Pfizer Inc. Stock Pick for January 19, 2003 meeting of HHIC.

Our stock portfolio contains some small and medium sized companies.  To help round this out, I looked for a large cap company to review.  Large cap stocks have not done well over the past few years so finding a large cap stock with potential is not too tough.  However, many large companies have not done well, due to their size.  They are often too large to catch swings in the marketplace and take advantage of this.  Also, due to their size, high growth rates are often not possible.  It’s easy to grow from $50 earnings to $100, but growing from $50 million to $100 million is a lot tougher.  One group of large cap companies that has had a history of earnings growth is the pharmaceutical industry.  Within the pharmaceutical industry, Pfizer has the best prospects for earnings growth.

Pfizer is in the process of purchasing Pharmacia.  Pharmacia was formed when Upjohn, Pharmacia and Monsanto merged.  Pharmacia does not have very many high demand products at the present time.  The patent protection for their best products will run out in the next few years.  They have a few interesting products coming to market, but not a lot.  The main reason for Pfizer to acquire Pharmacia is to acquire the production and research capacities, while combining the administrative/overhead costs.  It seems like they are purchasing more research capacity and production capacity at a decent price.

Pfizer Inc (PFE) is the company that has brought you such great drugs as Lipitor, Norvasc, Zithromax, Zyrtec, Celebrex, and Terry’s favorite, Viagra.  They currently have ten products that sell over a billion dollars a year.

To quote the Valueline report, “In addition to having the pharmaceutical industry’s broadest and deepest portfolio of established drugs, Pfizer is currently in the process of rolling out six new medicines…That’s not all, it has a pipeline that’s chockfull of prospects…”

Valueline rates Pfizer’s company strength at A++.  The earnings predictability was rated at 100, Valueline’s highest rating.

Pfizer is not a company without risks.  If any of their current products is found to have serious side effects, it will be pulled from the market.  This implies lawsuits and lost sales.  This is true with any company, but especially with pharmaceutical companies.  Pharmaceuticals are the fastest rising cost for health plans.  There are people who would like to limit the profits of drug companies.

The current P/E ratio is a lot lower than the historical average P/E ratio.  This means that we could get a double bump in price.  Pfizer is expected to have 14-20% earnings growth for the next few years.  Pfizer also pays around a 1% dividend.  The dividends keep increasing.  Most estimates forecast a 90-150% price rise for PFE over the next 3 years.  That would more than meet our goal of doubling the stock price in 5 years.

Pfizer is a stable company that looks to have good earnings growth for the future.  The fact that it is currently at a good price makes it more attractive. 

