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‘Exhibit 2
India's Economy at a Glance

1992 1994 199 199 2000

Goss domestic podc (GOP) ot et ket 264 33 3% 418 @1
prices in U
Consumer pricendex (ine 1982-100) inlacsl 7.4 907 1089 122 1493
cuneny, perod sverage
Recordedoficid urerployment ssapecentage. 97 93 91 92 92
of ot abor fxce
Stockof forgn resees plus gold ntorl 8665 23054 23784 29833 48,200
vaator), e erod
Foreign direct investment inflow (in USS 252 974 255 2633 2319
millons)"
Totl gors 19563 25075 33055 3302 43085
Total impors B0 26886 W6 42318 49907
Population (milliors) 886 938 973 1008 1,02
TUrited Nations Commission on Trade and Development.
Sauree: The Ecnomst melignce Uit

chairman Dick Wood, Lil began 2 sgnifcant  Ranbaxy Laborato

‘move toward global markets. A separate division
within the company, Eli Lilly Intemational Cor-
poration, with responsibilty for worldwide
‘marketing of allits products, 100k an active role
in_expanding the OUS operations. By 1992,
Lilly's products were manufactured and distrib.
uted through 25 countries and sold in more than
130 countries. The company had emerged as a
world leader in oral and injectable antibiotics
and in supplying insulin and related diabetic
care producs. In 1992, Lilly Imemational was
headed by Sidney Taurel, an MBA from Colum-
bia University with work experience in South
America and Europe, and Gerhard Mayr, an
MBA from Stanford with extensive experience
in Europe. Mayr wanted 1 expand Lilly's oper-
ations in Asia, where several countries, including
India, were opening up their markets for foreign
investment. Lilly also saw opportunities o use
the world for clinical testing, which would
enable it to move forward faster, as well as shape
opinion with leaders in the medical feld around
the world; something that would help in Lill's
‘marketing stage.

Ranbaxy began in the 19605 2 a family business,
but with avisionary management grew rapidly to
emerge as the leading domestic phammaceutical
fim in India. Under the leadership of Dr. Parvin-
der Singh, who held a doctoral degree from the
University of Michigan, the fim evolved info
serious research-oriented firm. Singh, who joined
Ranbaxy to asist his father in 1967, rose to
become the joint managing director in 1977,
‘managing director in 1982, and vice-chairman
and managing director in 1987, Singh's visonary
‘managemen, along with the operational leader-
ship provided by Brar, who joined the firm in
1977, vas instrumental in fuming the family
business into a global coporaton. In the carly
19905, when almost the entire domestic pharma-
caical industry was opposing a tough patent
regime, Ranbaxy was acceping it as given.
Singh's argument was unique within the industry
in Indiz:

‘The global marketplace calls for a single set of
rules; you cannot have one for the Indian
market and another for the export market.
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Bibit 3

Top 20 Phammaceutical Comparies in India by Sales (Rs billions)

Company 199" Company 2000
GloxoWelkome 497 Renbay 200
Cipla 208 Cpla 1200
Ranbary 267 Dr. Reddy's Lot 130
Hoechts-Roussel 260 Glaxo (ndia) 790
Knoll Pharmeceutial 176 Lupin Labs 780
Plzer 173 Aurcbindo Phema 760
Alembic 168 Novarts 720
Tarert Phama 160 Wodkhard: Ltd. 680
Lupin Labs 156 Sun Pherma 670
2yds Cadita 151 Catila Healthcare 580
Ambalal Sarathai 138 Nicholas Pramal 570
Smithkine Beecham 120 Avertis Phema 530
Atsto Fhama 117 Alembic Lt 480
Patke Davis 115 Morepen Labs 470
Cata Phama 112 Tarent Phama 440
E Meck 11 IPCA Labs 420
Wodkherdt 108 Knoll Pharma 370
John Wyeth 104 Orchid Chemicals 360
Alkem Laboratores 104 E Merdk 350
Hindustan Cioa Geigy 103 Plizer 30

1996 figures fom ORG, Bombay n Larjouw, 10., wen.0prc 0xac WIENNPO793 i, NBER working

paper No. 6366

‘Source: “Report on Phamaceutical ector in ndia,” Scpe Magazine, September 2001, p.14.

Tomorrow’s global battls will be won by
product leaders, not operationally excellent
comparies. Tomomow's leaders must be
visionaries, whether they belong  the family
ornot. Our mission at Ranbaxy is o become a
rescarch-based intemaional pharmaceutical
company.*

By the caly 19905 Ranbaxy grew to become

India's largest manufacturer of bulk drugs® and

‘generc drugs, with a domestic market share of

15 per cen (see Exhibit 3.

One of Ranbaxy’s core competencies was its
chemical synthesis capability, but the company

* Quoted in Times of i, June, 1999
* A bl dnug i a inermsiate product that gos nto
manufactuing of phamaceutical prducts

had begun to outsource some bulk drugs in
limited  quantities. The company produced
pharmaceuticals in four locations in India. The
company’s capital costs were typically 50 per
cent 10 75 per cent lower than those of compar-
able LS. plants and were meant to serve foreign
‘markets in addition t the Indian market. Foreign
markets, especially those in more developed
countries, often had stricter quality control
requirements, and such a difference meant that
the mamufacturing practices required to compete.
in those markets appeared to be costler from the
perspective of less developed markers. Higher
prices in other countries provided the impetus
for Ranbaxy to pursue intemational markers;
the company had a presence in 47 markets out-
side India, mainly through expors handied
through an intemational division. Ranbaxy's
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RED efforts began at the end of the 1970s; in
1979, the company sill had only 12 scientists. As
Ranbaxy entered the intematioral market in the
19805, RAD was responsible for registering its
products in foreign markets, most of which was
directed to process RED; RED expenditures
ranged from two per cent to five per cent of the.
‘amnual sales with future targets of seven per cent
10 eight per cent.

The Lilly Ranbaxy JV

Ranbaxy approached Lilly in 1992 to investigate
the possbilty of supplying certain active ingre-
dients or sourcing of intermediate products to
Lily in order o provide low-cost sources of nter-
mediatephamaceutical ingredients. Lilly had
had carler relationships with manufacturers in
India o produce human or animal insulin and
then export the products to the Soviet Union
using the Russia/india wade route, but those had
never developed into on-the-ground relation-
ships within the Indian market. Ranbaxy was
the second largest exporter of all products in
India and the second largest phamaceutical
company in India after Glaxo (a subsidiary of
the UK -based fim).

Rajiv Gulat,at that time a general manager of
business development and marketing controller
at Ranbaxy, who was instrumenal in developing
the straiegy for Ranbaxy, recaled:

In the 19805, many multinational pharma-
ceutical companies had a presence in India.
Lilly did not. As a result of both the sourcing
of intermediate products as well as the fact
that Lilly was one of the only players not yet
in India, we felt that we could use Ranbaxy's
knowledge of the marke to get our fect on the
ground in India. Ranbaxy would supply cer-
tain products o the joint venure from ts own
portiolio that were currenily being manufac-
tured in India and then formulate and fnish
Some of Lilly's products locally. The Joint ven-
ture would buy theactive ingredients and Lilly
would have Ranbaxy fnish the package and
allow the joint venture to sell and distribute
those products.

The first meeting was held at Lily's corporate
center in Indianapolis in late 1990, Present were
Ranbaxy's senior executives, Dr. Singh, vice-
chaiman, and D.S. Brar, chief operating officer
(CO0), and Lilly's senior exccutives, including
Gene Step and Richard Wood, the CEO of Lilly.
Rickey Pate, a corporate atiomey at Hli Lilly who
was present at the meeting, recalled:

It was a very smooth meeting. We had a lot
in common. We both believed in high eth-
ical standards, in technology and innov-
ation, as well as in the future of patented
products in India. Ranbaxy executives
emphasized their desire to be  responsible
corporate citizen and expressed their con-
cems for their employees. It was quite obvi-
ous Ranbaxy would be a compatible partner
in India.

Lill decided to form the joint venture in India to
focus on the marketing of Llly's drugs there, and
2 formal IV agreement was signed in November
1992 The newly created JV was to have an
authorized capital of Rs200 million (equivalent
of USS?.1 million), and an initial subscribed
equity capial of R84 millon (USS3 millon),
with equal contribution from Lily and Ranbaxy,
leating o an equity ownership of 50 per cent
each. The board of direciors for the JV would
comprisesix directors, three from each company.
A management commitice was also created com-
prising two dircciors, one from each company,
and Lilly retained the right o appoint the CEO
who would be responsible for the day-to-day
operations. The agreement also provided for
transfer of shares, in the event any one of the
parmers desired 1o dispose some or its entire
share n the company.

In the mid-1990s, Lily was investigating the
possibility of extending its operations o include
‘genercs. Following the launch of the Indian JV,
Lilly and Ranbaxy entere into two other agree-
‘ments rlated to generics, one inIndia to focus on
‘manufactuing generics, and the other in the
United States o focus on the marketing of gen-
erics. However, within less than a year, Lilly
‘made a srategic decision not o enfer the gener-
i market and the two paries agreed f0
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terminate the JV agreements related to the gen-
erics. Mayr recalled:

At that time we were looking at the Indian
‘market although we did not have any particu-
lar time frame for entry. We partcularly liked
Ranbaxy, as we saw an alignment of the
broad values. Dr. Singh had a clear vision of
leading Ranbaxy to become an innovation
driven company. And we liked what we saw
in them. OF coure, or a time we were looking
at the generic business and wondering if this
was something we should be engaged in.
Other companies had separate divisions for
‘generics and we were evaluating such an idea.
However, we had a pilot program in Holland
and tha taught us what it ook to be compei-
five in generics and decided that business
wasnt for us, and so we decided to get out
of generics.

The Startup

By March 1993, Andrew Mascarenhas, an Ameri-
can citizen of Indian origin, who at the time was
the general manager for Lilly's Carbbean basin,
based in San Juan, Puerto Rico, was selected to
become the managing director of the joint ven-
ture. Rajiv Gulat, who at the time spearheaded
the business development and marketing efforts
at Ranbaxy, was chosen as the director of
marketing and sales at the JV. Mascarenhas
recalled:

Lilly saw the joint venture as an investment
the company needed to make. At the time,
India was a country of 800 million people:
200 million to 300 million of them were con-
Sidered to be within the country’s middle lass
that represented the future of India. The con-
cept of globalization was just taking hold at
Lill. India, along with China and Russia, were
seen as markets where Lily needed to buid a
reater presence. Some resstance was met due
 the recognition that alot of Lilly’s products
were already being sold by Indian manufac-
furers due to the lack of patent protection and
intellectual property rights, so the question
was what products should we put in there that

could be competiive. The products that were
already being manufactured had sufficient
capacity; so it was an issue of trying to lever-.
age the markets in which those products were
Sold into.

Lilly was a name that most physicians in
India did not recognize. Despite its leadership
position in the United States, it did not have
any recogition in India. Ranbaxy was the
leader within India. When I was informed that
the name of the joint venture was to be Lilly
Ranbaxy, the frst thing | did was to make sure
tha the name of the joint venture was Eli Lilly
Ranbaxy and not just Lilly Ranbaxy. The
reason for this was based on my carlier
experience in India, where “good quality,
rightly o wrongly, was associated with for-
cign imporied goods. Ei Lily Ranbaxy
Sounded foreign enough!

Early on, Mascarenhas and Gulati worked on
getting the venture up and running with office
Space and an employee base. Mascarenhas
recalled:

1 got a small space within Ranbaxy's set-up.
‘We had two tables, one for Rajiv and the other.
for me. We had to start from that infrastruc-.
ture and move towards building up the organ-
ization from scratch. Rajiv was great o work
with and we both were able 1o see eye-fo-eye
on most issucs. Dr. Singh was a srong sup-
porter and the whole of Ranbaxy senior man-
agement tred to assst us whenever we asked
for help.

The duo immediately hired a financial analyst,
and the team grew from there. Early on, they
hired a medical director, a sales manager and a
human resources manager. The inital eam was a
‘200d one, but there was enormous pressure and
the group worked seven days a week. Ranbaxy's
help was used for getting government approvals,
licenses, distibution and  supplies. Recalled
Gulad:

We used Ranbaxy's name for everything, We
were new and it was very diffcul for us. We
used their distribution network as we did not
have one and Lilly did not want to invest
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heavlly in setting up a distrbution network.
We paid Ranbaxy for the service. Ranbaxy
was very helpful.
By the end of 1993, the venture moved o an
independent place, began launching products
and employed more than 200 people. Within
another year, Mascarenhas had hired a signifi-
cant sales force and had recruited medical
doctors and financial people for the regulatory.
group with assistance from Lilly’s Geneva office.
Mascarenhas, recaled:

Our recniting theme was “Opportunity of a
Lifetime, Le., joining a new company, and to
be part of it very foundation. Many who
Joined us, especially at senior level, were
experienced executives. By entering this new.
and untested company, they were really
taking a huge risk with their careers and the
lives of their familes.

However, the employee mmover in the Indian

phamaceutical industry was very high. Sandeep.

Gupta, director of marketing recalled:
Our biggest problem was our high tumover.
rate. A sales job in the pharmaceutical indus-
try was no the most sought-after position.
Any university graduate could be employed.
‘The phamaceutical industry in India is very
unlonized. Rarbaxy's HR practices were
designed t work with unionized employees.
From the very beginning, we did not want our.
recnits to join unions. Insiead, we chose to
show recniis that they had a career in ELR.
‘When they joined us s sales graduates, they
did ot just remain at that level. We took
conscious decision to promote from within the
company. The venture began investing in
training and used Lilly's training programs.
The programs were customized for Indian
conditions, but retained Lilly’s values (see
Exhibit 4).

Within a year, the venture team began gaining
the trust and respect of doctors, due to the stong,
values adhered to by Lilly. Mascarenhas
described how the vennure fought the Indian
sigma:

Lily has a code of ethical conduct caled
the Red Book, and the company did not
want 1o go down the path where it might
be associated with unethical behavior. But
Lily felt Ranbaxy knew how to do things
the right way and that they respected their
employees, which was a very imporant
armrbute. So following Lilly's Red Book
values, the group told doctors the truth;
both the positive and negative aspects of
their drugs. 1f 2 salesperson didn't know
the answer to something, they didn't lic or
make up something; they told the doctor
they didn't know. No bribes were given or
taken, and it was found that honesty and
integrity could acually be a competitive
advantage. Sales people were trained. to
offer product information to doctors. The
group gradually became distinguished by
this “strange” behavior.

Recalled Sudhanshu Kamat, controler o finance
atELR:

Lilly, from the start, oreated us as ts employ-
ees, like all its other affliates worldwide. We
followed the same systems and processes that
any Lilly affliste would worldwide.

Much of the success of the joint venture s atrib-
uted t0 thestrong and cohesive working relation-
ship of Mascarenkas and Gulati. Mascarenhas
recalled:

We both wanted the venture to be successful
We both had our identites 10 the JV, and
there was 1o Ranbaxy versus Lilly poliis.
From the very start when we had our office
at Ranbaxy premises, | was invited to dine
With their senior management. Even afier
moving 0 our own office, | continued the
practice of having lunch at Ranbaxy HO on a
weekly basis. 1 think it helped a lot 1o be
accessible at all times and o buid on the
personal relationship.

“The two companies had very different business

focuses. Ranbaxy was a company driven by the

‘enerics business. Lily, on the other hand, was

driven by innovation and discovery.
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Exibit 4
Values at Eii Lill-Ranbaxy Limited
PEOPLE

The people who make up ths company are ifs most valuable assets™
« Respect for the indvidual

o Sensitvity o other people’s views
o Respect for ALL people regardless of caste, reigion, sex or ag¢
« Careers NOT jobs
> Emphasis on indvidual's growth, personal and professional
o Broaden experence via cros-functonal moves
“The fist responsibiity of our supervisors s to build men, then medicines™

AmiDE

“There is verylte dffeenc between people. But that dfference makes a BIG difference. The it
diference is atftude. The BIG difference k... Whether it is POSITIVE or NEGATIVE"

“Are we part of the PROBLEM o part o the SOLUTION?"

TEAm

“None of us & as smart as all of us™

INTEGRITY
« Integity outside the company
2) “We shoukd notdo anything or be expected o take any adtion that we would be ashamed
t0 explain to our family or clse friends™
b) “The red-aced test”
) “Integity @an be our biggest compeitve advantage”
« Integity inside the compary
o With one another: openness, honesty

EXCELLENGE

« Seniing our astomers
I whatever we do, we mustask orseles: how does i srve my cstomer beter?”
« Continuous improvement.
“Nothingis being done today that cannat be done better tomorrow”
« Become the Industry Standard
I whatever we do, we wil do i s0 el hat we become the Inds by Standars”

Mascarenhas focused his effort on commu- 1 spent a lot of time communicating Lilly's
nicating Eli Lilly's values to the new joint  values o newly hired employess. In the early
venture: days, 1 interviewed our senior applicants.
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personally. 1 was present in the two-day
training sessions that we offered for the new.
employees, where I share the values of the
company. That was a critical task for me to
‘make sure that the right foundations were laid
down for growth.

The first products that came out of the Joint
Venture were human isulin from Lill and sev-
eral Ranbaxy products; but the team faced con-
sant challenges in dealing with govemment
regulatons on the one hand and financing the
afflate on the other, There were aso cash flow
consmais.

“The ministy of halth provided imitatons on
Lily's pricng, and even with the margin the
Indian government allowed, most of it went to
the wholesalrs and the pharmacies, pursuant to
formulas in the Indian ministy of health, Once
those were factored out of the gross margin,
achieving proftability was a real challenge, a5
some of the bigges obsacles faced were duties
imposed. by the Indian govermment on imports
and other regulatory issues. Considring the weak
intellectual property rights regime, Lily did not
want to launch some of is products,such s ts
top-seller, Prozac.” Gulai recalled:

We focused only on those therapeutic areas
where Lilly had  niche. We did not adopt a
ocalization sategy, such as the ones adopted
by Plzer and Glaxo’ that manufactured
locally and sold at local prices. India is @
high-volume, low price, low profit market,
but it was a conscious decision by us o oper-
ate the way we did. We wanied 10 be in the
slobal price band. So, we id not launch sev-
eral patented products because generics were
selling at 1/60th the prce.

Product and marketing strategies had 1o be

adopted o suit the market conditions. ELR's

srategy evolved over the years to focus on two
groups of product: one was off-patent drugs,

© Usd a5 an antdeprssant medcsion.
* An'industy stdy by Mckinsey found that Glexo sod
50 percent of s volume, rceived hree per centof
evenues and o porcent ofprofit n Ind.

where Lilly could add substantial value (eg.
Ceclor), and two, patented drugs, where there
existed a significant barrir t0 entry (e.g. Reopro
and Gemzar). ELR marketed Ceclor, a Ranbaxy~
‘manufactured product, but afiempted t0 add sig-
nificant value by providing medical information
to the physicians and other unique marketing
actvitis. By the end of 1996, the venture had
reached the break-even and was becoming
profitable.

‘The Mid-Term Organizational Changes

Mascarenhs was promoted in 1996 to managing
director of El LllyItaly, and Chris Shaw, a Brt-
ish national who was then managing the oper-
ations in Taiwan, was assigned t0 the JV as the
new managing director. Also, Gulati, who was
fomully a Ranbaxy employee, decided to join
El Lily as its employee and was assigned to
Lilly’s corporate office in Indianapolis in the
Business Development - Infectious Diseases
therapeutic division. Chils Shaw recalled:

‘When 1 wen to India @ a British national,
1was not sure what sort of reception I would
get, knowing its history. But my family and
I were received very warmly. 1 found a
dynanic team with a strong sense of values.

‘Shaw focused on building systems and processes
to bring stabilty to the fast-growing organiza-
tion; his own expertse in operations made a
significant contribution during this phase. He
hired a senior-level manager and created a team
to develop standard operating procedures (SOPs)
for ensuring smooth operations. The product line
also expanded. The JV continued to maintain a
50-50 distribution of products from Lilly and
Ranbaxy, although there was no stipulation to
‘maintain such a rati. The dinical organization
in India recelved top-ratings in internal audits by
Lilly, making it suitable for a wider range of
clinical trials. Shaw also streamlined the sales
‘and marketing activities around therapeutic areas
to emphasize and enrich the knowledge capabil-
ites of the company’s sales force. Seeing the
rapid change in the environment in India, ELR,
with the support of Mayr, hired the management
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Bibit 5
Eli Lilly-Ranbaxy India Finandials 1998 to 2001 (Rs'000s)

1998-1999 1999-2000 2000-2001
Sdes 559,766 63288 76266
Marketing Expenses 7.0 61366 96854
Other Expenses 157,907 180364 25482
Proft after Tax 58 12301 11,999
Curent Assets mes 353077 66738
Curent Lisblties 2964 207140 71635
Tatal Assets 30350 386832 s16241
No.of Employees 8 a9 460
Exchange Rate (RupeesUSS) a6 a5 68

Wote: Fnandal year s from Apel 1 o March 31.
‘Source: Company Report.

consulting firm,  McKinsey, o recommend
‘growth options in India. ELR contimued is seady
performance with an annualized growth rate of
about eight per cent during the late 19905

In 1699, Chris Shaw was assigned to EliLill's
Polish subsidiary, and Gulati retumed 0 ELR as
its managing director, following his three-year
tenure a Lilly's U.S. operations. Recalled Gulati:

When 1 joined as MD in 1999, we were grow-
g at eight per cen and had not added any
new employees. 1 hired 150 people over the
Dext two years and went about purting
systems and processs in place. When we
sared in 1999, and during Andrew's time,
we were like  grocery shop. Now we needed
10 bea compary. We had to bea arge durable
organization and prepare urseves 0 go from
sles of USS10 millon to sales of USSI00
million.

ELR created a medical and regulatory unit, which
handled the product approval processes. with
govemment. Das, the chief financial officer
(CFO), commented:

‘We worked together with the govemment on
the regulatory part. Actually, we did not take.
shelter under the Ranbaxy name but bult a
strong regulatory (medical and  corporate
affairy) foundation.

By early 2001, the venture was recording an
excellent growth rate (see Exhibi 5), supassing
the average growth rate in the Indian pharma-
ceutical industry. ELR had already become the
46th largest pharmaceutical company in India
out of 10,000 companies. Several of the multi-
national subsidiaries, which were started at
the same time as ELR, had either closed down or
were in serious trouble. Das summarized the
achievemens:

The IV did add some prestige to Ranbaxy's
effons as a global player as the Lilly name
had enomous credibilty, while Lilly gained
the tochold in India. In 10 years, we did not
have any cannibalzation of each other's
employees, quite  rare event compared with
the other JVs. This helped us build a unique
culture in India.

The New World, 2001

‘The phamaceutical industry continued 1o grow
through the 1990s. In 2001, worldwide retail
Sales were expected 10 increase 10 per cent 1o
about US$350 billion. The United States was
expected to remain the largest and fastest grow-
ing country among the worlds major drug
‘markets over the next three years. There was a
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Exhibit 6

Lilly Financials 1992 to 2000 (USS millions)
1992 1994 1996 1998 2000
Netsales 493 5711 698 923 108
Foreign sales 2000 270 357 3401 3
Research and development experses 7 w9 110 1739 2019
Income from contiruing operations before taxes 1,194 1699 2131 2665 3859
09 128 151 2007 3058
1128 1260 0694 0830 1060
3006 3962 3891 5407 793
239 5610 422 4607 4%
402 aa2 4307 4% 47
8673 14507 14307 125% 1461
s 2126 2517 218 264
480 5356 6100 4430 6047
2500 24300 27400 29800 35200

‘Sourc: Company fles.

consolidation rend in the industry with ongoing,
‘mergers and acquisitions reshaping the indusiry.
In 1990, the world's top 10 players accounted
for just 28 per cent of the market, while in 2000,
the mumber had risen to 45 per cent and con-
tined 1o grow. There was also a rend among,
leading global phamaceutical companies © get
back to basics and concentrate on core high-
margined prescription preparations and divest
non-core businesses. In addition, the partner-
ships between pharmaceutical and biotechnol-
ogy companies were growing rapidly. There
were a number of challenges, such as escalating
RED costs, lengthening _development and
approval times for new products, growing com-
petition from generics and follow-on products,
and rising cost-containment pressures, particu
latly with the growing clout of managed care
organizations.

By 1995, Lilly had moved up 1o become the
12th leading phamaceutical supplier in the
world, sixth in the U.S. market, 17th in Europe
and 77th in Japan. Much of Lilly's sales success
through the mid-1990s came from ifs antidepres-
sant drug, Prozac. But with the wonder drug due

0 go off patent in 2001, Lilly was aggressively
working on a mumber of high-potential producs.
By the beginning of 2001, Lilly was doing busi-
ess in 151 countris, with it intemational sales
playing a significant role in the company’s suc-
cess (see Exhibits 6 and 7). Dr. Lorenzo Tallarigo
recalled:

‘When I started s the president of the inter-
continental operations, 1 realized that the
world was very different in the 20005 from
the world of 1990s. Partcularly, there were
phenomenal changes in the markets in India
and China. While 1 fimly believed that the
partnership we had with Ranbaxy was really
‘an excellent one, the fact that we were facing
such a different market in the 21st ceniury
was reason enough to carefully evaluate our
Strategies in these markes.

Ranbaxy, too, had witnessed changes through the
19905, Dr. Singh became the new CEO in
1993 and formulated a new mission for the com-
pany: 1o become a research-based intemational
pharmaceutical company with $1 billion in sales
by 2003. This vision saw Ranbaxy developing
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Exhibit 7
Product Segment Information
Lilly and Ranbaxy 1996 and 2000

EliLillyin 1996 Eli Lill in 2000

5% 8%
%% 8%

Diabetes care: 13% -
Animal health 9% 6%
Gastroitestne (6l) % 3%
Otter pramaceutical 1% 1%
Endoinology - 2%
Contiovascular - 5%
Ooncalogy - 5%

Ranbaxy in 1996 Ranbaxy in 2000
Antiinfectves as% %%
Gl Trct 10% 9%
Nutitonals 8% 9%
NsAIDS % -
Central Nervous System 3% 3%
Cantiovasclar 1% 5%
Otters 2% 5%
Onthopaedics/Pain management - 9%
Dematological - %

new drugs through basic rescarch, camarking
20 per cent of the RED budet for such work. In
additon to s joint venture with Lilly, Ranbaxy
made three other manufachuring/marketing
investments in developed markets: a joint ven-
ture with Genpharm in Canada ($1.1 millon),
and the acquisitions of Ohm Labs in the United
States (5125 millon) and Rima Pharmaceuticals
(58 millon) n rland. With thes deal, Ranbaxy
had manufacturing faclties around the globe.
While China and Russia were expecte o remain
Key foreign markets, Ranbaxy was looking at the
United States and the United Kingdom as its core
international markets for the future. In 1999, Dr.
Singh handed over the reins of the company to
Brar, and later the same year, Ranbaxy lost ths
visionary leader due 1o an untimely death. Brar
continued Singh's vison 10 keep Ranbaxy in 2
Ieadership posiion. However,the vast network of |
international saes that Ranbaxy had developed
created a large fimancial burden, depressing the

company’s 2000 resuls, and was expected 1
significantly affect its cash flow in 2001 (sce
Exhibit 8). Vinay Kaul, vice-chaimman of Ran-
baxy in 2001 and chairman of the board of ELR
since 2000, noted:

We have come a long way from where we
started. Our role in the present JV s very
limited. We had a smooth relationship and
we have been of significant help to Lilly ©
establish a foothold in the market here in
India. Also, we have opened up a mumber of
‘opportunities for them to expand ther net-
work. However, we have also grown, and we
are a global company with presence in a
number of intemational markets, including
the United States. We had to really think if
this JV is central to our operations, given that
we have closed down the other two JV agree-
‘ments that we had with Lilly on the generics
‘manufacturing. It s common knowledge that
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Exhibit 8
Ranbaxy Financils 1992 to 2000 (Rs millions)

1992-93  1994-95 199697 *1998 2000

Sales a7 ;1@ e 1749
Foreign sales tas 3019 oS24 4e4 g
Profitbefore tax 38 1304 18 120 1945
Profit afer tx 33 a4 e 10 1me
Equty dividend 6650 19980 37910 5010 86920
Eamings per hare (fs) 1621 25 R4 1346 1574
Net cument assets 137 579 93% 831 88
Share apitl 2780 B0S0  494® 115900 115900
Reserves and supls. 1028 6000 1105 12849 1608
Book value pex share (RS 5216 4908 2BM 12080 13660
No.of employees 455 43 613 549 57
Bchangerate (USS1=R9 2900 3140 3% 4260 4680

The nancel yea far Ranbary changed fom Aprl 1 o March 31 to rlencr year i 1998 Ao e
mpony isued a 12 bonus isue (see the chonges i sire @pial and book value pe sre. The
1958 figures ae based n nine months Apr to December 1998

‘Sourc: Company fies.

whether we continue as a JV or not, we have
created a substantial value for Lilly.

There were akio significant changes in the
Indian business environment. India signed the
General Agreement on Tarffs and Trade (GATT)
in April 1994 and became a World Trade Organ-
zation (WTO) member in 1995, As per the WTO,
from the year 2005, India would grant product
patent recogaition to all new chemical entities
(NCES) (. bulk drugs developed from then
omward). Also, the Indian government had made
the decision o allow 100 per cent foreign direct
investment into the drugs and phamaceuical
industry in 2001 The Indian phamaceuical
market had grown at an average of 15 per cent
through the 19905, but the trends indicated a
slowdown in growth, parly due to intense price
comperition,  shift toward chronic therapies

* Inorer o egultethe parsll activiis of a orign
company, which had an ongolng fin venture n India,
e gulatons stpulaied that the Foign parmer must
et aNo objcton leer rom s Infian parer, before:
seting up 2 wholy owned subsidiay

and the entry of large players into the generic
market. India was seeing its own intemal con-
Solidation of major companies that were trying
to bring in synergies through economies of
scale. The industry would see more mergers
and alliances. And with India's ety info the
WTO and its agreement to begin patent protec-
tion in 2004-2005, competition on existing and
new products was expected o intensify. Gov-
emment guidelines were expected to include
rationalization of price controls and the encour-
agement of more research and development.
Recalled Gulad:

The change of institutional environment
brought a great promise for Lilly. India was
emerging into a market that had patent pro-
tection and with tremendous potential for
adding value in the clinical wials, an import-
ant component in the pharmaceutical indus-
try.In Ranbaxy, we had a partner with whom
we could work very well, and one which
greatly respected Lilly. However, there were
considerable signals from both sides that were
forcing us to evaluate the swategy.
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Dr. Vinod Matioo, medical director of ELR,
commented:

‘We have been able 1o achieve penetration in
key therapeutic areas of dizbetesand oncology.
‘We have created a high caliber, non-unionized
Sales force with world-class sales processes. We
have medical infiastructure and expertise to
run clinical trials to intematonal standards.
‘We have been able to rovide clinical rial data
 support global registrations, and an organ-
zation in place to maximize retums post-2005.

Evaluating Strategic Options
Considering these several developments, Tallr-

igo suggested a joint task force comprising senior
executives from both companies:

‘Soon afier assuming this rol, I visied India in
carly 2000, and had the pleasure of meeting
Dr. Brar and the senior executives. It was clear
 me that both Brar and | were in agreement
that we needed o think carcfully how we
approached the fuure. It was there that
I'suggested that we create a oint fask force
0 come up with some options that would help
s make a fnal decision.

A task force was set up with two senior execu-
tives from Lill's Asia-Pacific regional office
(based in Singapore) and two senior exccutives
from Ranbaxy. The task force did ot include
senior exccutives of the ELR 50 a5 to not distract
the running of the day-to-day operators. Suman
Das, the chief financial officer of ELR, was
assigned 1o support the task force with the
needed financial data. The task force developed
several scenarios and presnte diferent options
forthe board to consider.

“There were rumors within the indusry that
Ranbaxy expected to divest the JV and invest
the cash in its growing porfolo of generics
‘manufacturing business i intemational markets.
“There were also several other Indian companics
that offered to buy Ranbaxy's stake in the JV.
Wit India recogrizing patent protection in 2005,
several Indian pharmaceutical companies were
keen to align with multinatonals 10 ensure a

pipeline of drugs. Although there were no formal
offers from Ranbaxy, the company was expected
o price ts stakes as high as USS70 million. One
of the industry observers in India commente

Ithink it fairfor Ranbaxy to expect a reason-
able return foris invesment in the V, notonly
theinitialcapital, but also so much of it nfan-
gibles in the JV. Ranbaxy’s siock has grown
significantly. Given the critcal losses that Ran-
baxy has had i some oftsinvestments abroad,
the revenue from this sale may be  significant
boost for Ranbaxy’s cash flow this year.

Gerhard Mayr, who in 2001, was the executive
vice-president and was responsible for Lilly's
demand realization around the worl, continued
t0 emphasize the emerging markets in India, China
‘and Ezstem Europe. Maye commented on Ranbaxy:

India s an important market for us, and espe-
clally after patent protection in 2005. Ran-
baxy was a wonderful partner and our
relationship with them was oustanding. The
other two joint ventures we initated with
them in the generics did not make semse ©
s once we decided t0 get out of the generics
business. We see India as a good market for
Lill. If  parmer is what i takes to succeed,
we should go with a partner. If t does not, we
should have the flexibiliy o reconsider.

Tallarigo hoped that Brar would be able to pro-
vide a clar direction as to the venture's furure.
As he prepared for the meeting, he knew the
decision was not an easy one, although he felt
confident that the JV was in good shape. While
the new regulations allowed Lilly to operate i a
wholly-owned subsidiary in India, the parmer-
ship has been a very positive clement in s strat-
egy. Ranbaxy provided manufacuuring and
logistics support 1o the IV, and breaking up the
parnership would require a significant amount
of renegotiations. Alo, it was not clear what the
financial implications of such a move would be.
Although Ranbaxy seemed © favor a sell-out,
Tallarigo thought the price expectations might
be beyond what Lilly was ready to accept. This
‘meeting with Brar should provide carity on all
these issues.
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In August 2001, Dr. Lorenzo Tallarigo, president
of Intercontinental Operations, Eli Lilly and Com-
pany (Lilly), a leading pharmaceutical firm based
in the United States, was getting ready for a
meeting in New York with D. . Brar, chairman
and chief executive officer (CEO) of Ranbaxy
Laboratories Limited (Ranbaxy), India. Lilly and
Ranbaxy had started a joint venture (JV) in India,
i Lilly-Ranbaxy Private Limited (ELR), that was
incorporated in March 1993, The JV had steadily
grown to a full-fledged organization employing

more than 500 people in 2001. However, in
recent months Lilly was re-evaluating the direc-
tions for the JV, with Ranbaxy signaling an
intention to sell its stake. Tallarigo was scheduled
to meet with Brar to decide on the next steps.

The Global Pharmaceutical Industry in
the 1990s

The pharmaceutical industry had come about
through both forward integration from the
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Exhibit 1
World Pharmaceutical Suppliers 1992 and 2001 (USS millions)
1992 2001
Company Origin__ Sales*  Company Origin__Sales*"
Gl us 8N4 Plaer usA 2500
Merck K 8214 GlxosmithKlne uK 2,80
BristoMyers Squbb S 6313 MedaCo usa 2350
Hoechst GER 60 Astaleneca UK 16,480
CibaGeigy SWI 512 BistokMyers Squbb  USA 15,600
SmithKine Beecham  US 5100 Avents A 15,350
Roche SWI 4897 hmson&lohmon  USA 14900
Sandez SWI agm6  Novats Wi 14500
Bayer GER 4670 Phamecia Cop usA 11,970
American Home us 4589 usA 11,580
Plizer us 458 Wyeth usa 710
i Ll us 4587 Roche Wi 8530
Johson & Johnson U 430 Schering-Pough usA 8360
Rhone Poulenc Rorer U 409 Abott lborstores  USA 8170
Abbott us 45 Tkeda 1P 7770
Smofi-sythélabo  FRA 5700
Baehringer Ingeheim  GER 5600
Bayer GER 5040
Schering AG GER 3900
Ao Nobel NTH 3550

* Market Shore Reporter, 1993,
** Pharmaceutial Excative, May 2002.

‘manufacture of organic chemicals and a back-
ward integration from druggist-supply houses.
The industry's rapid growth was aided by
increasing worldwide incomes and a universal
demand for better health care; however, most of
the world market for phamaceuticals was con-
centrated in North America, Ewope and Japan.
‘Typically, the largest four fims claimed 20 per
cent of sales, the top 20 firms claimed 50 (0 60
per cent, and the 50 largest companies accounted
for 6510 75 per cent of sales (see Exhibit 1. Drug
discovery was an expernsive process, with eading
firms spending more than 20 per cent of their
Sales on rescarch and development (RED).
Developing a drug, from discovery to launch in
2 major market, took 1010 12 years and typically
cost USS$500 million to USS800 million (in 1992).
Bulk production of active ingredients was the

norm, along with the abilty to decentralize
‘manufacturing and packaging to adapt (o par-
tcular market. needs. Marketing was usually
equally targeted to physicians and the paying
customers. Incrasingly, government agencies,
such @ Medicare, and health management
onganizations (HMOs) in the United Siates, were
gaining influence in the buying processes. In
mostcountries, all activites related o drug
rescarch and manufacturing were sricly con-
trolled by government agencie, such as the Food
and Drug Administraion (FDA) in the United
States, the Committee on Proprieary Medicinal
Products (CPMP) in Europe, and the Minisiry of
Health and Welfare (MHW) in Japan.

Patents were the essential means by which a
firm protected. its proprieary knowledge. The
safety provided by the patents allowe firms o
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price their products appropriately in order fo
accumulate funds for future rescarch. The basic
reason fo patent a new drug was (o guaranice the
exclusive legal right to proft from itsinnovation
for a certain mumber of years, typically 20 years
fora product patent There was usualy a time lag
of about cight to 10 years from the time the
patent was obained and the time of regulatory
approval to frst launch in the United States or
Europe. Time lags for emerging markets and in
Japan were longer. The “product patent” covererl
the chemical substance itsel, while a “process
patent” covered the method of processing o
manufacture. Both patents guaranieed the
inventor a 20-year monopoly on the innovation,
but the process patent offered much less protec-
o, since it was fairly easy to motify a chemical
process It was also very diffcult to legally prove
that a process patent had been created to manu-
facture a product identical o that of a compet-
for. Most couniries relied solely on process
patents until the mid-1950s, although many
countries had since recognized the product patent
in law. While companies used the global market
to amortize the huge investments required to
produce a new drug, they were hesiant {0 invest
in_ countries where the  intellectual property
regime was weak.

‘As health care costs soared in the 1990s, the
pharmaceutical industry in developed couniries
began coming under increased  sutiny.
Although patent  protection was stong in
developed countries, there were various types of
price conirols. Prices for the same drugs varied
between the United States and Canada by  factor
of 1.210 2.5." Parallel trade or rade by independ-
ent firms taking advantage of such differentils
represented a serious threat fo phamaceutical
supplirs, especially in Europe. Also, he rise of

* Etimates of industry sverage wholesie pric Ieves in
Europe (with Sparish levels ndexed at 100 n 1989)

Perspective,” Sraegic Management Journal, 1995,
Vol i6p. 125

generics, unbranded drugs of comparable effi-
cacy in treating the disease but available at 2
fraction of the cost of the branded drugs, were
challenging the pricing power of the pharma-
ceutical companies. Manufacturers of generic
drugs had no expense for drug research and
development of new compounds and only had
limited budgets for popularizing the compound
with the medical community. The generic com-
panies made their money by copying what other
phammaceutical companiesdiscovered, developed
and created a market for. Health management
organizations (HMOS) were growing and consoli-
dating their drug purchases In the United States,
the administration under President Clinton,
which o0k office in 1992, investigated the pos-
sibility of a comprehensive health plan, which,
among other things, would have allowed an
increased use of generics and laid down some
form of regulatory pressure on pharmaceutical
profts.

The Indian Pharmaceutical Industry in
the 19905

Developing countries, such as India, although
large by population, were characterized by low
per capita gross domestic product (GDP). Typic-
ally, healtheare expenditures accounted for a
very small share of GDP, and. health insurance
was not commonly available. The 1990 figures
for per capita annual expendinure on drugs in
India were estimated at USS3, compared 10 US
5412 in Japan, US$222 in Germany and US$191
in the United Kingdom.” Governments and large
corporations extended health coverage, including
prescription drug coverage, o their workers.

In the years before and following India's inde-
pendence in 1947, the country had no indigenous
capability to produce pharmaceuticals, and was
dependent on imports. The Patent and Designs
Act of 1911, an extension of the Briish colonial
rule, enforced adherence to the intermational
patent law, and gave rise to a number of

* Onganzaton of Pharmaceutical Producers o Inda
Report.
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multinational fims’ subsidiaries in India, that
wanted 1o import drugs from thelr respective
countries of origin. Post-independence, the first
‘public sector drug company, Hindustan Antibiot-
ics Limited (HAL), was established in 1954 with
the help of the World Health Organization, and
Indian Drugs and Pharmaceutical Limited (IDPL)
was established in 1961 with the help of the then
Soviet Union.

The 19705 saw several changes that would
dramatically change the intellecrual property
regime and give rise to the emergence of local
mamufacturing companies. Two such key
changes were the pasage of the Patents Act
1970 (effective April 1972) and the Drug Price
Control Order (DPCO). The Patents Act, in essence
abolished the product patens for all pharmaceu-
ical and agricultural products, and permitted pro-
cess patents for five to seven years. The DPCO
instituted price controls, by which a government
body stipulated prices for all drugs. Subse-
quently, this list was revised in 1987 to 142 drugs
(which accounted for 72 per cent of the tumover
of the industry). Indian drug prices were esti-
‘mated to be five per cent to 20 per cent of the
U.S. prices and among the lowest in the world”
‘The DPCO also limited profits pharmaceutical
companies could eam to approximately six per
cent of sales twmover. Also, the post-
‘manufacturing expenses were limited t0 100 per
cent of the production costs. At the World Health
Assembly in 1982, Indira Gandhi, then Prime
Minister of India, apily captured the national
Sentiment on the issue in an ofien-quoted
statement:

‘The idea of a better-ordered world is one in
which medical discoveries will be free of
patents and there will be no profiteering from
life and death.

With the institution of both the DPCO and the
1670 Patent Act, drugs became available more

> Acconding 102 sty rom Yle Universiy, Ranidine
(300 abs10 pack] was priced at 1653, whereas he
S price was 7 times more, and Cprflozaci (500
mg]4 pack] was at Rs26.40 n India, whereas the US.
price was about 15 imes mor.

cheaply, and local fims were encouraged o
make copies of drugs by developing their own
processes, leading © bulk drug production. The
profiability was sharply reduced for multi-
‘national companies, many of which began opting
ot of the Indian market due to the disadvantages
they faced from the local competition. Market
share of multinational companies dropped from
80 per cent in 1970 0 35 per cent in the mid-
1990s as those companies exited the market due
t0 the lack of patent protection in India.

In November 1984, there were changes in the
‘govemment leadership following Gandhi's asas-
sination. The dawn of the 1990s saw India init-
ating economic reform  and  embracing
‘lobalization. Under the leadership of Dr. Man-
‘mohan Singh, then finance minister, the govern-
‘ment began the process of liberalization and
‘moving the economy away from import substiu-
tion 10 an export-driven economy. Foreign direct
investment was encouraged by Increasing the
‘maximum limit of foreign ownership © 51 per
cent (from 40 per cent) in the drugs and pharma-
ceutical industry (see Exhibit 2). It was in this
environment that Eli Lilly was considering get-
ting involved.

EliLilly and Company

‘Colonel El Lilly founded Eii Lily and Company
in 1876, The company would become one of the
lrgest phamaceutical companies in the United
States from the carly 19405 undl 1985, but it
began with just $1.400 and four employees,
including Lilys 14-year-old son. This was
accomplished with a company _philosophy
grounded in 2 commitment 1o scientific and
‘managerial excellence. Over the years, El Lily
discovered, developed, manufactured and sold a
broad line of human health and agricultural
products. Research and development was crucal
0 Lill's long-term success.

Before 1950, most QUS (s company term for
“Ouside the United. Sttes”) activities were
export focused. Beginning in the 19505, Lilly
undertook systematic expansion of its OUS
actvite, settng up several affilaes overseas.
In the mid-1980s, under the leadership of then




