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SPECIALTY PHARMACEUTICALS
Why VRX Looks Like the Better Exit for AGN Shareholders Than
SHPG

• Bottom Line: In this report we assess a theoretical AGN (MP)-SHPG
(OP) combination and analyze whether AGN shareholders would be
better served accepting VRX's current acquisition offer. Based on our
analysis, we believe VRX represents a better option than SHPG because:
(1) financially – SHPG looks more accretive near term, but the VRX
option looks much more compelling on DCF; (2) risk profile – SHPG faces
several major LOEs in the next 6-8 years whereas VRX's sales mix is
more durable; (3) strategic rationale – combined VRX-AGN creates two
powerhouse franchises in dermatology and ophthalmology with better
pot'l for cost/revenue synergies. Further, VRX will be relatively delevered
post deal and positioned for its "next deal," possibly a major transaction
to bolster the company's consumer franchise. On pp. 3-4 we provide our
detailed pro forma models for both the VRX and SHPG M&A scenarios.

• Why we view VRX as the preferred exit for AGN shareholders. Our
VRX/AGN deal assumptions include a $49B transaction cost (70% equity
& 30% cash), $2.7B in cost synergies, and an assumed single-digit tax
rate targeted by VRX. The NewCo would have combined '15E EPS that
is 15-20% accretive to VRX stand-alone earnings and a DCF of ~$190.
If VRX reaches a 12-month valuation of $190 valuation post deal, AGN's
shares would be worth $206 ($48.30 cash + 0.83 VRX shares), well north
of a $150 DCF under the SHPG option. Beyond valuation, we view VRX
as preferable given VRX's lack of major LOEs (loss of exclusivity), and
its complementary dermatology and ophthalmology businesses should
allow for higher cost/revenue synergies and make for a more compelling
business mix.

• SHPG option structurally at a disadvantage competing with VRX
bid. We est it would cost AGN ~$40B to buy SHPG (60% equity &
40% cash). We assume $1.4B in cost synergies and forecast the deal
being 30% accretive to our '15E SHPG EPS and 40-50% to our out-
yr estimates (fully synergized). Overall, the SHPG option looks less
compelling on valuation, strategic rationale and durability of sales; if the
deal is successful, AGN will need to become a "cost cutter." Further, given
SHPG & AGN's lack of overlap, we believe the theoretical entity would be
challenged to achieve higher synergies than the $1.4B we model.

• With SHPG, AGN investors would be making a big bet on pipeline.
We estimate ~45% of SHPG's 2015 sales are at risk to generic
competition in '15-'23 timeframe, and mgmt doesn't seem particularly
optimistic on life cycle mgmt prospects for key franchises (Vyvanse &
Lialda). Also, ~15% of brand sales (Vpriv & Cinryze) may face significant
competitive headwinds in the next few yrs, and some question whether
SHPG has the pipeline to absorb all of the above headwinds. Conversely,
only 15% of VRX's revenue mix comes from non-durable products.
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REVIEW OF POTENTIAL AGN-SHPG COMBINATION 
 

In this report we analyze the prospect of an AGN-SHPG business combination as an alternative to 

VRX’s recent bid to acquire AGN. Our conclusions are that: (1) an AGN-SHPG combination would 

create less value for AGN shareholders than the proposed VRX-AGN combination; (2) AGN-SHPG 

would be significantly accretive to non-GAAP earnings, but the deal looks less compelling on a DCF 

basis; (3) strategically, the VRX-AGN combination makes more sense than the SHPG option, as the 

combination creates dermatology and ophthalmology powerhouse franchises which have the potential 

to generate revenue synergies. Further, an AGN-SHPG combination creates a bunch of disparate 

assets that we believe will be difficult to scale up whereas the VRX-AGN combination appears well 

positioned for VRX’s “next deal,” potentially a deal to bolster the company’s consumer franchise.  

 

Our pro forma (PF) modelling assumptions follow for both AGN-SHPG and VRX-AGN business 

combinations. For the SHPG option, we estimate AGN will need to spend $40B to consummate a deal, 

or a +30% premium relative to current SHPG trading levels. Key assumptions driving PF accretion of 

30-40% in ’15E-’18E include: (1) operational cost synergies of $1.4B, which seem to be an appropriate 

“base case” based on our analysis of AGN and SHPG’s respective cost structures, details follow; (2) 

deal financed 60% equity and 40% debt/cash, which would make SHPG shareholders 40% owners of 

the NewCo – we assume SHPG would require that AGN discount its current stock price given the 

impact of VRX’s offer; & (3) AGN would accomplish a tax inversion through a SHPG acquisition, 

lowering AGN’s tax rate to 19%, in line with SHPG’s effective tax rate.  Upside to our AGN-SHPG 

model include greater cost synergies, mainly from termination of ongoing R&D projects and/or selling 

& marketing efforts supporting existing brands.  
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Our AGN-SHPG pro forma model 
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Our AGN-VRX pro forma model 
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Based on our abbreviated DCF analysis, AGN shareholders likely to be better off 
under the VRX-AGN business combination 

 

 
Source: Leerink Research estimates 
 

AGN-SHPG combination would create a highly diverse company, but only 
strengthens the NewCo’s position in CNS 

 

  
Source: Leerink Research 2015 estimates 

 
 

AGN-VRX would create powerhouse franchises in dermatology & ophthalmology 

 

  
Source: Pershing Square Investor Presentation, FactSet Consensus, Leerink Research 2015 estimates 
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SHPG’s operational spending has consistently averaged ~$2.4B over the last three years, with R&D 

contributing 35-40% and SG&A comprising the remainder. In the context of a potential SHPG-AGN 

business combination, we view the following as likely areas for future cost cuts: (1) employee-related 

R&D costs, which were ~$280m in 2013; (2) general and administrative spend – we est. 6-8% of 

SHPG sales, or $350-450m in spend; & (3) we assume 30% of AGN’s stand-alone cost structure can 

be reduced. In total, we forecast $1.4B in cost synergies associated with the AGN-SHPG combination.  

 

Conversely, VRX has disclosed that it believes it can capture $2.7B in cost synergies, excluding tax-

related synergies. In order for an AGN/SHPG combo to compete with the proposed VRX/AGN 

combination on cost synergies, we believe AGN would need to make some hard trade-offs such as 

cutting Botox-related spend and/or major R&D cuts. In short, we believe the AGN-SHPG would require 

a major cost cutting effort in order to justify the opportunity cost of passing on the VRX transaction and 

we question the strategic rationale of combining the two businesses.   

 

 

A significant portion of SHPG sales are at risk to future brand and generic 
competition with no apparent life cycle mgmt strategy 

 
Source: Leerink Research estimates 
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Disclosures Appendix
Analyst Certification
I, Jason M. Gerberry, JD, certify that the views expressed in this report accurately reflect my views and that no part of
my compensation was, is, or will be directly related to the specific recommendation or views contained in this report.

I, Seamus Fernandez, certify that the views expressed in this report accurately reflect my views and that no part of my
compensation was, is, or will be directly related to the specific recommendation or views contained in this report.
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Distribution of Ratings/Investment Banking Services (IB) as of 03/31/14
IB Serv./Past 12

Mos.
Rating Count Percent  Count Percent
BUY [OP] 131 68.23  46 35.11
HOLD [MP] 61 31.77  3 4.92
SELL [UP] 0 0.00  0 0.00
 

Explanation of Ratings
Outperform (Buy): We expect this stock to outperform its benchmark over the next 12 months.

Market Perform (Hold/Neutral): We expect this stock to perform in line with its benchmark over the next 12
months.

Underperform (Sell): We expect this stock to underperform its benchmark over the next 12 months.The degree
of outperformance or underperformance required to warrant an Outperform or an Underperform rating should
be commensurate with the risk profile of the company.

For the purposes of these definitions the relevant benchmark will be the S&P 600® Health Care Index for
issuers with a market capitalization of less than $2 billion and the S&P 500® Health Care Index for issuers with
a market capitalization over $2 billion.
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Important Disclosures
This information (including, but not limited to, prices, quotes and statistics) has been obtained from sources
that we believe reliable, but we do not represent that it is accurate or complete and it should not be relied
upon as such. All information is subject to change without notice. This is provided for information purposes
only and should not be regarded as an offer to sell or as a solicitation of an offer to buy any product to which
this information relates. The Firm, its officers, directors, employees, proprietary accounts and affiliates may
have a position, long or short, in the securities referred to in this report, and/or other related securities, and
from time to time may increase or decrease the position or express a view that is contrary to that contained
in this report. The Firm's salespeople, traders and other professionals may provide oral or written market
commentary or trading strategies that are contrary to opinions expressed in this report. The Firm's proprietary
accounts may make investment decisions that are inconsistent with the opinions expressed in this report.
The past performance of securities does not guarantee or predict future performance. Transaction strategies
described herein may not be suitable for all investors. Additional information is available upon request by
contacting the Editorial Department at One Federal Street, 37th Floor, Boston, MA 02110.

Like all Firm employees, analysts receive compensation that is impacted by, among other factors, overall firm
profitability, which includes revenues from, among other business units, Institutional Equities, and Investment
Banking. Analysts, however, are not compensated for a specific investment banking services transaction.

MEDACorp is a network of healthcare professionals, attorneys, physicians, key opinion leaders and other
specialists accessed by Leerink and it provides information used by its analysts in preparing research.

Leerink Partners LLC makes a market in Shire Pharmaceuticals Plc.
Leerink Partners LLC is willing to sell to, or buy from, clients the common stock of Allergan, Inc. and Sanofi
on a principal basis.
In the past 12 months, an affiliate of the Firm, Leerink Swann Consulting LLC, has received compensation for
providing non-securities services to: Allergan, Inc.

©2014 Leerink Partners LLC. All rights reserved. This document may not be reproduced or circulated without
our written authority.
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