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Who Buys Best?
Over the past few years, Indian pharmaceutical companies have been active in M&A activity. The number of
deals has increased as players utilise surplus cash flows generated from the US ‘patent cliff’ to strengthen
their position and sustain supernormal growth rates. M&A has played an important role in the evolution of
India’s pharmaceutical industry and is likely to intensify going forward as players seek inorganic options to
support growth, diversify revenue streams, augment manufacturing/R&D capabilities and achieve economies
of scale.
Ongoing asset divestments by large global
players and a cool-down in sector valuations are
likely to open interesting opportunities in
the near term, which can be lapped up by
Indian players, given their appetite for such
deals and their balance sheet strength.
Torrent Pharma stood out, given its prudent
capital allocation and successful turnaround
of Elder’s portfolio. Although Sun has had a
streak of successful acquisitions and an
enviable track record, it fumbled with
Ranbaxy, its largest acquisition.

In this report, we evaluate some
marquee deals in the sector based on
parameters such as strategic fit,
synergy realisations and value
accretion. We then identify the
companies that have been successful
and those which failed to realise the
anticipated benefits and the
underlying factors driving them.

Consolidation amongst buyer groups,
squeezing of profitability of manufacturers,
impairment of launch momentum due to
regulatory overhang at key facilities and an
increasing shift to complex generics/specialty/
branded products (which is a new ball game)
makes 2015-2018 the first real stress period for
Indian Pharma. The moderation in valuation
expectations, divestments by large global
generics players and the above mentioned
challenges should drive interesting inorganic
possibilities for the sector, in our view.

JM Financial Institutional Securities Limited
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Who Buys Best?
Successful turnaround stories:
significant value creators: Among
the deals reviewed, Sun-Taro and
Torrent-Elder turned out to be
the largest value creators. Both
involved the acquisition of a suboptimally run/distressed business
at low valuations, which created
scope for turning around the
business through portfolio
optimisation and cost controls.

Key factor driving value creation:
We believe value creation as a
consequence of inorganic moves
inherently takes place when
companies acquire inherently
robust assets that are suboptimally run vs. their market
potential. Management quality
arbitrage therefore is the key
variable to monitor when
evaluating transactions.

Key factors driving value
destruction: Value destruction as
a consequence of inorganic
moves takes place when
companies try to use large
acquisitions as a strategy to get
into previously unknown focus
areas (geographies/therapy areas)
and satiate the market appetite
for near-term earnings growth.

JM Financial Institutional Securities Limited

Large acquisitions proved too expensive: The largest ever deals
executed by Dr Reddy’s (Betapharm), Sun (Ranbaxy) and Lupin
(GAVIS) turned out to be bitter experiences for the acquirers. While
Betapharm was impacted by regulatory changes, Ranbaxy
continued to be affected by compliance issues. In the case of
GAVIS, earnings contribution was overestimated.

Players turn cautious; prefer bolt-on deals: Indian pharma players are
now adopting a cautious approach for inorganic growth, preferring
small acquisitions to enhance R&D skills, fill pipeline gaps and access
newer markets. While expensive valuations were a constraint in the past,
the recent cool-down of valuations is likely to accelerate M&A activities
in the near future.
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Deals - summary and our assessment
Exhibit 1. Key M&A deals executed by Indian pharma companies
Announcement
Date

Acquirer

Deal Value
(USD mn)

Target

Apr ‘14

Sun Pharma

Ranbaxy

3,968

May ‘10

Implied EV/Sales
Multiple

Rationale
Improve market position, drive synergies and expand presence in emerging
markets

2.2x

Abbott

Piramal

3,720

Increase presence in the Indian branded generics space

8.8x

Jul '15

Lupin

GAVIS

880

Strengthen US portfolio and get manufacturing base in the US

9.2x

Oct’16

Intas

Teva (UK, Ireland)

764

Become a market leader in UK generics market

2.4x

Feb ‘06

Dr Reddy’s

Betapharm

571

Access to large, high-margin German generic pharma market

2.9x

Nov’17

Torrent Pharma

Unichem portfolio

557

Strengthen domestic market position in Cardiac, CNS and GI therapies

4.3x

Sep ‘15

Cipla

InvaGen

550

Catapult US base and get US manufacturing presence

2.4x

Jun’16

Dr Reddy’s

Teva (8 ANDAs)

350

Strengthen US pipeline in the backdrop of Warning Letter on 3 key facilities

N/A

Dec ‘13

Torrent Pharma

Elder portfolio

323

Expand India portfolio and scale up sub-optimal products

4.9x

Sep’14

Strides Arcolab

Shasun

323

Backward integration of APIs and strengthen institutional business

1.6x

May’15

Strides Shasun

Aspen (Australia)

300

Re-entry into Australian generics market

2.7x

Sep'10

Sun Pharma

Taro

273

Strengthen US portfolio and bet on turnaround of business

N/A

Apr '08

Jubilant

Draxis

255

Access to high end radiopharmaceutical market in North America

3.2x

Jan’17

Piramal

Mallinckrodt’s pain
portfolio

273

Get portfolio of intrathecal spasticity & pain management drugs

3.8x

Jan’17

Cadila

Sentynl Therapeutics

171

Get access to the specialty distribution networkfocused on pain therapy

2.9x

Nov ‘14

Aurobindo

Natrol

133

Access to nutraceuticals market in the US

1.7x

Aug ‘11

Sanofi India

Universal Medicare

114

Access consumer healthcare and wellness platform in India

5.2x

Source: Company, JM Financial

Exhibit 2. 10 largest global deals with generic targets
Announcement
Date

Acquirer

Target

Announced Total
Value (USD bn)

Nov-14
Jul-15
Feb-14
Feb-15
May-11
Feb-16
Jul-08
May-15
May-13

Actavis
Teva
Allergan
Pfizer Inc
Takeda
Mylan
Teva
Endo
Allergan

Allergan
Allergan's generic drug business
Forest Laboratories
Hospira
Nycomed
Meda AB
Barr
Par
Warner Chilcott

66.0
40.5
25.0
16.8
13.7
10.0
8.8
8.1
7.8

The largest M&A deals in the global
generics pharma space took place
during the peak earnings/valuation
phase in 2014-15

Source: Bloomberg, JM Financial

Exhibit 3. Pharma valuation snapshot
P/E (cons.)
Com pany

Mcap
(USD m n)

FY18

FY19

FY20

Sun Pharma
Dr. Reddy's
Lupin
Cipla
Aurobindo Pharma
Average

18.6
5.4
5.3
6.8
5.1

37.5x
32.2x
23.8x
26.9x
13.0x
26.7x

24.6x
19.1x
19.5x
20.7x
11.7x
19.1x

19.9x
15.0x
15.6x
17.4x
10.7x
15.7x

Teva
Mylan
Perrigo
Hikma Pharma
Krka
Saw ai Pharma
Average

19.1
20.8
11.4
3.6
2.3
1.9

7.2x
7.5x
15.4x
16.5x
12.2x
13.0x
12.0x

6.3x
6.9x
14.0x
14.6x
11.3x
10.6x
10.6x

5.6x
6.5x
13.3x
13.1x
10.5x
9.9x
9.8x

EPS
EBITDA
(cons.)
EV/EBITDA (cons.)
(cons.)
CAGR
CAGR
FY 18-20 FY18
FY19
FY20 FY 18-20
Top Indian Pharm a Players
37%
20.5x
16.0x
13.5x
23%
47%
15.5x
11.0x
9.2x
30%
23%
12.8x
11.2x
9.5x
16%
24%
15.2x
12.5x
10.8x
19%
10%
9.3x
8.6x
7.9x
9%
28%
14.7x
11.9x
10.2x
19%
Select Global Generics Pharm a Players
13%
10.4x
9.9x
9.5x
5%
7%
8.3x
7.9x
7.6x
5%
7%
12.1x
11.3x
11.0x
5%
12%
9.6x
9.0x
8.6x
5%
8%
6.1x
6.0x
5.7x
7%
15%
8.3x
7.2x
6.7x
20%
10%
9.1x
8.5x
8.2x
8%

EV/Sales (cons.)
FY18

FY19

FY20

Sales
(cons.)
CAGR
FY 18-20

ROE (cons.)
FY18

FY19

FY20

4.5x
2.7x
2.5x
3.0x
2.2x
3.0x

3.9x
2.4x
2.3x
2.6x
2.0x
2.7x

3.5x
2.1x
2.1x
2.3x
1.8x
2.4x

12%
13%
11%
13%
10%
12%

8.4%
8.7%
10.5%
12.2%
23.4%
12.6%

11.8%
13.6%
11.8%
14.2%
20.9%
14.4%

13.4%
15.4%
13.1%
15.0%
19.2%
15.2%

2.8x
2.8x
2.8x
2.2x
1.5x
1.7x
2.3x

2.9x
2.7x
2.7x
2.1x
1.4x
1.5x
2.2x

2.9x
2.6x
2.6x
2.0x
1.4x
1.4x
2.2x

-2%
4%
3%
3%
4%
10%
4%

12.5%
14.4%
1.4%
12.4%
9.9%
9.0%
9.9%

13.1%
15.0%
12.4%
14.0%
10.9%
11.4%
12.8%

13.5%
11.2%
12.4%
13.9%
11.3%
11.2%
12.2%

Source: Bloomberg, JM Financial
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Exhibit 4. Assessment of deals
Deal

Valuations

Strategic Fit

Synergy Realisation

Value Accretion

Overall Rating

Deal rationale

Sun Pharma - Taro

Turnaround of a sub-optimally run portfolio; added
capabilities and strengthened market presence

Torrent - Elder

Turnaround of sub-optimally run portfolio; scaled up
Torrent’s operations and increased market share and
penetration

Aurobindo - Natrol

Acquisition of OTC business from a company
undergoing bankcruptcy proceedings; diversified
portfolio beyond generics to include OTC business

Sun Pharma - Ranbaxy

Banking on restructuring of sub-optimal operations
and reversion of facilities to regulatory compliance;
geographical diversification and achieving scale

Cipla - Invagen

A scale-up for its US base and a strengthened
pipeline; expanding manufacturing to the US

Lupin - GAVIS

Strengthen US franchise/portfolio; add new
manufacturing/R&D capabilities in the US

Jubilant - Draxis

Scale up contract manufacturing business and gain
entry into the radiopharma business

Sanofi - Universal Medicare

Diversified Sanofi’s portfolio beyond sickness
to include into Nutraceuticals

Abbott - Piramal

Strengthen geographical presence in Emerging
Markets and quickly achieve scale

Dr Reddy’s - Betapharm

Strengthen market position in Germany

Source: Company, JM Financial

JM Financial Institutional Securities Limited
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Exhibit 5. M&A activities in the global generic pharma industry peaked in 2014-15

M&A activity in the global generics
pharma space peaked at peak
valuations; worsening of the
operating environment and credit
profiles of large acquirers drove the
decline in MCaps

Source: Bloomberg, JM Financial; Avg. Market Cap of BI Global Generic Pharmaceuticals Top Competitive Peers used
Deal volumes only includes values of deals which were disclosed

Exhibit 6. M&A activities by Indian players gained momentum in 2014

Indian pharma players used cash
generated from exclusivities to
fund M&A activities during 201417; this included the largest ever
all-equity (Sun-Ranbaxy) and allcash (Lupin-GAVIS) deals

Source: Bloomberg, JM Financial; Avg. Market Cap of Indian players in BI Global Generic Pharmaceuticals Top Competitive Peers used
Deal volumes only includes values of deals which were disclosed

Exhibit 7. Net debt position of select Indian Pharma companies

Most Indian pharma players have
comfortable balance sheets with
room to raise debt; equity issuance
is also an option open for most
players

Source: Company, JM Financial
*Pro-forma financials used for Torrent Pharma (post Unichem acquisition)

JM Financial Institutional Securities Limited
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Torrent’s acquisition of Elder: A successful turnaround of key
brands
In Jun’14, Torrent completed the acquisition of Elder Pharmaceuticals' (Elder’s) branded
domestic portfolio of 30 products in India and Nepal for c.INR 20bn, expanding its presence
into therapies such as women’s health, pain management and nutraceuticals. The portfolio
added sales of c.INR 4.1bn (EBITDA margin of 35%+) to Torrent’s India and Nepal business,
th
making it the 12 largest player (in terms of IMS sales vs. 17 prior to the deal). The Elder
portfolio acquisition turned out to be highly successful, especially as demonstrated by a 23%
CAGR of Elder’s brands over FY14-17 (vs. 11% representative market growth) and
improvement in sales force productivity (PCPM) by over 70% during the period.




Strong boost to Torrent’s domestic market share: The acquisition of Elder’s portfolio of 30
products adds sales of INR 4.1bn to Torrent’s domestic formulations business (INR 12.5bn
in FY13), making Torrent the 12th largest (in terms of IMS sales) pharma player in India
and increases its market share from 2.0% to 2.7% in the Indian pharma market. The
acquisition would also increase its distribution reach from 1,700 stockists to c.4,000 and
strengthen Torrent’s reach in North and West India (where Elder had stronger
distribution). Furthermore, Torrent could leverage Shelcal and Chymoral’s robust
penetration in Tier 3 and Tier 4 towns to cross-sell its existing brands.
Strengthens market position in target therapies: The acquisition expanded Torrent’s
presence in nutraceutical and women’s healthcare segments and strengthened its
positioning in gynaec (forayed in 2010) and pain management (forayed in 2013). It also
gave Torrent access to Elder’s strong brand equity of over 20 years with orthopedicians
and gynecologists. Torrent was expected to focus on improving the growth performance
of Elder’s major brands – Shelcal, Chymoral and Carnisure – by leveraging its own strong
equity with cardiologists, CPs and neurologists (Elder was getting business mainly from
gynaecologists). Further, Torrent’s R&D capabilities were to assist new launches in
nutraceuticals/women healthcare and pain segments.

The Elder portfolio posted a 23%
CAGR over FY14-17 under Torrent
Pharma

The acquisition strengthened
Torrent’s domestic market share
and expanded its presence in
nutraceuticals and women’s health

Exhibit 8. Therapy split pre- and post-acquisition

Source: Company, JM Financial

Exhibit 9. Torrent’s market position strengthened after the acquisition
Particular
Torrent
IPM Market Share
2.0%
IPM Sales Rank
17
Nutraceuticals / Women’s Health Market Share
Pain Management Market Share
Gynaecologist Access Rank
Orthopedician Access Rank
Surgeons Access Rank

Torrent + Elder
2.7%
12

0.4%
0.9%

6.2%
2.7%

29
17
18

8
10
12

Source: Company, JM Financial

JM Financial Institutional Securities Limited
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Deal transaction details: Torrent’s acquisition of Elder’s portfolio, which recorded sales of
INR 4.1bn in FY13 (as per IMS; with EBITDA in excess of 35%), for INR 20bn (no net-debt
taken over), implies deal valuation of EV/Sales of c. 4.9x. The deal was to be financed
through a mix of internal accruals and long-term debt. Torrent’s long-term debt had
increased by INR 14.5bn (includes debt for non-deal related capex, etc.) in FY15 to INR
24.2bn following the acquisition of the Elder portfolio, with its total debt-to-equity ratio
increasing to 0.97 at end-FY15 (vs. 0.47 at end-FY14). Management expected the deal to
be cash earnings accretive by the end of second year and EPS accretive by the end of the
third year.

Exhibit 10. Transaction financial details
INR bn
20
4.1
4.9x

Deal Consideration
Acquired portfolio’s annual sales
EV/Sales
Financing
Debt (expected)
Cash (expected)

14.0
4.0

Source: Company, JM Financial



Torrent managed a successful turnaround of the acquired portfolio: At the time of
acquisition, Elder was under financial distress (net debt of c.INR 1.3bn), which was
impacting inventories in the channel, and had thus been unable to undertake price hikes
(despite none of the brands being under NLEM) or introduce new products/variants. After
the acquisition, Torrent increased the realisations from the Elder portfolio, especially on
market-leading products such as Chymoral and Shelcal, by taking regular price hikes and
driving additional volumes through stronger promotions and innovative SKUs/brand
extensions. Consequently, the Elder brands have posted a 23% CAGR over the last 3
years (vs. 11% representative market growth). Specifically, Shelcal recorded a 14% CAGR
over FY14-FY17 while Chymoral posted an 18% CAGR, aided by price hikes and the
introduction of new extensions to penetrate various sub-segments. Sales force
productivity also improved significantly, with Torrent’s PCPM increasing from 350 in FY14
to 600 in FY17, driven by rationalisation of the field force and realisation of marketing
synergies.

Torrent improved the growth
trajectory of the Elder portfolio
and realised synergies faster than
initial expectations

Exhibit 11. Past execution record of turning around Elder’s key brands
350
309
300

269

250
200

Torrent has been able to boost
growth of Elder’s Shelcal and
Chymoral brands after the
acquisition in 2014

213
183

150
100

128
94

82

66

50
0
MAT Mar'14

MAT Mar'15
Shelcal

MAT Mar'16

MAT Mar'17

Chymoral

Source: Company, JM Financial

JM Financial Institutional Securities Limited
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Exhibit 12. Quick turnaround of acquired portfolio

Source: Company, JM Financial

Exhibit 13. Torrent’s productivity has improved after the acquisition

Torrent has shown a strong
improvement in sales force
productivity

Source: Company, JM Financial

Exhibit 14. Deal profitability profile
FY15E

FY16E

FY17E

FY18E

FY19E

FY20E

FY21E

FY22E

FY23E

FY24E

2, 568

3, 639

4, 476

5, 147

5, 765

6, 456

7, 231

8, 099

9, 071

10, 159

EBITDA

1,156

1,637

2,014

2,316

2,594

2,905

3,254

3,644

4,082

4,572

% margin

45%

45%

45%

45%

45%

45%

45%

45%

45%

45%

FCF

924

1,310

1,611

1,853

2,075

2,324

2,603

2,916

3,265

3,657

PV

855

1,091

1,209

1,253

1,264

1,275

1,287

1,299

1,310

1,322

0.75

1.75

2.75

3.75

4.75

5.75

6.75

7.75

8.75

9.75

Sales

No. of periods
PV of FCF

12,166

Terminal Value

23,136

NPV
Capital Employed
Re turn on Ca pita l
Cost of Capital
Terminal Growth Rate

The deal was value-accretive

35,302
20,040
176%
11%
5%

Source: Company, JM Financial; Key Assumptions: 12% CAGR Sales growth over FY18-24; FCF/EBITDA = 0.8x

JM Financial Institutional Securities Limited
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Sun Pharma’s acquisition of Ranbaxy: Regulatory issues played
spoilsport
In Apr’14, Sun Pharma announced the acquisition of Ranbaxy in an all-stock deal for a
consideration of c.USD 4bn (USD 3.2bn/USD 0.8bn equity/debt), implying a valuation of
c.2.2x CY13 Sales. The combined entity resulted in Sun becoming the world’s 5th largest
generic pharma player with sales of USD 4.2bn and presence in 55 countries with 40
manufacturing facilities and a significantly diversified revenue base; the US, India and the rest
of the world contributed 47%, 22% and 31% to sales, respectively. Sun anticipated
synergies of USD 250mn (later revised to USD 300mn) from the acquisition by end-FY18
driven by a combination of revenue, procurement and supply chain efficiencies as well as
other cost synergies. With respect to cash earnings, the acquisition was guided to be
accretive in FY16 itself.

The Sun-Ranbaxy deal is the
largest M&A deal so far in the
Indian Pharma sector

While Sun Pharma had a record of acquiring and turning around over dozen companies
(most of them being distressed assets), it underestimated the magnitude of regulatory issues
at Ranbaxy and ended up paying a steep price.


Strengthened position in US and India: The merger made Sun the largest Indian pharma
company operating in the US, with sales of c.USD 2.2bn and a broad portfolio of 184
ANDAs pending approval, including many high-value FTF (First-to-File) opportunities. It
also became the leader in dermatology market (No. 1 in generic; No. 3 in branded). On
the domestic front, the merger made Sun Pharma the largest player in India with
revenues of c.USD 1.1bn and c.9% market share. The acquisition enhanced Sun’s
position in acute care, hospitals and OTC businesses. In the top 10 therapies within IPM
that represented c.90% of the market’s size, the combined entity would command
leadership in 5 therapies (anti-infectives, cardiac, pain/analgesics, neuro/CNS and
gynaecology).

The deal made Sun Pharma the
largest Indian pharma company in
the Indian formulations space and
the US generics space

Exhibit 15. Geographical diversification of revenue base after the acquisition

Source: Company, JM Financial





Expanded Sun’s presence in emerging markets: Ranbaxy, with c.50% of sales from
emerging markets, provided Sun with a platform to increase presence in these markets
(such as Russia, Romania, Brazil, Malaysia and South Africa) and created opportunities for
cross-selling and brand building, including entry into Japan, which had low penetration of
generics and had thus had high growth potential.

The deal increased Sun Pharma’s
presence in emerging markets

Deal transaction details: Sun acquired Ranbaxy for USD 4bn (including c.USD 0.8bn to
NCD holders) at a valuation of 2.2x sales. The deal was financed entirely through
allotment of equity shares to Ranbaxy’s shareholders. In hindsight, financing of the deal
entirely through equity, when Sun was trading near-peak valuations, proved to be a
prudent decision given the deterioration in operating environment following the deal.

JM Financial Institutional Securities Limited
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Exhibit 16. Transaction financial details
USD bn
4.0
1.8
2.2x

Deal Consideration
Ranbaxy’s annual sales
EV/Sales
Source: Company, JM Financial



Sun on track for estimated synergies despite regulatory challenges: After the acquisition,
Sun implemented multiple measures such as the shut-down/sale of some plants (thus
improving utilisations at other facilities), rationalisation of its field force, restructuring of
trade and incentive policies (favouring higher prescriptions vs. incentivising trade
channels) and discontinuation of overlapping and/or unprofitable brands across markets.
However, Sun has seen limited success in the regulatory resolution of Ranbaxy’s plants
(Mohali, Toansa, Paonta Sahib and Dewas), with the recent clearance of the Mohali
facility being the only positive so far. Reversion of all 4 facilities to regulatory compliance
was a key strategic objective for Sun’s acquisition and critical to the realisation of
synergies since these facilities were putting negative operating leverage pressures on
Ranbaxy besides forcing it to source APIs from external parties, which further impacted
profit margins. The regulatory compliance issues also resulted in Ranbaxy (Sun) missing
out on the gNexium exclusivity opportunity, which was expected to contribute over USD
150mn in revenues and was seen as a critical component of Sun’s rationale for Ranbaxy’s
acquisition.

Discontinuation of loss-making
businesses and rationalisation of
its manufacturing and
marketing network were key
drivers of synergies

After the acquisition, Sun’s 40%+ EBITDA margin dropped below 30% (Ranbaxy’s FY14
EBITDA margin was under 10%) and has stayed at sub-30% levels, although this could be
partly attributed to the negative operating leverage on account of regulatory compliance
issues at the Halol facility (and Ranbaxy plants) as well as Sun’s ongoing investments in
the specialty business in the US.

Resolution of regulatory issues at
Ranbaxy’s plants proved to be
tougher than anticipated

Sun continues to maintain that it is on track to achieve USD 300mn synergies by FY18
(c.USD 200mn was achieved by FY17) as expected at the time of the merger.

Exhibit 17. Profitability has improved for most of the major Ranbaxy subsidiaries
Subsidiary

Net Profit (INR mn)

Net Profit Margin (%)

FY15

FY16

FY17

FY15

FY16

FY17

Ranbaxy Pharmaceuticals, Inc.

-155

189

1,863

-1%

1%

6%

Ranbaxy Laboratories, Inc.

3,576

3,573

4,260

28%

26%

29%

AO Ranbaxy

-41

67

245

-1%

2%

4%

Ranbaxy Pharmaceutical Proprietary Ltd.

-262

-1,245

189

-20%

-82%

4%

Ranbaxy Pharmaceuticals Canada Inc.

-308

81

-61

-13%

1%

-3%

Ranbaxy Australia Pty Ltd

41

35

34

2%

2%

2%

Ranbaxy (U.K.) Limited

275

323

58

10%

10%

4%

Laboratorios Ranbaxy, S.L.U.

81

191

99

14%

13%

7%

Ranbaxy (Malaysia) Sdn. Bhd.

-294

-376

79

-26%

-28%

6%

Ranbaxy Italia S.P.A.

-30

-204

-36

-2%

-16%

-3%

Ranbaxy Pharmacie Generiques

-430

-131

163

-25%

-8%

12%

Ranbaxy South Africa Proprietary Ltd.

-84

85

148

-8%

8%

11%

Ranbaxy Farmaceutica Ltda.

-411

-415

57

-37%

-37%

5%

Ranbaxy Ireland Ltd.

188

-296

138

6%

-9%

12%

Source: Company, JM Financial
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Exhibit 18. Regulatory challenges at Ranbaxy’s key facilities
Date of
Import Alert

Facility

Dewas, Madhya Pradesh

Sep 2008

Paonta Sahib, Himachal Pradesh
Mohali, Punjab

Sep 2013

Toansa, Punjab

Jan 2014

Current
Status

Unresolved
Unresolved
EIR

Comments

Resulted in USD 500mn penalty for settlement of federal litigation in 2013
Import Alert lifted in Mar’17; Certain conditions of the US Consent Decree continue

Unresolved Supplied c.70% of Ranbaxy’s in-house API requirement for US market; Impacted Ranbaxy’s sales by
10-15%

Source: Company, JM Financial

Exhibit 19. Therapy Mix
Sr. No .

Th e ra p y

Su n

R a n b a xy

Co mb i n e d En ti ty

1

Psychiatry







2

Neurology







3

Cardiology







4

Orthopaedic







5

Ophthalmology







6

Gastroenterology







7

Nephrology







8

Diabetology







9

Dermatology







10

Urology







11

Gynaecology







12

Anti-infectives







13

Dental







14

Respiratory







15

VMN







16

Oncology







Ranbaxy acquisition strengthened
Sun’s presence in anti-infectives,
derma and urology therapies

Source: Company, JM Financial

Exhibit 20. Broadened portfolio mix
Sun Pharma

Sun Pharma + Ranbaxy

Source: Company, JM Financial
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Sun Pharma’s acquisition of Taro stake: Stellar turnaround
Sun had signed the deal to purchase Taro for USD 454mn (USD 230mn equity/USD 224mn
net debt) in May’07, but ended up with a 66.3% stake at end-FY11, after a three-year-long
litigation with Taro’s minority shareholders and a section of the promoters regarding the
price (less than the prevailing market price) offered by Sun. Taro was expected to report a
substantial loss in CY06 and was on the verge of liquidation in 2007 due to lack of funds
with the controlling shareholders refusing to infuse the required capital while the lenders
(Bank Leumi and Bank Hapoalim) were refusing to increase Taro’s line of credit. Sun’s
infusion of capital was instrumental in the successful turnaround of Taro, which entered a
strong growth phase over 2010-15, driven by price hikes in key products as well as
incremental launches.


Access to strong portfolio and manufacturing facilities: At the time of the announcement
of acquisition in 2007, Taro a robust US portfolio with over 100 approved ANDAs with 1
NDA and 26 ANDAs are awaiting approval. Taro had a strong franchise in dermatology
and topical products, while also having cardiovascular, neuropsychiatric and antiinflammatory products in its portfolio. Taro was vertically integrated with APIs, including
complex chemistry and steroids, being manufactured at its API site in Israel with large
facilities in Canada and Israel that manufactured topical creams and ointments, liquids,
capsules and tablets dosage forms which complemented Sun’s manufacturing and
development capabilities in the US.



Deal transaction details: Sun’s acquisition of Taro was stretched over nearly 4 years, and a
full takeover did not materialise along expected lines. Sun spent c.USD 273mn for its
stake in Taro, gaining control of c.77.5% of the voting power in Taro through c.66.3% of
its ordinary shares, and additional ownership of the founders’ shares, which constitute
one-third of the voting power of Taro’s shares.



Successful turnaround driven by price hikes and volume growth: Sun had spent .c USD
273mn for its controlling stake in Taro over FY08-11, which is currently worth c.USD 3bn.
Taro’s operating margins too improved from 18.5% in CY07 to 22.7% in CY10 and
49.0% in CY13. This was partly driven by price hikes for some of its key drugs as well as a
significant increase in volumes.

Taro saw a significant
turnaround in operations under
Sun’s management

The acquisition strengthened Sun’s
presence in North America;

Taro has been one of Sun’s most
lucrative acquisitions

Exhibit 21. Taro’s operating performance

Ability to implement price hikes in
key products was a key driver of
strong profit growth

Source: Company, JM Financial
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Exhibit 22. Taro has created significant value for shareholders

A significant portion of returns has
been generated after Sun’s
acquisition of a majority stake
in 2010

Source: Company, JM Financial

Exhibit 23. Deal profitability profile
CY10E

CY11E

FY13

FY14

FY15

FY16

FY17

FY18E

FY19E

FY20E

Sales

393

506

671

759

863

951

879

641

628

659

EBITDA

108

224

380

449

539

632

522

308

301

317

28%

44%

57%

59%

62%

67%

59%

48%

48%

48%

FCF

65

175

239

336

387

376

402

231

226

237

PV

63

154

189

240

248

217

209

108

96

90

0.25

1.25

2.25

3.25

4.25

5.25

6.25

7.25

8.25

9.25

% margin

No. of periods
PV of FCF (66.3% stake)
Terminal Value (66.3% stake)
NPV
Capital Employed
Re turn on Ca pita l
Cost of Capital
Terminal Growth Rate
Pa yba ck Pe riod

1,071

Sun’s acquisition of Taro is the
most value-accretive deal evaluated
in this report

679
1,750
273
641%
11%
2%

3 years

Source: Company, JM Financial; Key Assumptions: FCF/EBITDA = 0.75x over FY18-20
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Lupin’s acquisition of Gavis: Fell short of expectations
Lupin completed the acquisition of Gavis Pharmaceuticals and Novel Laboratories (hereby
referred to as Gavis) on 09Mar’16 for a cash consideration of USD 880mn. It was one of the
largest ever foreign acquisitions by an Indian pharmaceutical company and the transaction
was expected to be earnings accretive from the first full year of operations. The Gavis
acquisition gave Lupin access to a USFDA-approved manufacturing facility in Somerset (its
first manufacturing site in the US) and a pipeline of 66 ANDAs pending review and 20
marketed products, including niche products in alternate dosage forms such as controlled
substances, solvent based products and liquids, besides augmenting its R&D capabilities. The
combined company had a portfolio of 101 approved products, 164 cumulative filings
pending approval and a deep pipeline of products under development for the US market.



Strengthens US franchise: The deal increased Lupin’s marketed products in the US from
81 to 101, besides adding a portfolio of over 20 stable, high-margin generic products
which complemented Lupin’s existing US portfolio. Furthermore, GAVIS’ robust pipeline
of 66 ANDAs filed and over 65 in development significantly boosted Lupin’s product
portfolio. Gavis’s high double-digit growth and strong operating margins made it an
attractive proposition.



Augments R&D capabilities and manufacturing capacities: The acquisition accelerated
Lupin’s entry into niche, high-entry-barrier areas such as controlled substances and
dermatology. Also, the strong R&D team of about a 100 professionals based out of
Somerset, NJ – which was capable of filing 20+ products per year was – a valuable
addition and complemented Lupin’s Coral Springs, Florida, inhalation R&D centre.
Furthermore, it facilitated de-risking of manufacturing given that Lupin generated
majority of the sales from Goa and Pithampur plants and both were under USFDA
scrutiny at the time of the acquisition.



Deal transaction details: Lupin’s acquisition of Gavis (which generated revenues of USD
96mn in CY14) for a consideration of USD 880mn implies a deal valuation of EV/sales of
c.9.2x and c.16x EBITDA (CY15 management estimate; 25x CY14 actuals). The
transaction was funded through a mix of cash reserves (of USD 100mn) and debt. The
transaction was expected to be accretive to the earnings from the first full year of
operations and a compelling strategic fit.

The GAVIS acquisition
strengthened Lupin’s US pipeline
and augmented its R&D and
manufacturing capabilities

Exhibit 24. Transaction financial details
Deal Consideration
Acquired portfolio’s annual sales
EV/Sales
Financing
Cash
Debt

USD mn
880
100
9.2x

The deal was executed at
significantly high valuations

100
780

Source: Company, JM Financial



Gavis acquisition – fell short of expectations: At the time of acquisition, Gavis was
expected to be EPS accretive within the first year of operations. Gavis has fallen short of
the anticipated revenue synergies, with management admitting to having overestimated
certain aspects of the business (eg. quotas for controlled substances) such as the pace of
approvals and time taken for expansion of capacities. Consequently, on the 4QFY17
earnings call, management mentioned that they the company was lagging its revenue
targets by a year, having recorded USD 110mn in FY17 and expecting USD 200mn in
FY18 (vs. USD 300mn anticipated at the time of the acquisition). However, the Somerset
facility is expected to support its US revenue base given that Lupin’s Goa and Pithampur
facilities received a Warning Letter in Nov’17, the resolution of which is expected to take
at least 12 months.

JM Financial Institutional Securities Limited

Contribution from GAVIS has been
below expectations so far
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Dr. Reddy’s acquisition of Germany’s Betapharm: Regulatory
changes play havoc
On 07Mar’06, Dr. Reddy's completed the acquisition of German pharma company
Betapharm Arzneimittel GmbH (Betapharm) for a cash consideration of EUR 483 mn (c.USD
584mn). It was one of the largest ever foreign acquisitions by an Indian pharma company and
helped Dr Reddy’s strengthen its footing in Germany, acting as a launch pad to strengthen its
nd
position in Europe (the 2 largest generics market after the US). Dr Reddy’s had outbid
Ranbaxy to close the deal, paying a steep 2.9x sales.
Betapharm marketed high-quality generic drugs (portfolio of 145 products), with a focus on
long-term therapy products with high prescription rates, through a sales force of c.250
people. It had a turnover of EUR 164mn (c. USD 200mn) in 2005 and was the fastest
growing generics company (among the top 10) in Germany over the 5 years prior to the deal,
mainly driven by successful product launches. Betapharm was primarily a distributor without
its own manufacturing facilities (had contracts with external manufacturers).


A significant change in the
government’s procurement policy
immediately following the deal
resulted in substantial value
destruction

Gained entry into the high-margin generics market of Germany: Before the acquisition,
Betapharm was Germany's fourth largest generic pharmaceuticals company with a 3.5%
market share and revenues of EUR 164mn in 2005. Despite not having its own
manufacturing facility, it gave Dr Reddy’s access to a wide range of products dominated
by drugs to treat heart ailments, apart from those of the nervous system. Betapharm’s
front-end German presence complemented Dr Reddy’s low-cost Indian manufacturing
advantage as well as its pipeline of generic and innovative products. Besides adding c.USD
200mn to Dr Reddy’s top line, the acquisition strengthened its presence in Germany and
paved the way for expansion into the wider European pharma market, the world’s second
largest generics market after the US. Dr Reddy’s could also leverage on this acquisition as
the four largest markets in Europe – UK, France, Italy and Germany – were set to witness
patent expirations from that year, opening up opportunities of c.USD 14bn.

Exhibit 25. Dr Reddy’s Europe generics contribution

Betapharm was one of the fastest
growing generics player is in
Germany prior to the deal;
however, its contribution
remained range-bound following
the deal

Source: Company, JM Financial



Deal transaction details: Dr Reddy’s acquisition of Betapharm, which recorded sales of
EUR 164mn in CY05, was for a consideration of EUR 483mn (INR 26bn), implying a deal
valuation of EV/sales of c.2.9x. The transaction was funded using Dr Reddy’s internal cash
reserves and debt (INR 21.6bn). The debt-equity ratio rose to c.1.4x in FY06, which came
down to c.0.6x in FY07 as Dr Reddy’s used part of the proceeds (INR 10bn) from issuing
American depositary receipts to pare the debt raised for Betapharm.

JM Financial Institutional Securities Limited
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Exhibit 26. Transaction financial details
Deal Consideration
Acquired portfolio’s annual sales
EV/Sales

Value
EUR 483mn
EUR 164mn
2.9x

Financing
Cash (expected)
Debt (expected)

EUR 83mn
EUR 400mn

Source: Company, JM Financial





The Betapharm acquisition turned out to be an expensive lesson for Dr. Reddy’s: Dr
Reddy’s acquisition of Betapharm did not pan out as expected with a number of factors
contributing to the disappointments. The biggest blow came in the form of regulatory
changes. Within months of the acquisition, the German government changed its
procurement policy (through the Economic Optimisation of Pharmaceutical Care Act
effective 1May’06), shifting to a tender-based system for a substantial number of drugs,
which reduced drug reference prices (by 20-30%), banned free goods and introduced copayment waivers. Furthermore, the unexpected supply chain issues with Betapharm’s
contract manufacturer Salutas terminating its supply contract (renegotiation resulted in
reduction of supply period from 58 months to 24 months and increased procurement
prices) added to the woes. While this was partly mitigated by shifting manufacturing to
India and securing contracts with German health insurer AOK, the changed market
dynamics forced the company to mark down the value of Betapharm. By end-FY10, Dr
Reddy’s had written off all the intangible assets and goodwill attributable to the
Betapharm acquisition.

Dr Reddy’s ended up writing off all
intangible assets related to
Betapharm within 4 years of the
acquisition

Dr. Reddy’s takeaways from the way the Betapharm deal played out: The lessons learnt
from the deal have led to a change in the acquisition strategy of Dr Reddy’s. Since the
deal, Dr Reddy’s has made a conscious effort to make acquisitions that improve the
capabilities within the organisation and complement it, as against buying a company in
some market that merely increased the turnover. Furthermore, Dr Reddy’s decided against
taking the bidding route in any acquisition. It also decided to concentrate on smaller
acquisitions. As a result, all companies acquired by the company after Betapharm had
smaller ticket sizes and were chosen based on some product, research or manufacturing
area that complemented capabilities within the company.

Exhibit 27. Deal profitability profile
FY07E

FY08E

FY09E

FY10E

FY11E

FY12E

FY13E

FY14E

FY15E

FY16E

8, 004

8, 189

9, 854

7, 298

5, 325

5, 185

5, 686

7, 563

8, 996

9, 699

EBITDA

640

819

1,182

949

746

778

853

1,134

1,349

1,455

% margin

8%

10%

12%

13%

14%

15%

15%

15%

15%

15%

FCF

480

614

887

712

559

583

640

851

1,012

1,091

Sales

PV
No. of periods

433

498

648

469

332

312

308

369

396

384

1.00

2.00

3.00

4.00

5.00

6.00

7.00

8.00

9.00

10.00

PV of FCF

4,149

Terminal Value

4,355

NPV
Capital Employed

8,504
26,063

Re turn on Ca pita l

33%

Cost of Capital

11%

Terminal Growth Rate

The Betapharm acquisition has
been value destructive for
Dr Reddy’s

2%

Source: Company, JM Financial; Key Assumptions: FCF/EBITDA = 0.75x
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Draxis:

Successful

entry

into

On 28May’08, Jubilant Life Sciences (formerly Jubilant Organosys), completed the acquisition
of Draxis Specialty Pharmaceuticals Inc. (Draxis) for a consideration of USD 255mn (paying
c.22% premium over the last traded price), marking its entry into the high-growth highmargin radiopharma space, besides strengthening its contract manufacturing business.
Draxis was a Canada-based specialty pharma company engaged in the production and
marketing of radiopharmaceuticals and provision of pharma contract manufacturing services,
with large innovators and specialty pharma companies such as Johnson & Johnson (J&J) as its
customers. DRAXIS offered products in three categories: sterile products (lyophilized
injectables and ophthalmic ointments), non-sterile products (solid oral and semi-solid dosage
forms) and radiopharmaceuticals (used for both therapeutic and diagnostic molecular
imaging applications). Draxis operated a USFDA-approved manufacturing facility and
employed c.500 people in its Montreal facility at Canada.


Strengthened position in North America: The acquisition of Draxis strengthened Jubilant’s
presence in the North American contract manufacturing market, especially in the area of
small volume parenteral drugs (USD 2bn market growing at 12.5%) that was a major
focus area for Jubilant, which had also purchased Hollister-Stier’s sterile injectables
business for USD 122.5mn prior to this acquisition. This acquisition, in combination with
Hollister, made Jubilant one of the top five CMOs in North America.



Enhanced overall product portfolio: Draxis also added to Jubilant's capacity in non-sterile
products, such as solid oral and semi-solid dosage forms, apart from enhancing its sterile
products capability and giving it access to the highly regulated but lucrative
radiopharmaceutical product portfolio. The deal consolidated Jubilant's leadership in the
areas of both sterile and non-sterile contract manufacturing business with multi-site
capabilities, with a strong including J&J consumer contract of USD 120mn from 2009-13.
On the radiopharma front, Draxis was a market leader in I-131 products in the US and
had multiple products under development, with Sestamibi (c.USD 631mn market), MolyFill (Technetium generator) and Ruby-Fill (Rubidium Generator; USD 100mn market) being
the most meaningful opportunities.



Deal transaction details: Jubilant’s acquisition of Draxis, which recorded sales of USD
79mn in CY07 (CAD 22mn in FY09) for a consideration of USD 255mn, implied a deal
valuation of EV/sales of c. 3.2x. The deal was to be financed using a combination of
proceeds from a previous FCCB issue and debt amounting to USD 160mn and the
remaining through cash on hand. The transaction was expected to be earning accretive
from the first year.

The Draxis acquisition strengthened
Jubilant’s CMO business and
marked its entry into the
radiopharma space

Exhibit 28. Transaction financial details
Deal Consideration
Acquired portfolio’s annual sales
EV/Sales
Financing
Debt (expected)
Cash (expected)

USD mn
255
79
3.2x

160
95

Source: Company, JM Financial



The Draxis acquisition added capabilities but not enough value: The acquisition turned
profitable from the second year. However, the US launch of Ruby-Fill, expected in 2010 at
the time of acquisition, was delayed and the product was eventually launched in 2017.
Moly-Fill, which was also expected to be ready for launch in 2010 was not launched.
However, Jubilant has been strengthening its radiopharma franchise and recently (in
nd
Sep’17) completed the acquisition of Triad Isoptopes’ radiopharmacy business (the 2

JM Financial Institutional Securities Limited

The commercialisation of
radiopharma assets has been
significantly delayed
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largest radiopharmaceutical network in the US), which is expected to facilitate forward
integration of Jubilant’s radiopharma business, giving it direct access to hospital networks
and patients, and thus facilitating its transition from a primarily B2B business towards
B2C.
Exhibit 29. Ramp-up in CMO and radiopharma business after acquisition

While the radiopharma business
has grown significantly, the CMO
business was impacted by USFDA
actions on key facilities in FY15.

Source: Company, JM Financial; all figures in INR mn
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Cipla’s acquisition of InvaGen/Exelan: Nothing special
Cipla completed the acquisition of InvaGen and Exelan in Feb’16 for a consideration of USD
550mn. The combined revenues for both companies for CY15 stood at USD 230mn with
EBITDA margins of more than 25%, implying EV/sales valuation of 2.4x and EV/EBITDA of
c.8x. The acquisitions gave Cipla access to c.40 approved ANDAs, 32 marketed products, and
30 pipeline products (incl. 5 FTFs). Moreover, it expanded Cipla’s manufacturing base by
c.350,000 sq.ft of GMP area through InvaGen’s 3 units located in Long Island, NY. While the
acquisitions added heft to Cipla’s US base, there have been a few disappointments with
respect to reduction in the commercial potential of a few pipeline opportunities.



Strengthened US franchise and added scale for front-end initiatives: Prior to the
acquisition, Cipla had a small base in the US (<USD 150mn excl. gNexium opportunity;
8% of overall sales) and its presence in the US was mainly through partners such as Teva,
Mylan and Dr Reddy’s and lacked relationships with the channel participants in the US.
The acquisitions added over c.USD 230mn of sales, with EBITDA margins > 25% and sales
posting 20% CAGR over the 3 preceding years, which more than doubled Cipla’s US
base. With Cipla having initiated multiple launches through its own front end around the
same time, the wider revenue base was expected to help absorb the related-costs better.
With the Exelan acquisition, Cipla entered the US institutional business, which despite
being low-margin, provided a steady revenue stream.



Augmented pipeline and manufacturing capacities: The acquisition augmented Cipla’s
portfolio of 5-8 products (ex-partnership) by nearly 40 approved ANDAs (highly
genericised) and 30 pipeline products that were expected to be approved over the
following 4 years. The pipeline also had 5 FTF products targeting a representative market
size of c.USD8bn by 2018. In terms of dosage formats, InvaGen’s capabilities included
dosage forms such as immediate release, modified release and extended release tablets
and capsules. The acquisition also expanded Cipla’s manufacturing footprint to the US,
giving Cipla access to c.350,000 sq.ft of GMP area across InvaGen’s 3 units located in
Long Island, NY, with an annual production capacity of 12 billion tablets and capsules and
c.500 employees.



Deal transaction details: Cipla’s acquisition of InvaGen and Exelan, which jointly
generated revenues of USD 230mn in CY15, for a consideration of USD 550mn, implies a
deal valuation of EV/sales of c. 2.4x and c. 8x EBITDA, which are moderate in our view.
The transaction was funded entirely through debt.

The InvaGen/Exelan acquisition
added heft to Cipla’s US franchise

The acquisition boosted Cipla’s
US portfolio and gave it access
to a large manufacturing facility
in the US

Exhibit 30. Transaction financial details
Deal Consideration
Acquired portfolio’s annual sales
EV/Sales
Financing
Debt

USD mn
550
230
2.4x

550

Source: Company, JM Financial



InvaGen acquisition – a few missed opportunities: While the InvaGen/Exelan acquisition
has shored up Cipla’s US base, there have been a few disappointments in terms of
reduction in commercial potential from limited competition/Para IV filings such as
gRenvela and gFosrenol. Consequently, in the 2 years since the acquisition, Cipla has
already taken c. USD 110mn (c.USD 60-65mn net of tax) of impairments on the
acquisition, which accounts for nearly 20% of the acquisition cost.

JM Financial Institutional Securities Limited

The reduction in the commercial
potential of key InvaGen filings
has resulted in impairments so far
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Aurobindo’s acquisition of Natrol: Foray into nutraceuticals
space
On 05Dec14, Aurobindo Pharma completed the acquisition of Natrol, a 35-year old US-based
nutraceuticals manufacturer (amongst the top 20 branded nutraceutical companies in the
US), for a consideration of USD 132.5mn at a valuation of 1.7x LTM sales and 8.4x LTM
EBITDA multiple. Through the acquisition, Aurobindo got access to Natrol’s branded products
(primarily vitamins, minerals, and supplements) as well as all its manufacturing assets,
personnel and commercial infrastructure. The transaction also strengthened Aurobindo’s
over-the-counter (OTC) franchise.


Natrol acquisition marked Aurobindo’s foray in the nutraceuticals space: The deal allowed
Aurobindo to diversify its product portfolio beyond generics and gave it access to the
attractive nutraceuticals market, which was estimated to be a USD 37bn market at the
time of the acquisition and was expected to reach c.USD 55bn in 2020. The deal also
strengthened Aurobindo’s presence in the over-the-counter (OTC) space. Though viewed
as unrelated to its existing business at the time of the acquisition, Natrol's presence in the
mass market, as well as its exposure to health food and specialty channels was seen as a
strategic fit for Aurobindo and would provide a strong medium for a fully-integrated OTC
platform for the company in the US and international markets.



Acquisition of strong brands: The Natrol portfolio included vitamins, minerals, and
supplements, diet and weight management products, sports nutrition products and
products for hair, skin, and nails. Some of the major brands included strong and valuable
brands such as Prolab, MRI, NuHair, MRI and Essentially Pure Ingredients, which enjoyed a
large and diverse customer base. Natrol was among the top 20 branded dietary
supplement companies in the US.



Access to distribution channels: The Natrol acquisition gave Aurobindo access to an
extensive distribution network consisting of retail pharmacy chains and specialty health
food stores, which has helped Aurobindo strengthen distribution in the US market as well
as solidify relationships with major retailers across the country.



Deal transaction details: At the bid price of USD 132.5mn, Aurobindo paid 1.7x of CY13
sales (USD 80mn). The deal was funded by a mix of debt and internal accruals. Aurobindo
was able to acquire Natrol at relatively low valuations since it acquired Natrol as part of
the bankruptcy auction following several class actions accusing it of false marketing its
joint relief products. Following the acquisition, Aurobindo had accused Plethico (Natrol’s
former owner) of perpetrating a fraud with an allegedly sham contract of USD 25mn with
a fictitious construction company. Consequently, the court ordered Plethico to pay a USD
23mn cash settlement in milestone payments.

The Natrol acquisition added
nutraceuticals to Aurobindo’s
predominantly generics portfolio
in the US

Aurobindo’s access to and
relationship with US pharma
retailers improved as a result of
this acquisition

Exhibit 31. Transaction financial details
Deal Consideration
Acquired portfolio’s annual sales
EV/Sales
Financing
Cash and Debt

USD mn
132.5
80
1.7x

132.5

Source: Company, JM Financial



The Natrol acquisition provided steady earnings stream for Aurobindo: The acquisition
turned profitable from the second year with revenue from the acquired business
increasing by over 12% CAGR over FY15-17. Natrol continues to be a stable growth
contributor for Aurobindo’s OTC franchise.
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Aurobindo’s acquisition of Actavis’ Western European business:
Met expectations
On 1Apr’14, Aurobindo Pharma completed the acquisition of select Western European
businesses of Actavis (spread across seven countries), which helped Aurobindo scale up its
European operations and achieve a top 10 position in several key generics markets. The
acquired businesses, which had net sales of c. EUR 320mn in 2013 (growing at over 10%
YoY), were loss-making in nature and thus Aurobindo was able to acquire them for an
inexpensive consideration of USD 30mn at a valuation of 0.1x LTM sales. Aurobindo’s
management aimed to leverage its existing infrastructure and leverage its vertically integrated
platform to turnaround these loss-making operations to profitability.


Acquisition strengthened Aurobindo’s market position in Europe: Aurobindo had been
steadily expanding its presence in Europe (mainly in the UK, Spain and Germany) since
2006 and the Actavis acquisition enabled Aurobindo to achieve critical size in Western
Europe and achieve a top 10 position in several key markets. The acquisition
complemented Aurobindo’s existing European operations and increased presence in
France, Italy, Spain, Portugal, Germany, Netherlands and Belgium.



Widened portfolio and distribution: The assets acquired from Actavis included personnel,
commercial infrastructure, products, marketing authorizations and dossier licenses. The
acquisition expanded Aurobindo’s front-end operations in 5 segments (generics,
prescription products, OTC products, hospital products and generics tenders) with c.1,200
products and an additional pipeline of over 200 products. Furthermore, it provided
readymade hospital sales infrastructure for Aurobindo to launch its own injectables and
speciality portfolio across Western Europe.



Shifting manufacturing to India – key element of turnaround: Aurobindo planned to shift
the manufacture of Actavis products to India. Aurobindo also set up a dedicated
formulation R&D team to design and develop cost-effective compositions to compete in
the EU tender market and had initiated development work to create a pipeline of 60-70
products to be manufactured at its Vizag facility and commercialised in the next 12-18
months.



The acquisition expanded
Aurobdindo’s presence and
portfolio in Europe

Shifting of manufacturing to India
helped improve the company's
profitability profile

Deal transaction details: For a consideration of EUR 30mn, Aurobindo acquired the lossmaking businesses of Actavis which had net sales of c. EUR 320mn in FY13, implying a
valuation of 0.1x EV/sales. The deal was funded through internal accruals.

Exhibit 32. Transaction financial details
Deal Consideration
Acquired portfolio’s annual sales
EV/Sales
Financing
Cash

EUR mn
30
320
0.1x

30

Source: Company, JM Financial



Turnaround achieved within 2 years of acquisition: The acquisition turned profitable in
FY16, supported by product pruning and driving cost efficiencies. The French subsidiary
Arrow Generiques acquired select commercial products in calcium and calcium vitamin
D3, including the use of the Orocal trademark, which augmented its branded products
portfolio and leverage its position as a key generics player in the retail and hospital
markets of France. In FY17, Aurobindo acquired Generis to further strengthen its
European operations.
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Abbott’s acquisition of Piramal’s formulations business: Too
Expensive
On 08Sep’10, Piramal Healthcare Limited sold its branded formulations business (Piramal
Healthcare Solutions), which had recorded sales of c.INR 20bn in FY10, to Abbott
Laboratories for a total consideration of USD 3.72bn (INR 175bn), implying deal value of
c.8.8x EV/sales. The transaction included manufacturing facilities (which met global
regulatory standards), rights to c.350 brands and c.5,000 employees of the healthcare
business. The deal made Abbott the market leader in the Indian pharma market with a
market share of c.7% and helped Abbott capitalise on the emerging market opportunity
offered by India and diversify its portfolio from the primarily patented products that it was
earlier engaged in.
At the time of the acquisition, Abbott had been operating in India for nearly 100 years, and
had popular pharmaceutical brands such as Digene (antacid) and Brufen (painkiller). While
Abbott India was focused on gastroenterology, pain, neurosciences and metabolic disorders,
Piramal’s products spanned dermatology, anti-infectives and nutritionals, which enabled
Aboott to diversify revenue streams.
While the Abbott management anticipated sales CAGR of 20% for the combined business
over the following 10 years, given that the Piramal portfolio was posting c.25% CAGR over
FY08-10, the actual growth recorded by the company (c.10% CAGR) over FY11-16 was
significantly short of expectations.


Abbott capitalised on the emerging market opportunity offered by India: In 2010, with
growth in developed markets close to saturation, emerging markets like India, Brazil,
Mexico, South Korea and Turkey were seen as an important future prospects for the
pharmaceutical industry. India was especially being viewed as a significant market as it
had been witnessing good growth and its pharmaceutical market was expected to reach
USD 20bn, beating other emerging markets such as Brazil, Mexico and Turkey. The
transaction was in line with Abbott’s strategy to reinforce its position in branded generics
and growing its presence in emerging markets as well as complimenting its proprietary
pharmaceutical offerings and pipeline in developed markets. After the transaction, Abbott
emerged as the largest pharmaceutical company in India, with a market share of c.7%,
up from 2.9% before the acquisition.



Diversification of product portfolio and risks: As part of its strategy to move beyond the
proprietary or patented drugs business, Abbott had set up the Established Product
Business globally. The business was focused on increasing its penetration into emerging
market regions. This Piramal acquisition followed the c.USD 6.2bn deal (completed in
Feb’10) for the branded generics portfolio of Belgium-based Solvay Pharmaceuticals,
which gave it access to emerging markets including Eastern Europe and Asia.
Furthermore, in May’10, Abbott announced a licensing and supply deal with Zydus Cadila
which allowed it to commercialise 24 of Zydus Cadila’s drugs in 15 emerging markets.
With its regulated markets business growing slowly and a drying pipeline of patented
products, the company diversified its risk by betting on branded pharmaceutical sales in
fast-growing emerging markets such as India. The new diversified business model was for
spreading its risk from cash-intensive, R&D-based, innovator drugs to the robust cashflow generating branded generics.



Deal transaction details: Abbott’s acquisition of Piramal’s Healthcare Solution’s business,
which recorded sales of USD 425mn in FY10 for a consideration of USD 3.72bn, implies a
deal valuation of EV/sales of c. 8.8x. The deal was said to be funded with cash on
Abbott’s balance sheet. Under the terms of the agreement, Abbott made an upfront
payment of USD 2.12bn at the closing and a further USD 400mn of deferred payment
paid annually for the next 4 years. Abbott, which operates through two main entities in
India, had made the acquisition in the privately held Abbott Healthcare.
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Exhibit 33. Transaction financial details
Deal Consideration
Acquired portfolio’s annual sales
EV/Sales
Financing
Cash (expected)

USD mn
3,720
425
8.8x

3,720

Source: Company, JM Financial



The Piramal acquisition did not pan out as expected for Abbott: While the acquisition
strengthened Abbott’s market position and product portfolio in India, the sales growth
expected by Abbott turned out to be steep. Abbott had estimated 20% sales CAGR for
its India business over 2010-20 at the time of the acquisition. However, having recorded
c.10% CAGR growth over FY11-16, Abbott is significantly short of the targeted growth,
with c.26% CAGR needed over FY16-20 in order to meet the USD 2.5bn revenue target
for 2020.
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Sanofi India’s purchase of Universal Medicare: Creation of a
consumer health base
On 03Nov’11, Sanofi India (Aventis Pharma Limited) had completed the acquisition of the
Mumbai-based Universal Medicare Private Limited’s branded nutraceuticals formulations
business for INR 5.67bn/USD 114mn. The business had a turnover of INR 1.1bn in FY11.
Universal’s portfolio of more than 40 brands included nutraceutical products in categories
such as antioxidants, vitamins and mineral supplements, anti-arthritics, anti-osteoporotics,
liver tonics and other nutrients. Around 750 employees of Universal transitioned to Sanofi
India as a part of this deal. Universal Medicare, which was mainly into marketing of
formulations continued to manufacture the products being acquired by Aventis.


Forayed into the wellness space: At the time of the acquisition, the nutraceuticals
segment in the country was estimated at about INR 50bn and this acquisition was in
alignment with Sanofi’s strategy of expanding its presence beyond sickness into the
consumer healthcare and wellness segment. Universal Medicare’s portfolio of over 40
branded formulations represented key categories within the nutraceutical market such as
antioxidants, vitamins and mineral supplements, anti-arthritics, anti-osteoporotics, liver
tonics, and other nutrients.



Advancing the India strategy: With this acquisition, Sanofi India advanced its sustainable
growth strategy in India, facilitating the creation of a consumer healthcare and wellness
platform. This move was also synergetic with the growth strategy of Sanofi SA, the parent
company, which recognised India as one of its most important markets in the emerging
world and through this acquisition it reinforced its commitment to invest and grow its
presence in India through a diversified portfolio constituting a broad offering comprising
of pharmaceuticals, vaccines and now nutraceuticals and help in reaching out to large
sections of the population.



Deal transaction details: Aventis’ acquisition of Universal Medicare, which recorded sales
of INR 1.1bn in FY11 for a consideration of INR 5.67bn implying a deal valuation of
EV/Sales of c. 5.2x.

The acquisition resulted in the
establishment of Sanofi’s
consumer health platform in India

Exhibit 34. Transaction financial details
Deal Consideration
Acquired portfolio’s annual sales
EV/Sales

INR bn
5.67
1.1
5.2x

Source: Company, JM Financial
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