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Pharma whales might gobble more small fish

Top 10 companies valued at 25 times their net profits in the past 12 months against industry median valuation of eight times

KRISHNA KANT
Mumbal, 10 April

Sun Pharma’s acquisition of

Ranbaxy could open the gates
to more such deals with the
yawning valuation gap in the
drug industry.
The top 10 drug mafufac-
turers (by market value)
account for 80 per cent of the
industry’s market capitalisa-
tion, much higher than their
revenue share of 58 u? cent
in 2013. There is a similar
skew in profitability ang rev-
enue share for the big drug
ies, raising the odds

acurrency to snap up smaller

, A heingcal

deal was announced earlicr
this week (see table).

On average, the top listed
drug companies are currently
valued at around 4.5 times
revenues and 25 times their
net profits in the past 12
months. In comparison, the
industry’s median valuation
is 0.6 rimes revenues and
eight times net profits.

The analysis is based on
the 101 Yisted drug companies
with net sales of ¥50 crore or

more during 2013.

The deal pushes Sun
Pharma to the top of the mar-
ket share league table at 8.6
per cent ahead of Abbott (6.7
per cent) and Cipla (4.9 per
cent) during the 12 months
ending January 2014, accord-
ing to IMS Health TSA data.
On its own, Sun Pharma is the
third largest player with a 4.7
per cent market
share. Abbott had
become the mar-
ket leader when it
acquired the for-
mulation business
of Piramal
Healthcare (now
Piramal

companies an opportunity to
snap up their small rivals and
scale up their domestic or
export  business,”  says
Avinash Gupta, senior direc-
tor and leader of financial
advisory services at Deloitte
India, a consulting firm.
Investment bankers agree.
“We see more pharnnaccutical
companies willing to use
acquisitions to
scale up their
operations. It will
be driven by the
top five or six
companies that
have the financial
resources to
invest and main-

- rivals. Enterprises) in The top 10 tain their market
The valuation gap was at early2010. drug makers position,”  says
play in the Sun-Ranbaxy deal. “Consolidation {by market Ajay Saraf, head of
. Sun was nearly six times more  is inevitable in the value) account investment bank-
vatuable than Ranbaxy,—pharmaceutical— for i
i 3 i i 80 par C
bigger in revenues when the there are hun- of the tor working for

dreds of compa-  industry’s the big firms is
nies, the butk of market - the weak finan-
the industry’s rev- capitalisation, cial health of sec-
enues and prof- much higher ond-rung compa-

ability is than their nies. While the
accounted for by revenue share top drug compa-
the top manutfac- of 58 per cent nies are cash rich
turers. Profitable  *ih 2013 with little or no

growth will

become even more difficult
for smaller companies, given
the rising cost of new prod-
uct approvals and regulatory
scrutiny. This gives larger

Y s

debt on their
books, a2 majority of the small-
er companies have funded
their growth through borrow-
ings that have put many in
financial difficulty in the last

few quarters.

The top 10 drug compa-
nies account for over 60 per
cent of the industry’s com-
bined net worth and over half
of the assets. They account-
ed for only 43 per cent of the
industry’s borrowings in
2012-13 and 27 per cent of the
industry’s interest outgo dur-
ing 2013,

“Setting aside the top com-
panies, most of the mid- and
small-cap pharmaceutical
companies are trading at a
discount to their revenues.
This is an opportunity for big-
ger companies to scale up
their operations by just
spending a fraction of their
currcnt market value,” savs
G Chokkalingam, founder of
Equinomics
Advisory.

discount the possibility of a

wave of mergers because of
the differentiated nature of
the pharmaceutical business.
“(Drug) companies try to
maximise their market share
in aparticular therapy or seg-
ment. This makes them
extremely selective about
acquisitions given the high
upfront cost and the effort
involved in post-acquisition
integration,” says Alok Dalal,
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pharmaceutical analyst at
Motilal Oswal Financial
Services.
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