to 2022. High risk has now
become low risk high opportunity.
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FUN Graphs (financial underlying numbers): A Deeper Look At Alexion’s Fundamentals
Strong Revenue Growth
Since fiscal year 2007 Alexion has grown revenues per share at a compound annual growth rate C
( AGR) of 37.2%.
However, much of that growth is attributed to their blockbuster drug Soliris. Therefore, the success of their deep pipeline
has become incredibly important to their future. This is a classic risk that investors must always assume when investing in
pharmaceuticals or biotechnology companies. Patents and pipelines will determine the future of those enterprises.

Gross and Net Profit Margins
Since 2010 gross margins have been stable while net margins have been under pressure. However, in 2019 Alexion’s net
margin exploded from 1.88% in 2018 to 48.53% in 2019.
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Total Debt and Long-Term Debt
As I will provide more detail later, Alexion has added several acquisitions in recent years. As a result, they have also added
substantially more debt. However, even so, the company’s long-term debt to capital ratio remains at a very low 17%.

Alexion Pharmaceuticals: invested Capital Per Share
Alexei has also seen their invested capital per share balloon in recent years as part of their acquisition policy.

Alexion Pharmaceuticals: Assets Per Share
Alexion’s assets per share have grown and 34% per annum since 2007. Therefore, the company’s increase in debt and
invested capital has also correlated with a significant increase in assets.
Page 7, © 2020 Advisor Perspectives, Inc. All rights reserved.

Alexion Pharmaceuticals: Strong Liquidity Ratios
In spite of all the debt and capital investments listed above, Alexion still maintains extremely strong current ratios and quick
ratios suggesting that they can meet all of their obligations and then some.

Alexion Pharmaceuticals: Growing Book Value
Alexion’s acquisition strategy has also allowed them to increase their book value by 42.8% per annum since 2007.

Alexion Pharmaceuticals: Price-To-Book Value Suggest Undervaluation
Alexion ended 2019 with the stock price trading at 2.12 times book value. This is in sharp contrast to its trading at
approximately 11 times book value in 2013 and 2014, which is referenced above, was when the stock was significantly
overvalued.
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Alexion Pharmaceuticals: Selling Shares When Their Prices Were High
I do not think it should go unnoticed that Alexion took advantage of their excessive valuations from 2008 through 2015 by
issuing stock. My own personal view is I like to see companies selling their stock when it’s high and only buying it back
when it’s low. Consequently, I give Alexion’s high marks for tapping the capital markets and raising capital to fund
acquisitions when their stock price was extremely high.

Alexion Pharmaceuticals Summary Of Acquisitions
Alexion has achieved a lot of its growth through acquisitions. The following is an announcement courtesy of Seeking Alpha
on the company’s most recent acquisition, followed by a summary of recent acquisitions courtesy of Zacks Investment
Research:
“Alexion Pharmaceuticals (NASDAQ:ALXN) has completed its acquisition of Portola Pharmaceuticals (NASDAQ:PTLA),
through a tender offer and merger with its subsidiary, Odyssey Merger Sub Inc. (“Buyer”).
The acquisition adds Factor Xa inhibitor reversal agent Andexxa, marketed as Ondexxya in Europe, to Alexion’s
commercial portfolio.”
“Zacks Investment Research
Alexion acquired Sweden-based biopharmaceutical company, Wilson Therapeutics AB, and clinical-stage
biotechnology company, Syntimmune, in 2018. The company recently acquired Achillion Pharmaceuticals. The
acquisition adds two oral Factor D inhibitors, danicopan (ACCH-4771) and ACH-5228, to Alexion’s clinical-stage
pipeline for the treatment of rare diseases associated with the complement alternative pathway. Phase III
development is being initiated for danicopan as an add-on therapy for PNH patients with extravascular hemolysis
(EVH). Danicopan is also in phase II development for C3 glomerulopathy (C3G) and ACH-5228 is in phase II
development for PNH. Alexion also has a robust pipeline of several candidates under development across a range of
therapeutic modalities.”
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FAST Graphs Analyze Out Loud Reviewing Alexion:
Summary and Conclusions
In my opinion and experience, it has become increasingly more difficult to find companies that are capable of growing their
businesses at above-average rates that are simultaneously attractively valued. Alexion Pharmaceuticals currently
represents one of those rare opportunities. This company is purely a growth stock which pays no dividends. However, it
also qualifies as a GARP opportunity, which is an acronym for growth at a reasonable price.
Although as I previously indicated, there is always risk associated with investing in growth stocks, investors will also be
compensated for taking those risks if the company achieves their growth objectives. I believe Alexion Pharmaceuticals is a
high growth biopharmaceutical capable of delivering above-average future growth based on a robust pipeline of pending
new drugs.
Disclosure: No Position.
Disclaimer: The opinions in this document are for informational and educational purposes only and should not be
construed as a recommendation to buy or sell the stocks mentioned or to solicit transactions or clients. Past performance of
the companies discussed may not continue and the companies may not achieve the earnings growth as predicted. The
information in this document is believed to be accurate, but under no circumstances should a person act upon the
information contained within. We do not recommend that anyone act upon any investment information without first
consulting an investment advisor as to the suitability of such investments for his specific situation.
© F.A.S.T. Graphs

Page 10, © 2020 Advisor Perspectives, Inc. All rights reserved.

