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Takeda Pharmaceutical Co. Ltd (TYO:4502Ticker):
Acquisition of Shire Plc. (LON:SHP)
Vote Recommendation: Vote FOR the Transaction
Executive Summary
In April 2018, Takeda Pharmaceutical
announced the agreed takeover of UK’s Shire,
the largest-ever overseas acquisition by a
Japanese company. The deal was
immediately received by an ominous market
reaction, with Takeda's stock declining more
than 18 percent following the disclosure of its
preliminary approach through the
announcement of a definitive deal a month
later.
As a result of this deal, Takeda will double its
size and become a more global pharma
company. This type of transformational deal
is unfamiliar to Japanese investors, and it will
cause Takeda to increase its pro-forma
leverage to 4.8x EBITDA, in sharp contrast to
the net cash position of its conservative
Japanese peers.
Though the deal does not face any public

institutional shareholder opposition, a group
of former Takeda executives and founding
family members have been campaigning
against it.
Strategic Rationale
Takeda has achieved the highest exposure to
the US among the Japanese peers we
selected, at one third of revenues, similar to
rival Astellas; like Astellas, it also has the
lowest exposure to Japan, at approximately
one third. The US market is the world’s
largest and likely the most profitable, and
where new medicines are adopted most
rapidly. But Takeda faces other challenges in
the medium term, with its pipeline lacking
big, late-development experimental drugs
and the end of exclusive rights to some
blockbuster drugs approaching after 2020.
Shire’s focus on rare diseases seems to fit
into Takeda’s strategic direction, and it adds
the benefit of product diversification. With
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product overlap limited even in core franchises,
getting regulatory approval has not been a problem.
Shire also provides very good geographic
complementarity, with 64 percent of its revenues
coming from the US. The combined US presence, at
48 percent of revenues, would put Takeda in line
with global pharma players. Indeed, the deal
catapults Takeda into that league, in terms of size
and geographic exposure, and could give it an
advantage in competing for M&A targets and
licensing deals. Lastly, Shire’s business model of inlicensing late stage projects has yielded a robust
pipeline that would fill the short and mid-term gap at
Takeda.

leverage in the mid-term.

Takeda could have chosen a different path, by
continuing with smaller, bolt-on acquisitions and
R&D partnerships, as the dissident argues. The issues
with such strategy include: 1) typical pharma
acquisition multiples are higher than what Takeda is
paying for Shire; 2) Takeda already has more than
180 R&D partnerships (46 percent of pipeline, all
phase 1), and such a strategy might have a limited
impact on the company; and 3) Takeda’s leverage is
already at 1.7x EBITDA, and bolt-on acquisitions are
more likely to be made in cash vs. stock, putting
pressure on the leverage ratio.

Governance at Takeda has changed as part of its
internationalization process. Before French CEO
Christophe Weber was appointed, Takeda’s board
was 25 percent independent. Today, two-thirds of
its 12-member board is independent. According to
ISS Analytics data, only 38 percent of Japanese
companies have a board that is more than onethird independent. Moreover, the company has a
female director, something that only 31 percent of
Japanese boards can claim. Weber's appointment
as CEO in 2014 also seems to coincide with the
launch of Takeda’s new English version website, a
window for international investors.

One could say that the company is pursuing this
transaction from a position of relative strength,
seeking to preempt the threat of a limited late phase
drug pipeline, generic competition to its major drugs,
and pricing limits in Japan. The deal diversifies the
company in terms of products and geographies, and
provides strong cash flow generation that, combined
with divestments, allows for relatively rapid
deleveraging, despite maintaining top of the range
www.issgovernance.com
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There are risks related to the hemophilia business,
Shire's largest franchise; however, that business
line would be diluted into a larger portfolio, and a
combined company could still de-lever to a
reasonable level in that scenario. A standalone
Shire, on the other hand, would be hard pressed to
deal with a negative scenario in hemophilia,
combined with pipeline disappointments. Being
bought out at a reasonable multiple and offered
the possibility of sharing in the upside therefore
looks reasonable for the target.
Deal Process, Terms and Governance

Following the transaction, three Shire directors will
join the Takeda board, increasing its independence.
Valuation
Since the unaffected date, Takeda shares have
declined by 23 percent in USD, vs. an increase of 17
percent for its peer group (TSR basis). The reaction

has been decidedly negative, and certain factors are
worth highlighting:
A deal that doubles the size of a Japanese company
would be expected to “transform” its shareholder
base. It is still unclear what kind of demand there
would be for a “Toyota” of pharma, as some have
referred to the new Takeda.
There might have been some trading dislocation:
Japanese stocks have less liquidity than European
stocks, which in turn have less liquidity than
American stocks. Daily trading volume for Takeda
used to be equivalent to approximately 0.25 percent
of the company’s shares outstanding before the
unaffected date, substantially less than Shire’s (in
both cases including their ADSs). Substantial merger
arbitrage seeking to hedge Shire’s position would put
significant pressure on Takeda stock. Additionally,
many investors in Shire’s UK shares might not be able
to hold new Takeda stock, which will not be listed in
London; only some may have the ability of selling
early (i.e. before the deal closes). On the other hand,
Takeda index weighting will increase and that will
compensate some of the flow back, but at a later
date.
The 68.9 percent one-day premium to unaffected
date is certainly eye catching, and the third highest
we identified among the pharma deals over US$ 10
billion in the past decade. However, Shire’s stock had
been significantly downgraded on hemophilia
concerns, and it was sitting well below consensus
target prices. Indeed, based on target prices (which
are heavily based on DCF for pharma companies), the
premium would have been 14.0 percent on
announcement.

2

ISS Special Situations Research
November 20, 2018
A valuation multiple approach for Shire would
indicate its current stock valuation, even affected by
the deal, is close to its standalone valuation. Shire
has historically traded in line with the selected peer
group, and the current valuation yields an EBITDA
multiple very similar to that of peers (approximately
10.0x). A simple comparison of Takeda’s current
NTM EBITDA multiple at 9.7x, vs. Shire at 10.3x,
would indicate Shire is getting some premium (albeit
low), but still sharing on the upside of the deal.

Based on these factors, support for the transaction
is warranted.

The market reaction for Takeda has been strongly
negative, largely due to technical factors mixed with
some investor perplexion and flow back issues. Still,
the company is paying a reasonable price for Shire,
relative to the risks Shire is exposed to, and achieving
a reasonable return on investment in three years.
Conclusion

Takeda seems to be pursuing this transaction from a
position of relative strength, seeking to preempt the
threat of a limited late-phase drug pipeline, generic
competition to its major drugs, and pricing limits in
Japan. The deal diversifies the company in terms of
products and geographies, and provides strong cash
flow generation that, combined with divestments,
allows for relatively rapid deleveraging, despite
maintaining top of the range leverage in the midterm.
The market reaction for Takeda has been strongly
negative, largely due to technical factors mixed with
some investor perplexion and flow back issues. Still,
the company is paying a reasonable price for Shire,
relative to the risks Shire is exposed to, and achieving
a reasonable return on investment in three years.
www.issgovernance.com
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Transaction Summary
Key Data Points
Announcement Date

October 19, 2018
December 3, 2018
SHIRE PLC
SHP.L
Pharmaceuticals, Biotechnology &

Incorporated

Record Date (Takeda)
Record Date (Shire)
TAKEDA PHARMACEUTICAL CO LTD Target
4502.T
Ticker
Pharmaceuticals, Biotechnology &
GICS Code (Sector)
Life Sciences
Japan
Incorporated

Board Approval
Special Committee

Yes
No

Board Level of Support
Special Committee Support

Unanimous
NA

Sale Process

Exclusive negotiation

Change-in-Control payments

None

Financial Advisor (Shire)
Fairness Opinion

Citi, Goldman Sachs, Morgan
No

Non-Contingent Fee
Contingent Fee

NA
NA

Acquirer
Ticker
GICS Code (Sector)

May 8, 2018

Life Sciences
Jersey

V aluation
Deal Equity Value (mn)

$

65,221.42 Deal Enterprise Value (mn)

Shares Outstanding

$

78,921.42

787.68 Shares Outstanding

Consideration
Offer per Target Share

Cash and Stock
Value at Unaffected date
0.839 Takeda shares and $30.33 in cash for each Shire share

Premium vs. unaffected

1-day
4-week

921.10
$

73.77

68.9%
73.7%

Market Reaction (acquirer) Initial (1-day)
From Initial to Date

-7.4% (in USD)
-22.9% (in USD)

Deal Struc ture
Break-Up Fee

1-2% for Takeda

Voting Agreement

No

Dissenters’ Rights

No

Vote Requirement

>75% of votes at Shire
>2/3rds of votes at Takeda

Post-closing Ownership

www.issgovernance.com
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Takeda
50.0%

Shire
50.0%
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Precedent Transactions

Global Pharma M&A
Announcem
ent Date
Target Name
11/25/2016 Actelion Ltd
8/4/2015 Baxalta Inc
3/4/2015 Pharmacyclics
2/22/2015 Ltd
2/5/2015 Hospira Inc
11/17/2014 Allergan Inc
2/18/2014 Forest Labs
11/21/2011 Pharmasset Inc
3/9/2009 Schering Plough
1/26/2009 Wyeth

Deal EV
Size (M 1 Day
1 Month EV/ LTM
Acquirer Name
USD)
Premium Premium EBITDA
Johnson & Johnson
29,039
77.1
95.41
33.1
Shire PLC
35,219
37.5
42.66
21.5
AbbVie Inc
19,917
38.6
57.94
56.5
Valeant
15,858
43.9
49.01
NA
Pfizer Inc
16,771
38.9
45.87
20.6
Actavis PLC
66,404
63.5
76.07
27.6
Actavis PLC
23,616
26.9
33.27 152.1
Royal Merger
10,832
88.5
93.78
NA
Merck & Co Inc
45,913
33.9
17.54
15.2
Pfizer Inc
64,480
29.3
38.87
8.1

Median
3/28/2018 Shire plc

38.8
Takeda

77,918

68.9

47.4
66.7

24.5
12.0

Source: TR Eikon
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Trading Comparables
TR.PriceClose.Currency

EV /

Price /

Enterprise

LTM

LTM

Company

Ticker

Market Cap

Value

EBITDA

Sales

NTM EBIT

LTM
EPS

NTM

EBITDA

PE

LT
Growth

Astellas

4503.T

$28,583.2

$26,151.0

8.8x

2.2x

Chugai

4519.T

33,281.2

30,924.2

30.2

6.0

12.6x

9.8x

17.4x

17.7x

3.8%

26.3x

21.9x

42.7

35.1

20.9

Daiichi

4568.T

23,744.3

19,441.2

16.4

Eisai

4523.T

25,203.3

24,129.5

21.4

2.3

31.0x

19.8x

38.9

45.6

1.5

4.3

----

26.2x

42.3

51.7

13.8

Otsuka

4578.T

25,481.7

24,568.9

Shionogi

4507.T

20,972.5

18,504.8

17.9

2.1

----

11.9x

24.2

22.6

10.5

15.1

6.0

----

13.8x

20.0

18.7

12.3

Allergan

AGN

53,467.1

Alexion

ALXN.O

26,078.3

75,853.7

10.2

4.7

10.4x

10.1x

NM

9.6

6.0

27,748.9

16.7

7.1

11.6x

10.4x

104.7

13.6

18.0

Amgen

AMGN.O
AZN.L

123,543.6

128,049.6

10.6

5.5

11.0x

9.5x

15.7

13.1

4.7

103,274.4

120,791.4

15.8

5.6

19.3x

14.7x

42.2

21.6

8.8

Biogen
Celgene

BIIB.O

63,305.7

64,801.6

9.0

4.9

9.4x

8.7x

14.9

11.8

7.9

CELG.O

51,010.9

68,851.9

16.3

4.7

6.9x

6.4x

12.5

6.9

19.8

CSL

CSL.AX

60,524.0

64,094.0

22.4

8.1

23.4x

20.7x

35.0

29.4

12.4

Gilead

GILD.O

91,715.0

94,861.0

8.8

4.3

7.8x

7.1x

13.1

10.3

-5.0

Grifols

GRLS.MC

Pfizer
Roche
Sanovi

PFE
ROG.S
SASY.PA

256,859.3
212,529.0

281,003.3
227,215.0

12.6
10.2

5.3
4.1

18.3x
13.5x
11.7x
13.7x

15.4x
12.3x
10.1x
10.4x

25.4
17.9
20.0
25.2

22.9
16.5
13.9
14.0

12.3
7.5
5.9
4.2

Takeda

4502.T

30,554.7

36,421.9

11.6

2.3

----

9.7x

24.9

20.0

7.9

17.2x

3.3x

26.3x

16.8x

31.5x 28.9x

Mean

18.3

3.8

23.3

17.2

30.9

31.9

9.8

Har Mean

15.9

3.1

20.1

15.3

27.1

26.8

0.2

Astrazeneca

Median
Takeda Peer Group

Median
Shire Peer Group
Shire

SHP.L

55,056.1

NTM

11.4%

11.6x

5.1x

11.6x

10.3x

20.0x 13.8x

Mean

13.3

5.4

13.1

11.3

29.7

15.3

Har Mean

12.1

5.2

11.6

10.3

20.6

13.2

--

10.8

4.5

11.8x

10.6x

22.6

11.3

4.7

70,195.7

11.4%
--

Source: TR Eikon. In USD mn. Shire peers in grey.
www.issgovernance.com
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Historical Financial Performance

Shire
Revenue

2012
$

2013

2014

2015

2016

2017

5-Year CAGR

4,527.4

$ 4,934.3

$ 6,022.1

$ 6,416.7

$ 11,396.6

$ 15,160.6

27.3%

805.7

1,419.6

3,282.8

1,337.5

603.5

4,253.5

39.5%

EBITDA

1,501.1

1,975.0

2,516.7

2,832.9

3,443.2

5,692.0

30.5%

FCF

1,189.8

1,306.0

4,151.4

2,222.3

2,010.2

3,457.9

23.8%

EPS

1.36

2.40

5.55

2.26

0.78

2.02

8.3%

Gross Margin

87.1%

86.4%

83.7%

84.9%

66.5%

69.0%

Operating Inefficiency

35.6%

29.6%

29.1%

28.1%

25.6%

22.2%

Net Debt/EBITDA

-0.3x

-1.1x

-0.8x

0.5x

6.5x

3.3x

2016

2017

2018

Net Income

Takeda
Revenue

Fiscal Years
2013

2014

2015

$ 16,530.5

$ 16,393.9

Net Income

1,577.5

1,033.6

(1,213.6)

EBITDA

5,015.4

2,934.5

3,413.0

FCF

2,339.1

680.3

614.4

(527.4)

EPS

2.00

1.31

(1.54)

Gross Margin

70.2%

71.0%

Operating Inefficiency

33.1%
0.3x

Net Debt/EBITDA

$ 14,800.4

5 Year CAGR

$ 16,057.0

$ 15,550.8

$ 16,662.3

0.2%

712.2

1,032.0

1,758.8

2.2%

2,975.8

3,111.1

3,544.9

-6.7%

1,145.1

2,344.6

0.0%

0.90

1.31

2.24

2.3%

70.7%

70.4%

67.7%

72.0%

33.2%

34.6%

36.3%

35.9%

35.5%

0.4x

0.2x

0.9x

2.2x

1.6x

Source: TR Eikon. Fiscal years ended in Dec. for Shire and March for Takeda.
www.issgovernance.com
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Shareholder Base—Target
% Change Since Market Value of
Rank Investor Name

Current Position

% O/S

Last Filing

Position

1 BlackRock Institutional Trust Company, N.A.

63,473,086

6.93%

-0.06%

3,808.63

2 The Vanguard Group, Inc.

30,736,018

3.36%

0.25%

1,844.28

3 Aberdeen Asset Investments Limited

29,320,479

3.20%

-2.27%

1,759.34

4 State Street Global Advisors (UK) Ltd.

23,286,801

2.54%

2.03%

1,397.30

5 Capital Research Global Investors

22,622,044

2.47%

0.00%

1,357.41

6 Legal & General Investment Management Ltd.

21,073,659

2.30%

0.13%

1,264.50

7 Norges Bank Investment Management (NBIM)

20,917,931

2.28%

12.41%

1,102.31

8 Fidelity International

16,085,624

1.76%

-7.27%

965.20

9 Templeton Investment Counsel, L.L.C.

15,441,747

1.69%

-0.48%

926.57

10 Société Générale Securities Services S.A.

13,008,710

1.42%

0.94%

780.57

11 Janus Henderson Investors

11,482,771

1.25%

-7.22%

669.50

12 Davidson Kempner Capital Management LP

10,044,207

1.10% --

13 Lazard Asset Management Limited

10,015,586

1.09%

-17.51%

600.97

14 UBS Asset Management (UK) Ltd.

9,213,851

1.01%

-5.48%

552.87

15 INVESCO Asset Management Limited

9,200,171

1.00%

-4.24%

489.73

16 Perpetual Investments, Ltd.

9,100,596

0.99%

2.11%

496.18

17 Northern Cross LLC

9,098,220

0.99%

-6.44%

512.49

18 Bank of Nova Scotia

9,029,893

0.99%

-13.17%

492.33

19 Harding Loevner LP

8,588,342

0.94%

56.98%

457.17

20 M & G Investment Management Ltd.

8,136,889

0.89%

-10.89%

443.64

602.69

Source: TR Eikon. Value of position in USD mn.
www.issgovernance.com
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Shareholder Base—Acquirer
% Change Since Market Value of
Rank Investor Name

Current Position

% O/S

Last Filing

Position

1 Nippon Life Insurance

43,560,000

5.48%

-16.53%

1,685.77

2 Sumitomo Mitsui Trust Bank, Limited

37,290,500

4.69%

1.07%

1,443.14

3 Mitsubishi UFJ Kokusai Asset Management Co., Ltd.

31,418,183

3.95%

1.73%

1,215.88

4 The Vanguard Group, Inc.

31,305,073

3.94%

0.31%

1,211.51

5 Causeway Capital Management LLC

20,627,526

2.60%

0.00%

798.29

6 Mondrian Investment Partners Ltd.

18,405,917

2.32%

-1.83%

712.31

7 Takeda Science Foundation

17,911,856

2.25%

0.00%

693.19

8 Wellington Management Company, LLP

15,613,403

1.96%

-0.07%

604.24

9 Glenview Capital Management, LLC

14,582,517

1.84%

-0.93%

564.34

10 BlackRock Japan Co., Ltd.

14,195,000

1.79%

908.38%

549.35

11 BlackRock Institutional Trust Company, N.A.

13,170,855

1.66%

-2.07%

509.71

12 BlackRock Fund Advisors

13,055,800

1.64% --

13 State Street Global Advisors (US)

12,858,551

1.62%

0.09%

497.63

14 Daiwa Asset Management Co., Ltd.

12,790,500

1.61%

-0.76%

494.99

15 Nikko Asset Management Co., Ltd.

12,742,700

1.60%

28.32%

493.14

16 Barclays Capital

11,035,954

1.39%

-0.34%

427.09

17 GIC Private Limited

9,712,340

1.22%

-0.57%

375.87

18 UBS Asset Management (UK) Ltd.

8,361,999

1.05%

-0.48%

323.61

19 T. Rowe Price International (UK) Ltd.

8,263,600

1.04%

3.56%

319.80

20 Norges Bank Investment Management (NBIM)

6,939,558

0.87%

-2.54%

268.56

505.26

Source: TR Eikon. Value of position in USD mn.
www.issgovernance.com
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Background

Key Events

Takeda Pharmaceutial (Takeda) is a Japanese pharmaceutical company focused
on oncology, gastroenterology, neurology, plasma derived therapies and
ophthalmology/general medicine. Takeda derives 34 percent of its revenues from
its country of origin, and a similar percentage from the US.

March 28, 2018 Takeda announces possible offer for Shire

Shire is an Irish-headquartered specialty biopharmaceutical company focused on
hematology, immunology, neurology, gastroenterology/endocrinology and
oncology. The company has a strong exposure to the world’s largest pharma
market, the US, at 64 percent of revenues. Shire stock had been under intense
pressure given competition in its hemophilia business, which represents a quarter
of its revenues.
Takeda approached Shire in March this year, and after raising its offer several
times, the target finally agreed to a cash and stock deal, comprising US$30.33 in
cash plus 0.839 shares for each Shire share. Market reaction to the approach was
markedly negative for Takeda. A group of former Takeda executives and members
of the founding family have publicly opposed the transaction.

March 29

Takeda offers GBP 44.00 per share in cash and stock

April 8

Shire rejects the proposal*

April 11

Takeda increases offer to GBP 45.50 per share in cash and
stock*

April 12

Shire rejects the proposal*

April 13

Takeda increases offer to GBP 46.50 per share in cash and
stock*

April 14

Shire rejects the proposal*

April 19

Shire publicly discloses previous proposals and rejections.
Allergan considers bid for Shire, though hours later says it
will not make an offer.

April 20

Takeda increases offer to GBP 47.00 per share in cash and stock

April 24

Takeda increases offer to 0.839 new Takeda shares and
US$30.33 in cash for each Shire share, or approximately GBP
49.00. Shire accepts in principle.

May 8

Shire accepts latest offer

May 28

Group of retail investors (former executives and founding
families) criticize the deal's dilution, execution risk, and
leverage

Dec. 5

EGM

* Information disclosed on April 19.
www.issgovernance.com
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Shareholder Opposition

Analyst Comments

A group of 130 retail investors, led by former Takeda executives and founding
family members, has publicly opposed the transaction. The “Think about
Takeda’s Bright Future” group owns more than 1 percent of the company.



“This would be a big acquisition, but we are optimistic about cash flows at
the new Takeda. We believe the risk of a dividend cut is very small, and we
assume dividend growth from the second year of the acquisition (FY20).”
UBS, June 20, 2018.



“Whilst there is still a strong value case, given recent newsflow that now
looks likely to stay the case for some time, recent developments look
weatherable (Lialda, Haegarda, R&D departure, but post ISTH attendance
we believe hemophilia is now likely to prove a more durable overhang.”
Barclays, Aug. 1, 2018.



“The timing of the Takeda bid for Shire was highly opportune, matching the
peak of relative valuation differential between the Japanese companies and
a universe of global specialty /biotech companies…. We see strong
combined cash flow for the enlarged group.” Credit Suisse, Oct. 15, 2018.



“The proposed deal will likely transform Takeda into a global specialist
pharmaceutical player in terms of sales and R&D capacity. Our view is that
Takeda management has the experience and right strategy to execute the
business combination successfully. The combined company has the cash
flow to de-lever while maintaining shareholder returns. Longer term, the
global sales footprint matches the potential we see in the R&D pipeline.”
Deutsche Bank, Nov. 5, 2018.



“We acknowledge that Takeda’s bid has strategic rationale, that its
dividend looks sustainable and it’s deleveraging targets appear reasonable.
But we opined that Takeda’s offer materially undervalued Shire as soon as
the deal was recommended.” Societe General, Nov. 12, 2018.

The group’s concerns include:
 Size of the transaction relative to Takeda, implying significant integration
risks.


Leverage needed to finance the transaction and dilution to existing
shareholders.



More than 20 percent stock negative reaction to the announcement, and
potential credit rating downgrades, whereas competitors have increased by
50 percent over the period.



The market for rare disease and blood-related products is restricted and will
not lead to long-term and sustainable growth.



Takeda is overpaying for Shire, offering a 65 percent premium for a company
with some franchises under threat. Shire's business structure of concentrating
on defined fields has been a strength so far, but it could turn into a weakness,
as a single slip-up could quickly result in overall failure. Indeed, Shire's sales of
blood-related products account for one-quarter of its total sales, which are at
risk after the launch of Roche’s Hemlibra.



An M&A approach to small or medium sized biopharmaceutical companies or
specific product-based buy-out/acquisition would be a viable alternative.



There exists the possibility that financial institutions playing a dual role, as
shareholders and as creditors/ underwriters/ advisors will be questioned on
conflict of interest. Those shareholders should not vote at the EGM.

www.issgovernance.com
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Strategic Rationale
The Takeda board believes the acquisition will:
 create a global, values-based, R&D driven biopharmaceutical leader

incorporated and headquartered in Japan, with an attractive geographic
footprint and the scale to drive future development. US revenues are expected
to account for close to 50 percent of the total revenues of the combined group.
Shire’s portfolio will also benefit from Takeda’s strong international presence in
emerging markets and Japan;
 strengthen Takeda’s core therapeutic areas, bringing together complementary

positions in gastroenterology (GI) and neuroscience, and provide leading
positions in rare diseases and plasma-derived therapies;
 create a highly complementary, robust, modality-diverse pipeline and a

strengthened R&D engine focused on breakthrough innovation. Shire has strong
expertise in rare diseases, an attractive modality diverse mid- and late-stage
pipeline enriched with large-molecule programs; Takeda has a productive early
stage development and research-orientated R&D program;
 deliver compelling financial benefits for the shareholders of both Takeda and

Shire, including significant accretion to underlying earnings per Takeda share,
return on invested capital above Takeda’s cost of capital, and expect it to
generate substantial cost synergies of at least US$1.4 billion, with the potential
for additional revenue synergies from the complementary geographic and
therapeutic focus.
The company argues that the substantial cash flow generation expected to result
from the acquisition will enable the combined group to de-lever quickly following
completion. Takeda intends to maintain its investment grade credit rating with a
target net debt to EBITDA ratio of 2.0x or less in the medium term.

ISS Analysis
Over the past few years, Takeda has increasingly focused on gastroenterology,
oncology, and neuroscience plus vaccines. Rare disease is also an evolving focus
of Takeda’s R&D development strategy, with more than one-third of its clinical
pipeline programs targeting rare diseases. Specialty drugs tend to get better
pricing from regulators in Europe and Japan (which is over half of the
company's sales base), and even in the US, as opposed to general practice
fields. However, there has been increasing attention over excessive pricing for
specialty drugs, given abuses in the US.
The company has also been increasing its international presence. It completed
a number of cross-border M&A deals, including the acquisition of Ariad
Pharmaceuticals in 2017, Nycomed in 2011, and Millennium Pharmaceuticals in
2008. Takeda’s foreign acquisitions, like those by Japanese rivals Astellas and
Shionogi, have been relatively small to mid-size (Takeda’s largest deal was
Nycomed in 2011 for US$ 13.7 bn, which increased Takeda’s revenues by 30
percent). The need to expand abroad is partly driven by the government-run
health system, which accounts for 40 percent of drug spending in Japan. As
Japan's ageing population puts increasing pressure on that organization’s
budget, authorities are trying to cut back drug spending.
Takeda has achieved the highest exposure to the US among the Japanese peers
we selected (see list of peers in Trading Comparables table), at one third of
revenues, similar to rival Astellas; like Astellas, it also has the lowest exposure
to Japan, at approximately one third. The US market is the world’s largest and
likely the most profitable, and where new medicines are adopted most rapidly.
But Takeda faces other challenges in the medium term, with its pipeline lacking
big, late-development experimental drugs and the end of exclusive rights to
some blockbuster drugs approaching after 2020. Still, it is fair to say that
Takeda is undertaking this transaction from a relative position of strength,
without imminent threats and at a time when it is on track to improve its
standalone margins.
How does Shire fit into this strategic need? Both companies share two areas of
interest, namely gastroenterology and neuroscience, but these two represent
less than a third of revenues at Shire. Shire this year sold its oncology business,
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© 2018 ISS | Institutional Shareholder Services Inc.

12

ISS Special Situations Research
November 20, 2018
one of Takeda’s other focus areas. But Shire’s focus on rare diseases seems to fit into
Takeda’s strategic direction, and it adds the benefit of product diversification. With
product overlap limited even in core franchises, getting regulatory approval has not been a
problem.
Shire also provides very good geographic complementarity, with 64 percent of its revenues
coming from the US. The combined US presence, at 48 percent of revenues, would put
Takeda in line with global pharma players. Indeed, the deal catapults Takeda into that
league, in terms of size and geographic exposure, and could give it an advantage in
competing for M&A targets and licensing deals.
Lastly, Shire’s business model of licensing late stage projects has yielded a robust
pipeline that would fill the short and mid-term gap at Takeda.
Shire brings it owns problems too: the company has become a takeover target for Takeda
because its largest franchise, hemophilia (a quarter of revenues), is under threat from new
competition. After Shire acquired the business from Baxalta, Roche’s Japanese subsidiary
Chugai launched competing drug Hemlibra. While Shire controls half of the hemophilia A
market, analysts estimate it could lose a substantial portion of this market share in the
coming few years. The company has a pipeline of high-margin drug candidates, but it will
need blockbusters to compensate for this issue. It also stands to lose marketing exclusivity
for Vyvanse in mid-2023 (currently close to 15 percent of Shire’s revenues).
The hemophilia issue caused Shire stock to trade at low multiples, and hence created the
opportunity for Takeda. Shire’s drug for inhibitor therapies (Feiba), representing
approximately US$790 mn in revenues, is most under threat, and the company guides to a
50 percent decline in revenues over the mid-term. For non-inhibitor therapies (Advate,
representing close to US$2 bn in revenues), the story is different. Patients taking these lifesaving prophylactic therapies may hesitate to shift to a new treatment, given that
Hemlibra has a black label warning indicating potentially serious side effects. Thus, Shire is
more likely to lose its share of new patients starting the therapy, rather than patients
already using its drugs. Additionally, a treatment with Hemlibra would cost close to 50
percent more than with Advate, and there might be resistance from payors (Advate’s
annual treatment cost is approximately US$300,000). It is certainly plausible that years of
use of Hemlibra showing limited side effects could alter the dynamics, though that pushes
the risk further down the road. Modelling a decline of approximately a third for the noninhibitor business in five years, as the consensus has, appears a reasonable compromise.
www.issgovernance.com
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Synergies
We note the cost synergy number is audited under UK rules, meaning
this tends to be a rather conservative number. As an example, Shire
announced US$ 500 mn in expected synergies when buying Baxalta in
2016, and is on track to achieve US$ 700 million.
The following table shows puts the synergy ambitions of Takeda into
context, relative to other large pharma mergers worldwide where the
target was more than that half the size of the acquirer. We believe the
cost synergies announced by Takeda appear realistic.
Additionally, revenue synergies are to be expected, given Shire’s
strong US base, and Takeda’s stronger emerging market and Japan
presence.
Against this, tax dis-synergies are to be expected, given Shire’s low
corporate tax rate in Ireland.
Pharma merger announced synergies
Manuf./
R&D
SG&A supply
12.5%
7.9%
0.6%
6.4%
6.9%
2.3%

Shire/Takeda
Baxalta/Shire (2016)
Allergan/Actavis (2015)
Wyeth/Pfizer (2009)
Schering Plough/Merck (2009)
Aventis/Sanofi (2005)

Total
5.9%
5.2%
11.3%
7.4%
9.9%
6.3%

Source: company announcements and TR Eikon

Post-Merger Integration
Takeda started its internationalization process many years ago, not
just in terms of revenue exposure, but also in terms of its management
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team and board. While cultural differences could heighten
execution risk, Takeda seems better positioned than most
Japanese peers to merge with a western firm.
Takeda management, having served in major pharma companies in
recent decades, have relevant experience in post-merger
integration (e.g. CEO Weber in Glaxo-Smith Kline and CFO
Saroukos in Merck- Schering-Plough). We also note that 80
percent of the new management team will be non-Japanese.
Shire’s profile facilitates integration to some extent: the target
does not have a full R&D engine, given its strategy of in-licensing,
does not have an R&D center, and employees are mostly in
Boston, where Takeda has one of its R&D centers. Approximately
15,000 of Shire’s 23,000 employees work in manufacturing, an
area that would be kept without major changes given the different
focus from Takeda’s manufacturing.
A deal of this size poses integration risk, which are moderated by
the above-mentioned factors.

Leverage
Takeda is a rarity among Japanese peers, which operate with net
cash positions. This seems to be part of the internationalization of
the company’s management and attitudes toward debt. The
transaction would take the combined company’s pro-forma net
debt/EBITDA ratio to approximately 4.7x, as compared to the 0.5x2.0x of the world’s leading pharma companies. Takeda has
disclosed an illustrative level of 2.1x EBITDA by 2023, but 1.7x with
US$10 bn in post-tax divestments.

Based on consensus EBITDA estimates, the company could reach
its goal of deleveraging to 2.5x EBITDA by FY2022 (ended in March)
without divestments, still above peers. Arguably, our estimate
might appear conservative, as revenue synergies are not included
and we are not accounting for the potential upside to cost
synergies. Running a negative scenario analysis for the hemophilia
business could have more impact on later years, when Takeda
www.issgovernance.com
© 2018 ISS | Institutional Shareholder Services Inc.

Leverage ($ mn)
FY2019
FCF Takeda
FCF Shire
Synergies
Implementation costs
Additional interest expense
Marginal tax
Combined company FCF

2,274
4,013
6,287

FY2020
FY2021
FY2022
2,685
2,892
2,854
4,952
5,386
5,604
400
800
1,400
(1,200)
(800)
(400)
(1,192)
(1,134)
(1,045)
5,645
7,143
8,412

EBITDA

10,215

12,527

12,947

13,494

Net debt
Net debt/EBITDA

48,000
4.70

44,855
3.58

40,212
3.11

34,300
2.54

Source: TR Eikon. FY converted to Takeda's (ending March 31). Tax rate is Takeda's. FCF before JPY 180 per
share dividend. Net debt after dividend payment.

could have already de-levered to a more reasonable level. Importantly, there should be room
for portfolio optimization at the company, with disposals providing additional capital.
Divestments provide a buffer in case of headwinds, and in our engagement with the company,
management seemed open to disposals, at least to simplify its portfolio.
Conclusion
Takeda could have chosen a different path, by continuing with smaller, bolt-on acquisitions and
R&D partnerships, as the dissident argues. The issues with such strategy include: 1) typical
pharma acquisition multiples are higher than what Takeda is paying for Shire; 2) Takeda
already has more than 180 R&D partnerships (46 percent of pipeline, all phase 1), and such a
strategy might have a limited impact on the company; and 3) Takeda’s leverage is already at
1.7x EBITDA, and bolt-on acquisitions are more likely to be made in cash vs. stock, putting
pressure on the leverage ratio.
One could say that the company is pursuing this transaction from a position of relative
strength, seeking to preempt the threat of a limited late phase drug pipeline, generic
competition to its major drugs, and pricing limits in Japan. The deal diversifies the company in
terms of products and geographies, and provides strong cash flow generation that, combined
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with divestments, allows for relatively rapid deleveraging, despite
maintaining top of the range leverage in the mid-term.
There are risks related to the hemophilia business, Shire's largest franchise;
however, that business line would be diluted into a larger portfolio, and a
combined company could still delever to a reasonable level in that scenario.
A standalone Shire, on the other hand, would be hard pressed to deal with
a negative scenario in hemophilia, combined with pipeline
disappointments. Being bought out at a reasonable multiple and offered
the possibility of sharing in the upside therefore looks reasonable for the
target.

www.issgovernance.com
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Deal Process, Terms, and Governance
Deal Process
Details of the deal process are very rarely disclosed in Japanese and UK deals,
though Takeda has taken the unusual step of providing some background, which
reflects board involvement since September 2017 in evaluating a potential
transaction.
Shire has been a takeover target for a long time. In 2014, it agreed to be acquired
by AbbVie Inc., which had launched a hostile bid for the company. The deal was
called off after new US tax rules deterred US companies from moving their tax
homes overseas. There was additional takeover speculation in Nov. 2017,
mentioning Pfizer as a potential suitor. In April 2018, after takeover talks with
Takeda were disclosed, Allergan said it was considering making a bid for Shire,
though later withdrew its interest.
There are no apparent red flags in terms of board approval of this deal. Director
Jean-Luc Butel recused himself from the board’s consideration and approval of
the acquisition, as he owns Shire shares (he is a former employee of Baxalta).
Additionally, James Kehoe recused himself from the discussions, as he had
previously announced his resignation as Takeda’s CFO.
Governance at Takeda has changed as part of the internationalization process
mentioned earlier. Before French CEO Christophe Weber was appointed, Takeda’s
board was 25 percent independent. Today, two-thirds of its 12-member board is
independent. According to ISS Analytics data, only 38 percent of Japanese
companies have a board that is more than one-third independent. Moreover, the
company has a female director, something that only 31 percent of Japanese
boards can claim. Weber's appointment as CEO in 2014 also seems to coincide
with the launch of Takeda’s new English version website, a window for
international investors.



Takeda’s offer comprises US$30.33 in cash and either 0.839 New Takeda
Shares or 1.678 Takeda ADSs per Shire share. The cash portion is also
available in pounds Sterling, at investor's choice. Shire shareholders will
own approximately 50 percent of the combined company.



Shire shareholders are entitled to receive any dividends announced,
declared, made or paid by Shire in respect of any completed six-month
period ending June 30 and Dec. 31 prior to closing. Shire shareholders
received a US$ 0.56 dividend on Oct. 19, 2018.



The deal has been structured as a scheme of arrangement for Shire
shareholders, requiring 75 percent of votes. On the Takeda side, the deal
requires two thirds of the votes.



The new Takeda will keep its listing in Tokyo and NYSE (through ADSs). This
means that some Shire investors holding UK listed shares might not be able
to hold to Takeda shares, causing a flow back issue.



Shire is not subject to a break-up fee. Takeda must pay a breakup fee of 1
percent if its shareholders reject the proposal, or 2 percent if Takeda’s
board withdraws its recommendation for the transaction

Future Governance
Three Shire directors (Olivier Bohuon, Ian Clark, and Steven Gillis) will join the
Takeda board after closing. As a result, Takeda board independence would
increase further.

Deal Terms
The most relevant deal terms include:
www.issgovernance.com
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Valuation Analysis
The following analysis is not intended to definitively determine the per-share
value. Valuation is as much art as science and is highly dependent on the
underlying assumptions over which reasonable people can disagree. As such, our
analysis is meant merely to indicate a potential range of value that in our opinion,
and based on public information, appears to be reasonable.

For valuation purposes, we selected a peer group as shown in the table on pg. 6.
The first five companies were selected as Takeda comparables and are Japanese
large cap pharmaceutical companies. Takeda and Astellas have very similar
geographic exposure (approximately one third Japan and one third US), while the
rest have much higher exposure to Japan.
The rest of the companies on the list are Shire’s comparables, selected from the
company’s peer group from its compensation plan.
Market Reaction
Given the time difference between Japan and Europe, we note that the
unaffected is March 27, 2018 for Shire and March 28, 2018 for Takeda. Because of
strict UK Takeover rules, Takeda disclosed its preliminary approach to Shire.
Takeda shares immediately fell by 7.4 percent upon that first disclosure. The day
the companies preliminarily agreed on the deal (April 25), the stock fell by 7.0
percent, accumulating an 18.5 percent loss since the unaffected date.
Since the unaffected date, Takeda shares have declined by 23 percent in USD, vs.
an increase of 17 percent for its peer group (TSR basis). The reaction has been
decidedly negative, and certain factors are worth highlighting:
•

A deal that doubles the size of a Japanese company would be expected to
“transform” its shareholder base. It is still unclear what kind of demand there
would be for a “Toyota” of pharma, as some have referred to the new
Takeda.

•

There might have been some trading dislocation: Japanese stocks have less
liquidity than European stocks, which in turn have less liquidity than
American stocks. Daily trading volume for Takeda used to be equivalent to
approximately 0.25 percent of the company’s shares outstanding before
the unaffected date, substantially less than Shire’s (in both cases including
their ADSs). Substantial merger arbitrage seeking to hedge Shire’s position
would put significant pressure on Takeda stock.

•

Many investors in Shire’s UK shares might not be able to hold new Takeda
stock, which will not be listed in London; only some may have the ability of
selling early (i.e. before the deal closes). On the other hand, Takeda index
weighting will increase and that will compensate some of the flow back,
but at a later date.

Takeover Premium
The 68.9 percent one-day premium to unaffected date is certainly eye catching,
and the third highest we identified among the pharma deals over US$ 10 billion
in the past decade. However, Shire’s stock had been significantly downgraded
on hemophilia concerns, and it was sitting well below consensus target prices.
Indeed, based on target prices (which are heavily based on DCF for pharma
companies), the premium would have been 14.0 percent on announcement.
A different approach would be based on peer evolution for both Shire and
Takeda. Shire’s peers have increased by a median of 10.1 percent, vs. 16.7 for
Takeda peers. Adjusting the unaffected prices of both stocks for that evolution,
the premium would be approximately 69 percent, in line with the headline
premium.
Offer price based on analyst target prices (March 27, GBP)
Shire

46.3

Unaffected target price

Takeda

37.2

Unaffected target price

Offer price

52.7

Based on Shire's target price

Premium

14.0%

Over target price

Source: TR Eikon
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Valuation Multiples

Global Pharma M&A
Announcem
ent Date
Target Name
11/25/2016 Actelion Ltd
8/4/2015 Baxalta Inc
3/4/2015 Pharmacyclics
2/22/2015 Ltd
2/5/2015 Hospira Inc
11/17/2014 Allergan Inc
2/18/2014 Forest Labs
11/21/2011 Pharmasset Inc
3/9/2009 Schering Plough
1/26/2009 Wyeth

Deal EV
Size (M 1 Day
1 Month EV/ LTM
Acquirer Name
USD)
Premium Premium EBITDA
Johnson & Johnson
29,039
77.1
95.41
33.1
Shire PLC
35,219
37.5
42.66
21.5
AbbVie Inc
19,917
38.6
57.94
56.5
Valeant
15,858
43.9
49.01
NA
Pfizer Inc
16,771
38.9
45.87
20.6
Actavis PLC
66,404
63.5
76.07
27.6
Actavis PLC
23,616
26.9
33.27 152.1
Royal Merger
10,832
88.5
93.78
NA
Merck & Co Inc
45,913
33.9
17.54
15.2
Pfizer Inc
64,480
29.3
38.87
8.1

Median
3/28/2018 Shire plc

38.8
Takeda

77,918

Source: TR Eikon

Price adjusted by Peer evolution (USD)
Shire Price on March 27, 2018
Peer evolution

43.5
10.1%

Shire Adj. price

47.9

Takeda Price on March 28, 2018

51.8

Peer evolution

16.7%

Takeda Adj. price

60.4

Offer price

81.03

Adj. Premium

69.3%

Source: TR Eikon. Evolution since unaffected date in USD.

68.9

47.4
66.7

24.5
12.0

For a portfolio of products with different “expiration dates,”
multiples can be misleading. Yet, a historical comparison of Shire vs.
Takeda’s forward EV/EBITDA can be instructive regarding the timing
of Takeda's approach. Shire had been facing headwinds in its
hemophilia franchise following the Baxalta acquisition, which led to a
compression in its valuation multiple; it should be noted, though,
that multiple contraction was also an issue affecting peers.
While both Shire and Takeda had been trading at very similar
multiples for much of 2015 and 2016, 2017 was a year when the
market was perhaps rewarding Takeda for Weber’s restructuring
efforts. This led to a widening of the valuation gap between the two
companies, and Takeda decided to make its move for Shire.
A separate discussion would be what the deal is worth at this point.
Takeda’s negative market reaction has meant its valuation multiple
has contracted, while the average of peers has increased. With the
caveat that using multiples can lead to severe distortions given
different “expiration dates” for parts of the companies' portfolios,
making them unstable, we believe a valuation multiple approach
supports the idea that Takeda’s unaffected valuation should be seen
as a floor to its real value. Using peer sales or NTM EBITDA
multiples, to which Takeda has historically traded at a slight
discount, would indicate a fair value of Takeda in the JPY 5,000-7,000
range (see table in next page). The top of the range looks very
unrealistic, however. It could be argued that Japanese pharma
multiples are distorted at this point because of the increase in the
EBITDA multiple in some specific peers (which makes them less
“comparable” now to Takeda), and it seems unlikely Takeda could
justify a multiple of 16x EBITDA at this point. Analysts have a target
price of JPY 6,100, well above the current trading price (though the
estimates might include deal benefits) and implying a multiple of
11.7x.
On the other hand, a valuation multiple approach for Shire would
indicate its current stock valuation, even affected by the deal, is

www.issgovernance.com
© 2018 ISS | Institutional Shareholder Services Inc.

18

ISS Special Situations Research
November 20, 2018
Return on Invested Capital/ Accretion

Forward EV/EBITDA
Takeover
discussions
disclosed

20
18

Our analysis uses the unaffected date of the deal to estimate invested capital, and
employs mostly consensus estimates and the company’s guidance. Based on some
assumptions that are arguably conservative, like no revenue synergies and using of
Takeda’s tax rate, we estimate the deal would likely be accretive to Takeda by the
third fiscal year. The upside we see in terms of revenue and cost synergies might
partially compensate potential shortcomings from the hemophilia business, still
allowing Takeda to cover its cost of capital in a reasonable timeframe (3 to 4 years).

16
14

12
10

Similarly, the deal proves to be very accretive to adjusted earnings per share (+60
percent by 2022).

8

6
10/24/2013

10/24/2014

10/24/2015

10/24/2016

Takeda

10/24/2017

Shire

Though market reaction for Takeda has been strongly negative, largely due to
technical factors mixed with some investor perplexion and flow back issues, the
company is paying a reasonable price for Shire relative to the risks Shire is exposed
to, and achieving a reasonable return on investment in three years.

close to its standalone valuation. Shire has historically traded in line with
the selected peer group, and the current valuation yields an EBITDA
multiple very similar to that of peers (approximately 10.0x). A simple
comparison of Takeda’s current NTM EBITDA multiple at 9.7x, vs. Shire at
10.3x, would
indicate
Takeda Fair Mutliple
Shire is
Current EBITDA Multiple
10.4
getting some
Historical premium/(discount) to peers
-4%
premium
Peer median EBITDA multiple
16.9x
(albeit low),
Fair multiple
16.2x
but still
Implied value per share
7,954
sharing on
the upside
of the deal.
Current sales Multiple
2.4
Historical premium/(discount) to peers
Peer median sales multiple

-10%
3.4x

Fair multiple

3.0x

Implied value per share

5,864

Source: TR Eikon
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Return on Invested Capital ($ mn)
Cash consideration
Stock consideration
Shire's Net debt
Deal costs
Total invested capital

Shire EBIT
Net Synergies
Total EBIT
Tax
NOPAT
Return on Invested Capital

23,867
41,355 At unaffected date
13,700
733
78,921
FY2019
FY2020
FY2021
FY2022
5,960
6,198
6,668
7,068
(800)
1,000
5,960
5,398
6,668
8,068
(1,431)
(1,296)
(1,600)
(1,936)
4,530
4,103
5,068
6,131
5.7%
5.2%
6.4%
7.8%

Source
Consensus

EBIT - Tax
NOPAT/ Invested capital

Source: TR Eikon. FY converted to Takeda's (ending March 31). Tax rate is Takeda's. Cost synergies estimated at $400/800/1,400 mn
in FY20/21/22. Implementation costs of $1,200/800/400 mn in FY20/21/22.

Accretion/dilution Analysis ($ mn)
FY ended in March
Takeda after-tax adj. earnings
Shire pre-tax earnings
Synergies
Implementation costs
Additional interest expense
Tax
Combined company earnings
Takeda Standalone EPS
Takeda+Shire EPS
Accretion/dilution

FY2019
1,444

FY2020
1,937

FY2021
2,181

FY2022 Source:
2,212 Consensus

5,255
(1,261)
5,438

5,761
400
(1,200)
(1,192)
(868)
4,687

6,345
800
(800)
(1,134)
(1,212)
6,021

6,715
1,400
(400)
(1,045)
(1,560)
7,152

1.82
3.44

2.44
2.96
21.6%

2.75
3.81
38.7%

2.78 Consensus
4.52
62.5%

Consensus
Company/estimates
Company/estimates
Takeda's tax rate

Source: TR Eikon.
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State of Play
A Pioneering Japanese Deal
This transaction is a first in many respects, something that has understandably
baffled many Japanese investors.
First, while Japanese companies have long pursued foreign acquisitions, this is the
largest outbound deal ever. Japanese deals have mostly been in cash, with stock
used very rarely. Investing in Japan is also guided by different principles vs. the
outside world. For instance, dividends are a key investment consideration, as the
country has maintained nearly zero interest rates for a long time.

by the market.
The deal’s spread has been very wide since announcement, though in a steadily
declining trend. The trend accelerated after Takeda published its interim results
on Oct. 31, releasing further details on its deal strategy. The current spread is
slightly above 5 percent, with the deal expected to close in 1Q19.

Deal Spread
30.0%

25.0%

Secondly, capital allocation is very different from Western standards, with 55 per
cent of non-financial companies in the Topix being net cash, against 20 per cent in
the US and Europe. Investors and companies are much more cautious in terms of
leverage.

20.0%

15.0%

Thirdly, investors place emphasis on reported, as opposed to adjusted earnings.
Japanese pharma companies in general do not have substantial differences
between reported and adjusted earnings, as opposed to Western peers, which
are more involved in M&A activity.
Fourthly, boards are controlled by insiders, and we are aware of only two
instances of a proxy contest being able to replace directors (Aderans and Kuroda
Electric). An additional factor that explains this is the practice of having either
cross shareholdings or equity investments in listed shares of clients or suppliers.

10.0%

5.0%
25/04/2018

25/06/2018

25/08/2018

25/10/2018

Source: TR Eikon

All these issues are slowly changing. In this context, Takeda launched a deal that
1) is more than US$60 billion in size (i.e. almost 50 percent higher than the
acquirer’s own market cap), and creates a global pharma company that is similar
in geographic exposure to other Western global peers; 2) uses substantial
leverage—a word that many Japanese investors are unfamiliar with, and that
could be a threat to stable dividends; 3) seeks shareholder approval from the
acquirer side, when this is not required by regulation (a third party opinion would
have sufficed); 4) has a target with a substantial difference between reported and
adjusted earnings; and 5) immediately triggered local opposition.
Given these unusual features, the deal was going to require time to be digested
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Conclusion and Vote Recommendation
Takeda seems to be pursuing this transaction from a position of relative strength,
seeking to preempt the threat of a limited late-phase drug pipeline, generic
competition to its major drugs, and pricing limits in Japan. The deal diversifies the
company in terms of products and geographies, and provides strong cash flow
generation that, combined with divestments, allows for relatively rapid
deleveraging, despite maintaining top of the range leverage in the mid-term.
There are risks related to the hemophilia business, Shire's largest franchise;
however, that business line would be diluted into a larger portfolio, and a
combined company could still de-lever to a reasonable level in that scenario.
The market reaction for Takeda has been strongly negative, largely due to
technical factors mixed with some investor perplexion and flow back issues. Still,
the company is paying a reasonable price for Shire, relative to the risks Shire is
exposed to, and achieving a reasonable return on investment in three years.

Based on these factors, support for the transaction is warranted.
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