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Important Information
The views expressed in this document represent the opinions of Independent Franchise Partners, LLP and the investment vehicles it manages (collectively,

“Franchise Partners”) that hold shares in Kirin Holdings Company, Limited (the “Company”). Those views are based on publicly available information.

Franchise Partners reserves the right to change its opinions at any time. It assumes no obligation to notify any other party of any such changes, whether by

updating this website or otherwise, or to update the other information or opinions contained in this website.

Franchise Partners currently has an economic interest in the securities of the Company. It is possible that there will be developments in the future that

cause Franchise Partners to modify this economic interest, at any time or from time to time. This may include a decision to sell or dispose of its interest in all

or a portion of its holdings of Company securities in open market transactions or otherwise, or purchase additional Company securities in open market or

privately-negotiated transactions. Franchise Partners also reserves the right to take any actions with respect to its investment in the Company as it may

deem appropriate, without further notice to any person and without updating or modifying this website.

Franchise Partners has reviewed and analysed the information that has informed the opinions expressed here, and believes that it is reliable, but it has not

verified that information and cannot guarantee its accuracy or completeness. Franchise Partners makes no representation or warranty, express or implied,

and accepts no duty or responsibility, as to the accuracy or completeness of its statements or any other written or oral communication it makes with respect

to the Company and any other companies mentioned. Franchise Partners expressly disclaims any liability relating to those statements or communications

(or any inaccuracies or omissions therein).

Nothing in this document is intended to be, nor should it be construed or used as, investment, tax, legal or financial advice or any other kind of

recommendation, an opinion of the appropriateness of any security or investment, or an offer, or the solicitation of any offer, to buy or sell any security or

investment. Franchise Partners is not soliciting any action based upon this document and will not be responsible for any decision by any shareholder or

other person based on or by reference to any information given or opinions expressed in this document.

Franchise Partners is not soliciting or requesting shareholders to jointly exercise their voting rights together with it. Shareholders that have an agreement to

jointly exercise their voting rights are regarded as Joint Holders under the Japanese large shareholding disclosure rules, and they must file notification of

their aggregate share ownership with the relevant Japanese authority for public disclosure. Franchise Partners disclaims any intention to be treated as a

Joint Holder with other shareholders under the Japanese Financial Instruments and Exchange Act (“FIEA) by virtue of its decision to express its views or

opinions or its other activities, including by engaging in dialogue with other shareholders.

More generally, Franchise Partners has no intention to, and will not, take steps to obtain or consolidate control of the Company. Franchise Partners also

does not wish to, and will not, adopt a lasting common policy with any other shareholder towards the management of the Company. In publishing this

information, Franchise Partners is motivated in good faith to stimulate discussions between shareholders in relation to the Company’s strategic direction and

to encourage engagement by shareholders with the Company in relation to the matters discussed in this document, with a view to maximising value for the

Company’s shareholders.

Franchise Partners does not wish to be informed of any non-public price sensitive information relating to the Company that may be in the possession of any

person viewing this document.
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Executive Summary

» Kirin has a strong brand and an attractive collection of beer assets:

» Japanese beer

» Australian beer

»Myanmar beer

» Philippines beer

»…but the stock has significantly underperformed over the last decade

»We believe the beauty of the beer assets is being obscured by holdings in non-core sectors…

» Kyowa Kirin Pharmaceuticals

» FANCL/nutritional healthcare initiative

» Japan soft drinks

» Australia dairy and drinks

»We do not understand the growth story outlined in Kirin’s “bridging” strategy.

»Claimed synergies are not supported by evidence

» Previous M&A has not been successful

» Focus and innovation in beer would be a better use of capital, less risky and can deliver

attractive long-term returns.

For Professional Investors only
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Executive Summary (cont’d)

» Kirin has attempted multiple changes to strategy and targets over 20 years.

»When Kirin increased focus on its core business (2014-’17), it performed well and this was

recognised by the market.

»We estimate Kirin is trading at nearly a 50% discount to its sum-of-the-parts value and a

significant discount to global, beer-focused peers.

» Franchise Partners recommends that Kirin management take action to close this large discount

to intrinsic value.

» Better corporate governance with a more balanced Board and an improved remuneration

scheme is also required.

» This will leave the company better positioned to create long term value for shareholders.

For Professional Investors only
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Our recommendations

»Divest all non-core businesses;

» Abandon initiative to “bridge” food/beverage/healthcare

» Assess other non-core assets for value-creating opportunities,

including:

» Disposal of Kyowa Kirin Pharmaceuticals

» Disposal of stake in FANCL

» Review options for Japanese non-alcoholic beverages

»Use cash proceeds to buyback and cancel Kirin shares

» Implement a wide-ranging margin and working capital improvement

program

» Substantially increase dividend payout ratio; and

»Commit to invest sensibly in its core business and return excess cash

to shareholders.

» All proposed 

recommendations are 

economically rational

» They are all well 

within management’s 

control

» Taken together these 

actions have the 

potential to unlock 

value and 

substantially enhance 

long-term returns  

For Professional Investors only
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Introducing Franchise Partners

» Fully independent, specialist investment boutique established in 2009

» Established at Morgan Stanley in 1996

» Focused on institutional clients

»Concentrated, long-term, long only, buy-and-hold approach

» Focused on ultra high quality companies with dominant intangible assets

»Disciplined approach to absolute valuation

» Average holding period close to 10 years

»Constructive engagement with portfolio companies – not an activist

For Professional Investors only
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Introducing Franchise Partners (cont’d)

» Kirin shareholders since September 2014

» 19.9m shares owned on behalf of our clients, c. 2% of the company

» 11 meetings with management since 2014

» 4 letters written to management

» Pleased with Kirin’s increased focus on core beer business 2014-’17

»Disappointed with the change in strategy in 2019

For Professional Investors only
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Context: the challenge for conglomerates
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» A conglomerate is a combination of multiple business entities operating in entirely different

industries under one corporate group. This usually involves a parent company and many

partially or wholly owned subsidiaries.

» Kirin’s vague “bridging strategy” is a euphemism for conglomerate.

What is a conglomerate?

For Professional Investors only
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Source: Bloomberg. Data reflects weekly share price returns for the period 30 Dec 2005 through 27 Dec 2019 in USD terms and rebased to 100. Past investment returns 

are not a guide to the future.

Share Price Returns (USD) for select conglomerates (rebased)

15 Years to 31 December 2019

MSCI World (Net) Index
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The stock market has rejected conglomerates…

GE: Aviation, Financial 
Services, Digital, 
Healthcare, Lighting, 
Power, Renewable 
Energy

ThyssenKrupp: 
Components tech, 
Elevator tech, Industrial 
solutions, Materials 
services, Steel

Hitachi: 
Communications, 
Consulting, Electronics, 
Defense, Metal, Rail, Koki 
(tools), Plant, Works
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… and this is not a new trend: poor capital allocation efficiency is costly

The conglomerate discount persists over time

Conglomerate discount for diversified US companies (%)

“Evidence strongly suggests that 

diversified firms trade at a discount… The 

results also suggest that managers of 

diversified firms resist the restructuring of 

inefficient businesses when they are ill-

disciplined by a weak governance 

system”

“Diversification Discount and Corporate 

Governance in Japan” Tatsuo Ushijima, 

Policy Research Institute, Ministry of 

Finance, Japan, Public Policy Review Vol. 

11, July 2015

“One variable stands out as strongly influencing diversified companies’ lower relative valuation: capital allocation efficiency. Companies allocate capital 

efficiently when they overinvest in attractive businesses with a market value that exceeds their asset value, or if they underinvest in less attractive businesses 

with a market value that is less than their asset value. When we compared the investment patterns of diversified companies with the industry averages of their 

pure-play peers, two key findings emerged: greater diversity of businesses negatively affects the efficiency of capital allocation among them, and this 

less efficient capital allocation negatively affects diversified companies’ relative valuation.”

“Invest wisely, Divest Strategically” BCG, HHL Leipzig Graduate School of Management, 22 April 2014, emphasis added.

For Professional Investors only
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Conglomerates globally have broken up / divested businesses

» Over the last 20 years, 

conglomerates in 

developed markets 

have dismantled 

themselves and 

become more 

focused…

Logos sourced from company websites. Should not be seen as a recommendation to purchase or sell the securities mentioned.

For Professional Investors only
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Conglomerates globally have broken up / divested businesses

» … and conglomerates 

tend to attract activist 

/ takeover attention

Effect of corporate diversification on risk for successful takeover1

Fortune 500 Firms, 1980 to 1990

Frequency distribution of unrelated diversification1

Fortune 500 Firms, 1980 and 1990

1. Source: The Decline and Fall of the Conglomerate Firm in the 1980s: The Deinstitutionalization of an Organizational Form Gerald F. 

Davis; Kristina A. Diekmann; Catherine H. Tinsley American Sociological Review, Vol. 59, No. 4. (Aug., 1994), pp. 547-570.

# Segments outside core industry, 1980

# 2-digit SIC industries in which firm operated

P
e
rc

e
n
ta

g
e
 o

f 
F

ir
m

s

M
u
lt
ip

lie
r 

o
f 

th
e
 b

a
s
e
 

ta
k
e
o
v
e
r 

ra
te

, 
1
9
8
0

-1
9
9
0

For Professional Investors only



15

Recent History
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Recent history

» As recently as April 2018 Kirin was trading at ¥3,194/share.

»Our sum-of-the-parts analysis derives an estimated underlying value for Kirin of nearly

¥3,700/share.

» Yet, the share price has dropped sharply over the last 18 months by 21% to ¥2,5321,

underperforming both domestic and international peers.

»Normalised operating profit forecasts for 2019 were unchanged throughout the year.

» So the question is “Why has the share price declined so much?”

» The sharp drop in price reflects deep market skepticism over Kirin’s announced strategy to re-

invest earnings into businesses in which the company lacks genuine expertise, lacks

competitive advantage, and which have no meaningful synergies with its core beer business.

» The drop in Kirin’s share price coincides with Kirin spending over ¥250 billion to acquire

the bio business of Kyowa Kirin Pharma (Feb-19) and a 33% stake in FANCL (Aug-19).

» In March 2019 Kirin announced a strategy to create new businesses “bridging” beer, soft

drinks, food, bio and pharma.

» The synergies claimed by Kirin are not supported by objective evidence or the track

record of Kirin’s beer, soft drink, food and pharma businesses over the last decade.

»Our view is that the market believes these investments are wasted money, fears further

value destruction and has discounted KH’s stock price accordingly.

For Professional Investors only
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Recent history (cont’d)

» The Kirin Board should reassess its strategy objectively and abandon the hope that synergies

bridging disparate beer, soft drink, food and bio/pharma will be the springboard for renewed

growth.

» A realistic strategy should be based on:

»Recognizing that Kirin’s core business is beer. Although Kirin does not enjoy global scale,

it has a solid business in Japan and strong positions in Australia, the Philippines and

Myanmar.

»Divesting all pharma/bio businesses including Kyowa Kirin Pharma, Kyowa Hakko Bio and

FANCL.

»Completing the divestment of other food/soft drink business or enter alliances to

strengthen them: Lion Dairy & Drinks (now complete) and Japanese soft drinks.

»Reinvesting cashflows only in businesses close to the core and only if predefined ROI

hurdle rates can be realistically achieved within a reasonable timeframe.

For Professional Investors only
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Kirin’s total shareholder return has significantly lagged global peers… 

» Kirin’s TSR has 

significantly lagged 

global peers and the 

industry benchmark 

over the last 15 years

» Kirin has 

underperformed next 

worse peer by over 

120%...

Source: Bloomberg. Data reflects total returns (including net dividends reinvested) for the 15 years to 31 January 2020 in JPY terms and 

rebased to 100. Past investment returns are not a guide to the future.

Total Return (JPY terms, net dividends reinvested) for Global Beer Peer Group (rebased)

15 Years to 31 January 2020

Carlsberg: +394%

ABI: +365%

Heineken: +335%

Asahi +389%

MSCI World 

Beverages+392%

Kirin: +212%

50

150

250

350

450

550

650

750

Jan-05 Jul-06 Jan-08 Jul-09 Jan-11 Jul-12 Jan-14 Jul-15 Jan-17 Jul-18 Jan-20

For Professional Investors only



19

… and Kirin’s stock price reflects the market’s view on changing strategy

» Some progress made 

in 3 years post CEO 

appointment, but 

most of that given 

back in last 18 

months with current 

misguided strategy to 

“bridge” disparate 

businesses.

» The market 

responded positively 

to increasing focus 

on core business 

2015-2018…

» … but recent 

“bridging” strategy 

has been less well 

received

Source: Bloomberg. Data reflects Kirin share price (JPY, weekly) for the period 11 September 2014 (initial purchase in Global

Franchise) to 31 January 2020. Past investment returns are not a guide to the future.

Kirin Share Price (JPY)

From initial purchase (11 September 2014) through 31 January 2020
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6 Aug 2019:
Acquisition of 
FANCL stake

7 Mar 2019:
Investor Day

5 Feb 2019:
Acquisition of 

KHK Bio

7 Nov 2019:
FT article;

Company announces 
¥100bn buyback

Dec 2014:
Isozaki-san 

announced as 
incoming CEO

Oct 2016:
Discussion with 

Coca-Cola on 
Japanese soft 

drinks

Nov 2016:
Sale of Australian 

wine business

Feb 2017:
Sale of Brazilian 
beer business

Mar 2015:
Sale of part of Australian 

cheese business

Sep 2018:
Strategic review of 
Lion Dairy & Drinks
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Kirin: 20 years of shifting strategy and changing targets

» Given this 

history, the 

current “bridging 

strategy” does 

not inspire 

confidence

» We urge Kirin to 

focus on its core 

beer business

1. Source: Company reports, Independent Franchise Partners, LLP
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Year of 

announcement1

Key themes, goals and events

1998 • “Strengthen beer and happo-shu business”

2000 • Focus on “comprehensive alcohol business”

2004 • “Become leading alcohol beverage and soft drink company in Asia and Oceania, building on cutting edge fermentation technology…”

• “Develop Groupwide comprehensive alcohol business around partnerships with San Miguel and Lion Nathan”

2006 • “Steady transformation into comprehensive alcohol beverages company…”

• Target revenue and operating income of 30% from overseas by 2015 to offset declining domestic demographics

• Acquisition of Kyowa Hakko (2007), National Foods (2007)

2009 • “Be a leading company in Asia and Oceania, with alcohol beverages, soft drinks and pharmaceuticals as our core business..”

• Overseas acquisitions of Lion Nathan (2009), San Miguel (2009), Fraser & Neave (2010), CRE (2011), Schincariol (2011) 

2011 • “Focus on increasing profitability”

• Despite announced focus on Asia and Oceania, decided to invest c.$3bn in Brazil

• 35% drop in Kirin Group net profits (2011)

2012 • “Domestic beer business has stagnated; organic growth at overseas acquisitions has progressed only slowly; integrated group strategy has 

not reached deepest levels.

• “Have not reached quantitative targets.”…“need to reassess and clarify…”

2013 • Abandonment of M&A: “Sustainably increase enterprise value through organic growth…”; Pullback from fermentation technology as key 

advantage: 2013 Annual Report “The key is brands that make a difference…”

• Targets for 2015: ¥3tn revenues; 10% operating income margin; ROE ≥ 10%.  (Actual 2015 results: ¥2.2tn revenues; negative ROE)

2014 • President Isozaki replaces President Miyake; 2014 Annual Report: “Transforming Our Group”

2015 • Kirin records first annual loss

2016-18 • “Bold action to restructure and revitalize Kirin, focus on profitability…”; Beer in Japan and Australia as key to profitability

2017 • Schincariol sold to Heineken for a loss of c.$2bn 

2019 “Bridging strategy”

• Acquisition of Kyowa Hakko bio business

• Announcement of “bridging strategy”

• Acquisition of 33% interest in FANCL

For Professional Investors only



We see significant potential for improved TSR 

» Kirin is one of the 

most attractively 

valued investment 

opportunities we see 

globally

» On many measures, 

Kirin appears 

substantially 

undervalued

1. Source: FactSet consensus estimates for FY2020 as at 14/02/2020. Implied Kirin ex-Pharma P/E ratio calculated by excluding the 15.2% 

contribution of KHK Pharma to Kirin EPS.

Peer valuations and sum of the parts suggest Kirin is significantly undervalued1…

EV/EBITDA (x)

P/E ratio (x)

Discount: 

(5)%

Discount: 

(23)%

21

16.6

21.7 22.2
20.2

15.6

12.5

ABI Heineken Carlsberg Average Kirin Kirin ex-
Pharma
(implied)

Discount: 

(38)%

11.4
12.7

11.3 11.8
11.2

ABI Heineken Carlsberg Average Kirin
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We see significant potential for improved TSR (cont’d) 

» The capital allocation 

and operating 

efficiency changes we 

recommend should 

unlock that discount

1. Source: Company reports, Independent Franchise Partners, LLP estimates based on share prices at 14/02/2020. Figures may not sum due to 

rounding.

22

Sum of the Parts1 Value ¥MM Multiple/comment

Japan beer 884,367 9.0x EBITDA

Japan soft drinks 352,700 1.0x revenue (avg. of Coke Bottlers 

Japan, Suntory Food & Bev, Ito-En)

Australia beer 690,300 13x EBITDA (CUB sold to Asahi for 

14.9x)

Australia Dairy & Drinks 89,740 0.7x revenue

Myanmar Brewing 155,592 15.0x EBITDA, capital gain taxed at 

30.62%

San Miguel 570,608 18.0x EBITDA, 48.55% proportionate 

stake, in JPY, capital gain taxed at 

30.62%

Kyowa Hakko Kirin Pharmaceuticals 817,379 50.1% stake at current share price

FANCL 127,319 30.3% stake at current share price

Kyowa Hakko Bio 128,000 1.6x revenue (Feb-19 purchase price)

Enterprise value 3,816,005

Less: Net debt (506,238) 2019A net debt

Equity value 3,309,767 or  ¥3,698 per share 46.1% above current levels

For Professional Investors only



We see significant potential for improved TSR (cont’d) 

» In our view, non-core 

assets represent 39% 

of Kirin’s enterprise 

value

1. Source: Company reports, Independent Franchise Partners, LLP estimates. Enterprise value derived from sum-of-the-parts analysis in previous 

slide

23

Kirin enterprise value by key division

23%

18%

15%

4%

9%

22%

4% 3% 2%

Japan beer

Australia beer

San Miguel

Myanmar beer

Japan soft drinks

Kyowa Kirin Pharma

Kyowa Hakko Bio

FANCL

Australia Dairy & Drinks

Non-core assets

• KK Pharma

• KH Bio

• FANCL

• Aus Drinks & Dairy

• Japan Soft Drinks
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Beer: the heart of Kirin’s business
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Beer is an attractive, resilient business

» Beer is a local 

market – brand 

loyalty and 

distribution pose 

high barriers to 

entry

» Kirin operates in 

markets that are 

highly consolidated 

» Kirin has strong 

market shares in 

four globally 

relevant markets

» Kirin’s beer assets 

are the core of its 

enterprise value

» We challenge the 

conclusion that 

there is no 

opportunity to grow 

profits in this 

industry
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Kirin has several attractive beer businesses: 1. Japan

Source: Euromonitor

Strong #2 Market Position: 

Japan Market Share 2018
» Focus on cost 

discipline and 

innovation has 

substantially improved 

profits in recent years

» Success of Hon-Kirin 

has helped stem the 

near 30 year loss of 

market share to Asahi

» Significant opportunity 

for premiumisation of 

Japanese beer versus 

other global markets

» 2020 Olympics can help 

showcase Kirin to the 

rest of the world

» Pending excise duty 

changes should 

advantage beer/like 

beer over other 

alcoholic beverages

34%

30%

36% Asahi

Kirin

Others

Source: Company reports

With attractive profit growth:
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Kirin has several attractive beer businesses: 2. Australia

44%

32%

24%

Asahi

Kirin

Others

Source: Euromonitor

» Mature, stable duopoly 

– high leverage of main 

competitor should 

ensure that continues

» Highest margin wholly 

owned beer business 

within Kirin’s portfolio

» Kirin leads in faster 

growing, premium 

priced craft segment 

led by James Squire 

and Little Creatures

Strong #2 Market Position… 

Australia Market Share 2018
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With growing share in craft beer… 
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Source: Euromonitor

For Professional Investors only



28

Kirin has several attractive beer businesses: 3. Myanmar

Source: Euromonitor

62%
16%

22%

Kirin

Dagon

Others

2016A 2017A 2018A 2019A CAGR

Revenue 257 311 340 452 20.7%

EBIT 101 120 131 179 21.0%

EBIT Margin 39.3% 38.6% 38.5% 39.6%

Source: Company reports

Source: Kirin 2018 Annual Report

A market with room for growth

Per capita beer consumption (litres)

» Fast growth in a 

structurally attractive 

market

» Low per capita 

consumption suggest 

significant runway for 

growth

Dominant #1 Market Position… 

Myanmar Market Share 2018

… With attractive revenue and profit growth, and 

margins 

(Kyat base, bn MMK)

43.6 42.8 41.4

19.5
15.8

6.0

Vietnam S. Korea Japan Thailand Philippines Myanmar

Myanmar Brewery Brands
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Kirin has several attractive beer businesses: 4. Philippines

Source: Euromonitor

2014 2015 2016 2017 2018 2019 CAGR

Revenue 79.0 82.4 97.2 113.2 129.2 139.8 12.1%

EBIT 22.1 22.6 27.2 31.2 35.3 37.6 11.2%

EBIT 

Margin 

27.9% 27.5% 28.0% 27.5% 27.3% 26.9%

Source: Company reports

Source: Kirin 2018 Annual Report

A market with room for growth

Per capita beer consumption (litres)

» Another fast growth, 

high margin market 

with scope for 

increased per capita 

consumption

» Asset has significant 

value in a consolidating 

global brewing industry

Dominant #1 Market Position… 

Philippines Market Share 2018

… With attractive revenue and profit growth, and 

margins

(Peso bn)

43.6 42.8 41.4

19.5
15.8

6.0

Vietnam S. Korea Japan Thailand Philippines Myanmar

94%

6%

San Miguel

Others

San Miguel Brands

ThaiBev's SABECO 

business in Vietnam and 

San Miguel Breweries in 

the Philippines are the 

two most attractive beer 

assets in the region that 

are not already controlled 

by global brewers

Sanford Bernstein,  18-Apr-19
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Our recommendations
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We believe under-performance can be rectified by astute management actions 

»Divest non-core pharmaceutical business;

» Abandon initiative to “bridge” food/beverage/healthcare, which the

market has emphatically rejected, and dispose of Kyowa Kirin

Pharmaceuticals and stake in FANCL;

» Assess other non-core assets for value-creating opportunities,

including Japanese non-alcoholic beverages

»Use cash proceeds to buyback and cancel Kirin shares;

» Implement a wide-ranging margin and working capital improvement

program;

» Substantially increase dividend payout ratio; and

»Commit to return all excess cash to shareholders.

» All proposed 

recommendations are 

economically rational

» They are all well 

within management’s 

control

» Taken together these 

actions have the 

potential to 

substantially enhance 

shareholder returns  
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» Numerous examples 

of consumer staples 

companies divesting / 

splitting out non-core 

assets

» Most have created 

substantial value for 

shareholders

» We believe Kirin 

should adopt a 

similar approach in 

order to unlock its 

corporate value

Many precedents for Consumer Staples companies divesting non-core assets 

» Examples of strategic focus/divestment in Consumer Staples companies

we follow include :

Company Action

Disposes of UK, European and Asian food businesses and US processed foods business 

in 1989; US cable TV interests in Nov-90; international tobacco assets in Mar-99; and US 

tobacco interests in Jun-99.

Divests its financial services businesses in Sep-98.

Spins out Dr Pepper soft drinks business in May-08.

Disposes of pharmaceutical operations in Aug-09.

Sells golf business in May-11 and then splits business into alcoholic beverages (Beam) 

and home and security (FBHS) in Oct-11.

Disposes of skin health unit in May-19.

For Professional Investors only



33

Action by major asset: 1. Dispose of Kyowa Kirin Pharmaceuticals

Company 2020F P/E ratios

Kyowa Hakko Kirin Pharmaceutical 33.1x

Kirin Holdings Co. Ltd 15.6x

Kirin ex-Pharma (implied)1 12.5x

Source: FactSet, consensus estimates, Independent Franchise Partners, LLP estimates

Kirin Brewing KHK Pharma

Consolidated industry √ X

High margins √ X

Low risk R&D √ X

Global player √ X

» Kirin management 

should divest non-

core pharmaceutical 

business 

» Kyowa Kirin Pharma 

has trivial synergies 

with core alcoholic 

beverage business

» Standstill agreement 

expired in Oct-17 – no 

logical reason for 

Kirin to maintain 

ownership

» Change in Japanese 

tax law is favourable –

based on tax advice 

we have received, we 

believe there are tax 

efficient ways for 

Kirin to distribute its 

holdings in Kyowa 

Kirin Pharma

… and is more highly valued, opening up valuation gap with parent

KHK Pharma does not share structural benefits of the alcoholic beverage category…

Note 1: Kirin ex-Pharma implied P/E calculated by excluding the 15.2% contribution of KHK Pharma to Kirin EPS. Based on prices at 14/02/2020.

» Kyowa Kirin is small relative to competitors and lacks global scale

» Being small, it is vulnerable to vicissitudes in the drug pipeline, exposing Kirin shareholders to

unnecessary volatility

» Despite Kyowa Kirin being 10 years old, there is no evidence that the merger has produced

beneficial products for either Kirin or Kyowa Kirin
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» Management claims 

KK Pharma is an 

avenue for growth…

» … but market rewards 

return on capital 

employed much more 

than growth

Market rewards ROCE more than earnings growth1

Traditional P/E vs. Earnings Growth HOLT Value-to-Cost vs CFROI

Notes:

1. Source: HOLT ValueSearch. Data as at 22 October 2019 for Japanese companies $10bn +

Action by major asset: 1. Dispose of Kyowa Kirin Pharmaceuticals (cont’d)
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» We estimate Kirin’s 

beer assets have an 

ROCE more than 2x 

KK Pharma…

» … While promise of 

growth not supported 

by KK Pharma’s 

actual results

No evidence of growth in cash earnings:

Kyowa Kirin Co EBITDA Dec 2012 – Dec 2019 (¥bn)1

Notes:

1. Source company filings, FactSet

Action by major asset: 1. Dispose of Kyowa Kirin Pharmaceuticals (cont’d)

85.4 84.9

72.9

80.2

67.3

84.2
80.9

73.5

2012 2013 2014 2015 2016 2017 2018 2019

CAGR 2012-2019:

(2.1%)
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Action by major asset: 2. Abandon food/beverage/healthcare initiative 

» Food / beverage 

initiative detracts 

from the core 

business.

Background & perceived benefits Our view

» Feb 2019: Kirin announced it had bought

95% of Kyowa Hakko Bio from Kyowa

Hakko Pharmaceutical. Kirin stock price

was ¥2,720 on day of the announcement.

» Kirin claims that the acquisition will

“contribute to the health and well-being of

people around the world by creating new

value through the pursuit of advances in

life sciences and technologies”. A vague,

aspiration lacking any numerical goals or

targets.

» Kirin has no experience or evidence to

support the assertion that it will succeed

with this initiative. Far bigger and more

successful FMCG companies with much

more overlap have tried and failed with

similar initiatives.

» Misallocation of capital compounded by

the announcement of the acquisition of a

30% stake in personal care company

FANCL on 06-Aug-19 for a startling

¥129bn – equates to a forecast P/E >35x,

nearly 3x Kirin’s P/E!

Impact Our recommendation

» Since the day prior to the KHK Bio

announcement, Kirin’s share price is

down 4% in JPY terms. Closest peer

Asahi is up 13% and MSCI World

Beverages is up 18%1.

» Kirin should immediately divest the

FANCL stake, either on the market or to

strategic buyers e.g. L’Oreal, and refocus

spend on this initiative back into the core

brewing assets.

1. Source: Bloomberg, 4 Feb 2019 – 13 February 2020. Reflects total returns
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Source: Sanford C.Bernstein, 8 August 2019

Kirin's purchase of a minority stake in FANCL, a cosmetics company, marks a worrying

departure from their improving focus on core businesses and shareholder returns over recent

years. We believe that Kirin now deserves to be valued at a discount to pure play beverage

peers to reflect this dilution of focus and the potential for further value destructive M&A.

The initial synergies seem fairly limited. It remains unclear how Kirin could leverage FANCL’s

key strength, the non-additive skincare business which generates about 80% of FANCL’s

profits

Source: Morningstar, 7 August 2019

The stake in FANCL…looks hard to justify in terms of the acquisition value, size of the stake,

and specific measures and benefits.

Source: MorganStanley MUFG, 6 August 2019

Action by major asset: 2. Abandon food/beverage/healthcare initiative (cont.) 

» Market participants 

have emphatically 

rejected this strategy…
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Action by major asset: 3. Divest non core assets 

24%

19%

10%10%
8%

36%
Coca Cola

Suntory

Ito En

Asahi

Kirin

Others

Source: Euromonitor

Source: Company reports

1. Japanese soft drinks

» A distant # 5 player in 

Japanese soft drinks, 

in a segment that 

lacks synergies with 

core beer franchise

» Fragmented market 

structure means 

margins and returns 

lag more consolidated 

geographies

» Discussions with Coca 

Cola in Oct-16 are a 

positive indication that 

industry participants 

are aware of potential 

for better industry 

structure.

» Kirin management 

should pursue 

strategy to maximise 

value from soft drinks 

portfolio

Low market share in a fragmented market…

Japanese Soft Drinks Market Share 2018

38.5

28.7 27.3

21.6
17.3

8.2

3.5

Myanmar beer Australia beer Philippines beer Japan beer KHK Pharma Japan soft drinks Australia dairy &
drinks

… results in a lower margin business

Kirin businesses ranked by EBIT margin (%) 2018
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Action by major asset: 3. Divest non core assets 

» Lion Nathan Beer, Spirits & Wine has close to 30% EBITA margins; Lion Dairy &

Drinks margins are 3.5%

» LDD operates in commodity, low margin categories; combined with a duopoly in the

primary distribution channel, it is challenging to achieve good returns

» Legacy Lion Nathan management admitted Lion Dairy & Drinks is a poor fit:

» Recent closure of sales to Saputo and China Mengniu Dairy should be applauded

and point the best way forward for other non-core assets.

“Murray is also happy to hand out the brickbats to 

Kirin, describing its $3.9bn acquisition of National 

Foods and Dairy Farmers in 2007 and 2008 

respectively as ‘frankly suicidal’.”

“The truth is there is no logical reason to put these 

businesses together, but it's a legacy issue we've 

had to deal with.”.

Source: Interview with Rob Murray, ex-CEO of Lion Nathan - The Australian, 20 October 2012

2. Australian non-

alcoholic beverages 

(Lion Dairy & Drinks)

» Kirin management 

should be given credit 

for recognising the 

lack of fit and 

announcing strategic 

review in Sep-18. 
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The Need to Strengthen Kirin’s Governance
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The Need to Strengthen Kirin’s Governance

Key points

»Kirin’s Board is directly responsible for the strategy of “Bridging Pharma and Food &

Beverages” as well as its effective communication to the market

» Kirin’s current Board composition would clearly benefit from:

» Increased independent judgement;

» Increased diversity of thought in terms of gender and nationality; and

» Increased sector and financial expertise

» The remuneration policy for the CEO/Board can be strengthened through:

» Improved overall disclosure;

» Improved pay mix;

» Selecting performance measures that are more closely aligned with Kirin’s strategy

under both the bonus and equity incentive plans;

» Bonuses being subject to more than one performance measure; and

» Equity awards being subject to longer-term performance targets as well as ensuring

that no awards vest unless a minimum performance target has been met

1. Source: Japan Board Index, Spencer Stuart, 2018
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Source: Kirin Holdings, Businesses Bridging Pharmaceuticals and Foods & Beverages, Investor Day Presentation, March 2019

» The Board’s primary role 

is to set the strategic 

direction of the Company 

as per Principle 4.1 of the 

Japan’s Corporate 

Governance Code

(“JCGC”)

» Kirin’s Board and 

Management have been 

unable to convincingly 

explain their “bridging” 

strategy despite this 

being at the core of the 

mid-term strategy of Kirin 

– falling short of the spirit 

of Principle 3.1 of the 

JCGC

» Shareholders have to 

hope that the 

management will be able 

to execute the “bridging” 

strategy despite the 

Board not having any 

expertise or experience in 

that field

1. Kirin’s Board is ultimately responsible for setting and communicating the strategy

“Bridging” Pharmaceuticals and Foods & Beverages

For Professional Investors only

“While we maintain our positive view on the strategic development of Kirin's domestic beer 

business and the medium term impact of their SAP implementation, we view Kirin's strategy of 

Bridging Pharma and Food (announced earlier this year) as ill conceived, overly vague and 

likely value destructive in the short to medium term, however.” 

Source: Alliance Bernstein, 8 August 2019

https://pdf.irpocket.com/C2503/bFn0/Mebl/B1tV.pdf
https://www.jpx.co.jp/english/news/1020/b5b4pj000000jvxr-att/20180602_en.pdf


4%
6%

17%

25%

2016 2017 2018 2019
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2. Strengthened independent judgement in the boardroom will benefit all shareholders

» Though in line with Japan 

market practice, Kirin’s Board 

independence falls below global 

governance standards for a large 

company with no controlling 

shareholder

» Masakatsu Mori serves as the 

Board Chair but with no 

shareholder visibility as to his 

powers and responsibilities

» Non-independent Outsider 

Katsunori Nagayasu remains on 

the Board despite y-o-y notable 

shareholder dissent with no 

Board response as per Principle 

1.1.1 of the JCGC

» Two executives, including the 

CEO/President, sit on the 

advisory nomination & 

remuneration committee

» Though in line with Japan 

market practice, the Board of 

Statutory Auditors includes two 

insider directors

B
o
a
rd
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n
d
e
p
e
n
d
e
n
c
e
 (

%
)

Source: MSCI ESG Research, ISS, and Spencer Stuart Board Index (Japan, US, and UK)

33.3% 35%

54%
58% 60%

66%

85%

Kirin Topix 100
(Japan)

Beverages
(MSCI ACWI)

CAC 40 (France) DAX 70
(Germany)

FTSE 150 (UK) S&P 500 (USA)

Companies like Hoya, Sony, Takeda, Eisai, Olympus, etc. have all appointed majority 

independent boards…

Strong opposition to Katsunori Nagayasu’s re-election….with no clear 

response from the Board
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)

Source: Kirin Website
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3. A non-diverse Board for a global business with gaps in skills and experience

» Principle 2.4 of JCGC clearly 

promotes “diverse perspectives and 

values reflecting a variety of 

expressions, skills and 

characteristics” within the 

boardroom.

» Kirin puts “Diversity” as one of its 

three core values …but such core 

value is not being represented at the 

top of the organization – the board. 

» 0% gender diversity…whilst women 

are on the boards of c.66% of TOPIX 

100 and c.56% of Nikkei 225 

companies1, including Asahi

» 0% nationality diversity…whilst 

foreign directors have been 

appointed at c.31% of TOPIX 100 

and c. 21% of Nikkei 225 

companies1, including Asahi

» Even Kirin’s own Board Skills Matrix 

highlights key gaps in terms of 

industry and financial experience

1. Source: Japan Board Index, Spencer Stuart, 2018

Kirin’s Board Skills Matrix (BSM)

Source: Kirin 2019 Annual Report, page 64
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3. A non-diverse Board for a global business with gaps in skills and experience (cont.)

» Outside Board 

members or statutory 

auditors do not have 

any direct relevant 

experience in the food 

& beverages and/or 

pharmaceuticals 

industries

» …seriously limiting 

their capacity to 

oversee management’s 

execution of the 

“bridging” strategy

» The gaps in skills and 

experience have also 

been picked-up by 

global research houses

Source: 2019 Kirin Glass Lewis Report, page 8

Source: 2019 Kirin MSCI ESG Ratings Report, page 11

For Professional Investors only



46

4. A Remuneration Policy not fully aligned with Strategy and Performance

» The quantum offered is not an issue but the current policy for the CEO/Board does not fully align

with shareholders’ interests

»Weak disclosure makes it difficult to ascertain whether a pay-for-performance principle is

maintained

» Advisory Nomination and Remuneration Committee appears to lack independence.

» The pay mix between fixed and variable remuneration suggests (c. 50:501) that executives

are not sufficiently incentivized to deliver performance

» The performance metrics selected for the incentive plans do not reflect strategy:

» There are no Creating Shared Value principles attached

»Bonus is based on a sole metric (i.e. normalised operating profit)…Peers use more

than one measure e.g. revenue growth, free cash flow, individual objectives.

»We welcome Kirin’s use of performance-based restricted stock but:

»ROIC and EPS performance is measured over only one year

» The targets set are not disclosed

»One-third of the award appears to vest even if the targets are not met 1

» The appropriateness of EPS should be considered to take into account the

potential impact share buybacks as well as further align with strategy

Source: Kirin 2019 Annual Report, page 66
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Conclusion: an opportunity to enhance long-term returns
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Significant scope to improve margins and working capital…

» Margin and working 

capital metrics 

suggest a need for 

implementing a wide-

ranging improvement 

program

» The pharmaceutical 

business is dilutive to 

profit margins and 

consumes 

significantly more 

working capital  

Source: Company reports, FactSet

Margins and working capital ratios are full of long-term potential:

2018 EBITDA Margin (%) 2018 Trade Working Cap/Sales (%)

32.6

24.2
22.2

26.3

13.8

A-B InBev Heineken Carlsberg Big 3 Average Kirin

-8.7

5.9

-6.9
-3.2

25.6

A-B InBev Heineken Carlsberg Big 3 Average Kirin
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… and capital allocation

» Dividend payout ratio 

is much lower too

» Suggests substantial 

capital allocation 

discount built into the 

stock price

» Investors require a 

clear signal on future 

uses of cash

» Kirin should commit 

to substantially 

increasing its 

dividend payout ratio 

and can still afford to 

invest sensibly in its 

core businesses

Most global FMCG and beer peers have >50% dividend payout ratios:

Source: FactSet Consensus estimates, data as at 10/01/2020

89.0

78.8

65.9
61.3 60.5

49.6
44.7

38.0

61.0

43.2

FMCG peers:

Payout ratio (2019F) (%)
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Divesting peripheral assets frees up time and money to re-invest in core businesses

» Many consumer 

staples companies 

can benefit from this 

virtuous circle

» Lowering costs 

allows for increased 

investment in sales 

and marketing to 

grow the brand and 

improve pricing 

power and price / mix

Grow 
Internal 

Net Sales

Grow 
Underlying 

Gross 
Profit 

¥/Margin

Overhead 
Discipline

Grow 
Brand 

Building

Drive 
Innovation

Improve 
Price/Mix

Sustainable 

Growth
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Conclusion: Significant opportunity to enhance long-term total shareholder returns

» Kirin has an attractive portfolio of core brewing assets and can create

substantial shareholder value through:

»Disposing of non-core assets

» Focusing on improving the performance of the core assets

» All of the actions proposed are:

»Within management’s control

» In keeping with an increased focus on return on equity (RoE) and

Japan corporate governance code

»Capable of being executed well, as global Japanese companies

like Sony, Olympus and Hitachi have shown

»We look forward to working with management to unlock the latent

value in Kirin’s stock
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Franchise Partners has submitted three shareholder proposals to Kirin Holdings seeking to

implement its key recommendations

» ¥600 billion buyback of KH shares, to be funded by proceeds from disposal of non-core

assets

»Gives KH management flexibility to adjust timing and selection of non-core assets to be

sold to fund a return of capital to shareholders.

» Increase incentive-based director compensation

» Aligns director compensation with shareholder interest in maximizing return on invested

capital.

»Nomination of two highly qualified independent directors

» Adds independent perspective and industry experience currently lacking on Kirin Holdings’

Board. Election of two additional independent directors will create a board with greater

experience and independence.
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Appendix
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Further information on MSCI

The benchmark is the MSCI World (Net) Index, which is designed to measure the equity market performance of developed market countries. The benchmark is market-cap

weighted and is composed of all MSCI country specific developed market indices. Sources of foreign exchange rates may be different between composites and the

benchmark; however, there have not been any material differences to date. Benchmark returns reflect total returns with dividends reinvested net of withholding taxes.

The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a component of

any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from

making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future

performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made

of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI

Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability

and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct,

indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. (www.msci.com)
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Important Information
This presentation is for professional investors only.

Independent Franchise Partners, LLP is authorised and regulated by the Financial Conduct Authority. Independent Franchise Partners, LLP’s registered address is Level 1,

10 Portman Square, London W1H 6AZ, United Kingdom. Independent Franchise Partners, LLP is an SEC registered investment adviser under Section 203(c)(2)(A) of the

Investment Advisers Act. Registration with the SEC does not imply that Independent Franchise Partners, LLP possesses a certain level of skill or training.

Copyright © 2020 Independent Franchise Partners, LLP, All Rights Reserved.

This presentation is protected by International copyright laws. Reproduction or transmission of all, or part of the presentation by photocopying or storing in any medium by

electronic means or otherwise, without the written permission of Independent Franchise Partners, LLP is prohibited.
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