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ABSTRACT

Since pharmaceutical industry confronts the declining in sales revenue that
pharmaceutical firms use merger and acquisition strategy to survive in the market. So I try to
evaluate this strategy by choosing a case study of acquisition between Merck and
Schering-Plough in 2009. I use free cash flows to firm model to evaluate and value the firm
with synergy value. In addition, | value undeveloped intangible assets and products in pipeline
by using options pricing model and present value of growth opportunities to be
an opportunities value that new Merck can achieve from the acquisition. | find that
the acquisition of Merck and Schering-Plough is successful with high synergy value because
of the cost reduction and enhancing of pipeline products from Merck’s expectation.
The opportunity of intangible assets and pipeline products can help to increase firm value.
For price recommendation, | recommend to hold Merck stock price with target value $55.81.
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