
Speaking on a conference call 

following the announcement 

of Valeant Pharmaceuticals 

International’s roughly $51 billion 

deal for botox manufacturer Allergan, 

Bill Ackman explained why his 

fund didn’t really like investing in 

pharma. “Now, we’ve never looked in 

pharmaceuticals before,” he said. “And 

why is that? Because [with] the typical 

pharmaceutical business, you’ve got 

products constantly coming off patent, 

you have companies investing huge 

amounts of money on very speculative 

R&D. You have price pressure from 

multiple different players and the 

government.”

In spite of all that, however, the 

conference call was more a love-

in for Valeant than an exploration of 

the reasons Allergan was a good fit. 

Indeed, Ackman neglected to mention 

the target company once, preferring to 

explain why he wanted to hold shares in 

Valeant. “What we like here [at Valeant] 

is a very low percentage of the products 

here have patent cliffs,” he said. “So 

they’re very durable. There’s a very 

highly-diversified collection of products 

and not a lot of exposure to any one 

product.”

With a perspective like that, it’s a 

wonder that Ackman didn’t buy a stake 

in Valeant. Except that he nearly did. 

Indeed, according to Fortune’s Stephen 

Gandel, when Pershing Square Capital 

Management initially approached 

Valeant about an investment (a very 

polite form of activism), it found itself 

pushing at an open door, although not 

necessarily the one it expected to open. 

ValueAct Capital, the hedge fund run 

by Jeff Ubben and Mason Morfit, had 

been pressing Valeant to buy Allergan, 

and when Ackman came along, they 

suggested a different plan altogether.

While ValueAct and Valeant had jointly 

analysed the potential for a tie-up with 

Allergan, Pershing Square came up 

with the structure of the deal. It would 

buy a significant stake in the botox-

manufacturer—what used to be known 

as a toe-hold in M&A jargon—and 

agitate for the company to sell itself. 

Activists have done this fairly regularly 

in the past, but the level of collusion 
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“A MORE LIKELY PRICE TO CLINCH THE 
DEAL WOULD BE $200 PER SHARE, OR  

$62 BILLION FOR ALLERGAN”

with the bidder is something altogether 

new and has had Ackman denying 

accusations of front-running the stock 

(something akin to insider-trading).

According to Ackman, the deal has the 

potential to be “the most strategic and 

value-creating transaction” he has ever 

analyzed. Valeant estimates $2.7 billion 

of synergies; 80% realizable within the 

first six months. Barclays and RBC 

have stumped up $15.5 billion, which 

comprises the cash element of the deal. 

If they approve the takeover, Allergan’s 

shareholders can elect whether to take 

their payoff in cash or shares in the 

merged company. Pershing Square has 

elected to take stock, not surprisingly 

in light of the bright view it takes of the 

Canadian-domiciled company.

However, analysts at UBS take a dimmer 

view of the prospects for a deal. In a 

note to clients, Marc Goodman wrote 

last month that the deal’s implied value 

of $160.70 is unlikely to make investors 

swoon just yet, despite being a premium 

of 16% on the stock’s highest close in 

the twelve months before Easter 2014. 

Indeed, Goodman highlights a number 

of factors, including Allergan’s hostility 

to the deal, the preponderance of stock 

over cash currency and the much higher 

multiples Allergan has enjoyed over the 

past decade to suggest that a more 

likely price to clinch the deal would be 

$200 per share. That would take the 

implied price for Allergan to $62 billion, 

while UBS also reckoned that even in an 

optimistic scenario where the purchase 

is 6% accretive in 2016 and 10% 

accretive in 2017, the company could 

find more accretive transactions.

Nonetheless, as Goodman rightly says, 

“from a Valeant perspective, if they can 

get this deal done it should be a wake-

up call to the investment community 

that no company is untouchable and 

Valeant’s market cap size goal is 

realistic.” The point is one that has 

been made widely, and is scaring the 

corporate community. Indeed, calls to 

reduce the window activists have to file 

their Schedule 13D forms from ten to five 

days received backing from Wachtell, 

Lipton, Rosen & Katz’s Trevor Norwitz, 

who wrote in a firm memorandum of 

the Valeant-Ackman deal “This new 

stratagem emphasizes the crying need 

for the SEC to bring its early-warning 

rules into the 21st century, as we have 

been urging for several years. The SEC 

should forthwith move to close the ten-

day filing window and the wide loophole 

opened by ever-more-complex 

derivative trading schemes.” Ackman 

was reported to have acquired 4.7% of 

the stock in this ten day window, mostly 

using call options, which are harder to 

trace.

The reaction to the deal seems as 

overblown as much of the hype. For 

while 9.7% is a serious shareholding, 

it will take more than that to force the 

deal through. One option would be to 

run a proxy contest by calling a special 

meeting (the deadline for the May 6 

annual meeting having passed before 

Pershing Square announced its stake), 

which would require shareholders 

owning 25% of the stock to join forces. 

If that were to happen, the pressure 

would certainly be on, but buyout fever 

would still need to spread to a majority of 

investors. And since various observers 

are still looking to set the frame of the 

debate around Allergan’s R&D-heavy 

approach versus Valeant’s low-cost 

sales model, there is a bigger argument 

to be had than just the activist-versus-

issuer one.
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AGN Snapshot

52 week high $ 169.29 *

52 week low $ 81.33 *

Share price $ 165.84 *

EV/EBITDA 18.06 **

P/B 7.64 ***

P/Sales 7.87 **

* accurate as of 30 Apr, 2014
** trailing 12 months, accurate as 
of 30 Apr, 2014
*** most recent quarter, accurate 
as of 30 Apr, 2014
Data provided by Capital IQ
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