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Storm Portfolio Target 13: ABBV Can 
Be Good Medicine For Your Income

The Engineered Income Investing Storm Portfolio is designed to populate with 
targets that are expected to survive almost any storm, be it pandemic, global 
recession or even depression, political upheaval, paradigm shifts in technology, 
evolution of social norms and habits, war, famine, and just about anything else 
you can imagine this crazy world might throw at us. We don't just want a 
company with that kind of staying power. We want one that is likely to be able 



and inclined to maintain its dividend, continuing to serve up an all important 
income stream for us.

AbbVie (ABBV) is a world leading bio-pharmaceutical company spun off from 
Abbot Labs in 2013.  The company has a very large portfolio of leading major 
medications in the areas of Immunology, Neuroscience, Oncology, Virology, 
Gastroenterology, Eyecare, Anesthetics, and General Medicine. An extensive 
(though not complete) list can be found here.

The company reported 2020 full year financial results on February 3, 2021 and 
included the following highlights:

• Full-Year Diluted EPS of $2.72 on a GAAP Basis
• Adjusted Diluted EPS of $10.5
• Delivers Full-Year Net Revenues of $45.804 Billion on a GAAP Basis,an 

Increase of 37.7 Percent on a Reported Basis
• Adjusted Net Revenues Were $45.784 Billion

More details can be found in the company news release of the 2020 annual 
results.

As can be seen, strong growth is well documented.  At the same time, ABBV's 
leading drug, Humira, accounts for a significant part of total revenues. The 
phase out of its patents on this drug have already begun and will continue 
through 2023. Markets have already taken these headwinds into account in 
pricing ABBV shares. In addition, AbbVie has made several strategic 
acquisitions to broaden its drug base and pipeline so as to blunt the eventual 
sales declines of Humira. Simply Wall St. provides a good discussion of these 
factors. The Motley Fool provides an analysis of 2021 highlights that will help the
company manage growth for the year.

Overall, ABBV has a huge moat of current drugs spread across a very broad 
spectrum of categories, as well as a deep and broad catalog of products in the 
pipeline. While debt levels are high from recent acquisitions, those have been 
positive in net cash flow while providing added defensive moat protection for its 
phase out of Humira contributions. The projected continuing low cost of debt 
makes this a managable risk as the company continues a plan to aggressively 
retire debt.

Dividend Health:



As always, I begin with a look at the dividend health of the company. Cash 
payout ratios below 46% are considered extremely sustainable and even offer 
room for continuing growth even in if cash flow growth stalls for a period.

A check of the cash flows that drive dividend health shows strong revenue 
growth, buoyed by recent strategic acquisitions. However, currently the 
combined annaul $16.2 billion in dividend distributions along with debt service 
and capital lease obligations significantly exceeds the $9.87 billion available 
from FFO (funds from operations).  This is not a sustainable situation for the 
long term. However, products in the late stage pipeline are expected to improve 
this cash flow outlook to a sustainable position over the next couple of years. 
For now, the situation is being managed but should be monitored closely going 
forward.



A look at the cash flows on a per share basis shows the recent acquisitions have
not been dilutive to shareholders. Per share revenues, cash flow, and dividend 
growth continue on a strong upward trend. FFO shows a sharp dip as the 
increased debt service load is temporarily drawing down the cash flow available 
for distribution.

Fair Value Analysis & Appraisal:

AbbVie is a blended income and growth company, with a major growth 
component in its valuation. This makes it more difficult to appraise than a 
conventional cash cow income target. The strong growth component might be 
expected to show a YDP fair value (which is based on dividend valuation) to lag 
share price driven more by growth investors. However, this is not the case for 
ABBV. Instead, YDP valuation for the past several years has exceeded share 
price, marking an upper limit and even more.  This is probably due to concerns 
over the phase out of its major revenue and earnings component generated 
from Humira with its expiring patents. We might expect share price to advance 
to and exceed YDP fair value in the coming year or two as the recent strategic 
acquisitions to move beyond Humira dependence take hold and the heavy debt 



load associated with those is pared down. YDP fair value currently is $118.72, 
while shares have been trading sideways in a consolidation range since late 
November 2020, currently at $107.54.

Valuation from the Guru blended model using a combination of traditional value 
metrics is currently at $100 to $112. I have taken a conservative approach of 
estimating a fair value at $100 based on a combination of all  these factors.



Covered Option Writing Opportunities:

Shares go ex-dividend for $1.30 this week on 4/14/21 and the 1st quarter 
earnings report and call is scheduled for pre-market open o 4/30/21.  Investors 
may wish to await these results before establishing any new position or may 
desire to act prior to the news. Share price has been largely unaffected or 
advanced significantly on each of the prior reports since January 2019.

Those wishing to establish a new income oriented position at this time might 
consider writing the 95 day cash secured puts using the 7/16/21 $100.00 @
$2.90 premium, giving an 11.47 annualized yield rate on the $97.10 net 
covering cash. Downside protection from the current market share price is
$10.44 (9.71%).

Given the strong 4.84% dividend yield, some may wish to consider a buy-write 
to open a position at this time. Consider a market share buy at $107.54 coupled 
with concurrent covered call leg selling the 431 day 7/17/22 $125.00 @ $3.90 
premium for a net debit cost of $103.64.  The annualized yield rate is then 
3.19%. When combined with the 4.84% dividend, the total yearly rate is 8.03%. 
If called away, an additional $17.46 (16.87%) intrinsic gain will be realized.  
Downside protection from current price after taking into account the $1.30 
dividend harvest this week which makes the net break-even $102.34 is $5.20 
(4.84%).

No attractive DOPA trade is evident for the upcoming ex-dividend.



Closing Thoughts:

I continue a focus on income from strong and secure tickers to weather storms 
with downside protection. I also continue searching to have one or two new 
special opportunity ideas this month.  

I look forward to continue working with all of you. Please remember that the 
deadline to sign up for a subscription without interruption is by the close of this 
coming Thrusday,4/15/21. 

As always, feel free to ask any questions or discussion you wish via open or 
private message In chat or email to me.  

I am fully 2 shot vaccinated now and happy to meet and share a beverage or 
meal with anyone that happens to be in the Tampa are for their own situation, 
and perform their own due diligence before making any investment. a now 
through May 25th.

Stay safe and well.

Richard

I am not a licensed securities dealer or advisor. The views here are solely my 
own and should not be considered or used for investment advice. As always, 
individuals should conduct any added research they wish, determine the 
suitability for their own situation, and perform their own due diligence before 
making any investment. 


