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very large drug makers, Sun

Pharmaceutical Industries and
Ranbaxy Laboratories, has created astir
in the pharmaceutical wotld. Sun’s $3.2-
billion ali-share acquisition of Ranbaxy
will not only create India's largest phar-
maceutical company but also a signifi-
cant global supplier of generic medicl

T he coming together of India’s two
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Too big for the
market's good?

The Sun-Ranbaxy merger makes fora
robust case for an anti-trust
investigation by the Competition
Commisston of India, or (Cl. The curvent
rules require acombination ora
merger & acquisition to seek approval
from (0 if the combined assets ofthe
enterprises are worth more than',500
crore orifthe tumaver Is more than
%4,500 crore in India. The (0 appruval

No wonder then, the deat is under tight
scrutiny by many national as well as inter-
natlonal regulators. That apart, every-
body wants to know how Sun will turn
Ranbaxy around, which has been in paln
for several quarters now. Its four plants
have been barred from selling in the
United States. It admitted last year that it
had falsified data while seeking approval
of the United States Food & Drug
Adminlstration, or FDA, for its generic
medicines, and paid a penalty of $500
million to settle the matter. It reported a
consolidated net loss of €186 crore for the
quarter ended June 30, as compared to
%524 crore In the year-ago quarter.

In spite of this, there is significant val-
ue in Ranbaxy. Apart from Sun Pharma,
two private equity funds and one multi-
natlonal corporation too were eyeing
Ranbaxy. Obviously, Ranbaxy made busi-
ness sense to them. One of the suitors
had tnld Rusiness Standard thal
Ranbaxy’s Indian portfollo alone was
worth 82 billion. (The deal with Sun
Pharma values Ranbaxy at $3.2 billlon.) Its
over-the-counter brands (these can be
bought from the chemist without a doc-
tor's prescription) Revital and Volini have
combined annual sales of over $80 mil-
Hon. ff onc uscs a multiple of seven to
arrive at their value (as was done when
Abbott acquired the domestic formula-
tlons business of Piramal Heaithcare),
these two together are worth over $550
million. Ranbaxy owns many such prod-
ucts. Then there is the company’s brand-
ed products business In the United States,
which is unaffected by the FDA alerts and
is over $100 million In gize.

Sun Pharma Managing. Dlreéldr Dilip Shanghvi

isalso yif

have assets outside India, or thelr
combined assets areworth more than
4750 miltion (t4,566 crore), or if their
turnover is more than $2,250 million
(113,700 crore). With a combined
revenue of over ¥25,000 crore, the
Sun-Ranbaxy deal dearty crosses the
exemption threshold under CCl nules.
However, experts suggest, the
approval may not come easy, given »
that (CI's primary mandate is tokeep a
tab on anti-competitive practices.
Both Sun Pharma and Ranbaxy are
feading pharmaceutical companlesin
the domestic market. Industry
estimates show there are atleast two
dozen medicines where the market
share of the Sun-Ranbaxy combine is
significantly higher than the15 per cent
threshold limit provided under
wmpetition law,

Sun Pharmia, it'is learnt, has chalked
out adetalled turnaround plan for itsnew
purchase, According to sources, ithas pre-
pared a three-pronged strategy which
includes integration of supply chain and
field forec for cnhanced cfficlency and
productivity, resolution of regulatory
issues and higher growth through synergy
in domestic and emerging markets. Sun
Vharma declined to comment for this
report. However, sovrces say the company
is tangeting a three- to four- year pcriod
after the closure of the Lransaction 1o engi-

acquisition was announced earller in the
year, the staif at the ground level are stay-
ing put. “They will have to right-size at all
fevels but it may not happen so randomiy
in the factories or with the field force,” says
asentor official at a consulting firm.

Currently, Sun Pharma and Ranbaxy
employ around 14,000 people each.
Experts say that given the current revenue
contributlon from Ranbaxy with respect to
its employee cost, Sun Pharma wouid be
required to immediately correct ts staff-
production ratio in order to keep employ-
ee cost in check once the merger is com-
pleted. Ranbaxy’s export revenuie Is already
under stress following regulatory woes in
the US, the company’s biggest export mar-
ket. However, reducing staff strength may
be challenging for Sun Pharma as ratio-
nalising workforce at the grassroots has
the potential to trigger labour unrest and
needs to be handled carefully, say experts.

An important element of the merger
will be to avoid overlaps across depart-
ments. Industry sources say reorganisa-
tlon efforts, procurement and supply-
chaln efficiency along with integration of
support functions could be achieved in
the first year itself, while revenue growth
in India and other emerging markets,
field-force productivity and R&D produc-
tivity would yleld contributions from the
secand year onwards.

A major upside irom the deal could
be for Ranbaxy's product portfolio.

Though many of the first-to-file appli- *
cations of the company are pendingin :

the US, they have the potential togive a

major boost to revenues once approval
comes through. Sun Pharma’s cfforts
towards resolving Ranbaxy’s regulatory :
1ssues with the FDA can help the |

Mumbai-bascd drug maker reap jucra-
tlve resulis in the coming years.

Estlmates show after the completion of
the proposcd transaction, the merged
entity would have a markct share of 9.2
per cent in India and will have leading
position in many rherdpeutlc segments .

neer the fult tur d of sun
Pharma is cxpecting to close the deal by
December. “The merger of the [unctions of

- two companies of this size could be a
© major challenge. The first step will be to
streamline and rationalise functions. While

the basic structure and functions could be ~

managed in the fesr year irself, to turn
around the merged entity and to ensure
contributions from the hityour will take at
feast two to three vears,” says a pharma-
ceutical industry insider,

Expertadvice
Sun Pharma is also learned to have hired
McKinsey & Company with amandate that
includes integration, rationalisation
. and optimal capacity utilisation.
: ﬁ The consultant has been given
M four months to carry out the
3 required exercise at Ranbaxy

smooth merger. While
many senior execu-
tives of Ranbaxy have
Already quit after the

in order to ensure a

like ¥, gynae-
cology, cardlovasuular diseases and neu-
ro sciences. ITowever, e 1wo compa-

nies will also have to streamline thejr |
product portfolios and ficld forces, asit

is likely there will be an overlap here.

Industry estimates also show thatin

emerging markets, Sun Pharma as a
combined entity would have revenue of
approximately $900 million. Thesc mar-
kets would include Russia, South Afrlca,
Ukraine, Romania, Brazil and Malaysi:
The acquisition would also providc Sun
Pharma a global manufacturing base

with a5 many as 47 production facllitics
turope |

'=:

across the US, Latin Americ

and India. Also, with Daiicbi Sankye :
becominga 9 per cenl sharcholder, Sun

Pharma can access its pipeline of brand-
ed products. Industry analysts are hope-

ful that Ranbaxy’s EBIDTA (carhings

before income, depreciation, taxes and

amortlsation) margin can be expected |
to grow in the range of 15-16 per cent :

once synergles between the two compa-
nies accrue in the third year.






