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1 The markets had oot been kind o Teva Pharmaceurical during the first Fat ol 20000, Thie
slock had plunped neurly 30% from Janoary 110 Jupe M), crasing billions of dellars Trom
the compuny s markel capitalizalion. Fyen good nows. such as reports in Juby of Tovals
wildly successful introduston of gencric Zocor  the largest bluckbuster drug ever 1o g0
aff-patent— had (wld 16 boost the stack significantly. Since nearly svery retirement lund
smcd umal fund in Lsczel invested in Teva. this drop had been folt throughoat the populatkan.
in effect amoualing to every Lsraeh family fosing NIS 3000, o1 3673 :

2 =ava wos more than the worlds leadipg aroducer af peneric phatmaccutivals (see
Fxhibit 1 fur Tinaneials) 1t cepresenled the 2old stundard of busingss in lsmel. As ehe
country’s larmest public company and {irsl troe maltinational. it had avided the irudi-
tiogal comgzlomenise mudel of carly Tsraeli enterprises, chnosing instead o highly focused
appreach embraced by later penerations of successfuk Taraeli firms. With rovenues rronving
fram 9§ million in 1985 to an estimated S8.5 Diilion in 2006, the company had brod &
few elass of professional managers and seicolists i the country. 10had served as a bricdge
from Isracli science to the market and had been an important source of Lalent and capita:
(i the growing biotechnolezy secton 1t had also helped W eatalyze the countryes dormsstic
capital markets by beine one ol the early companies o list on the Tel Aviv Stock Exchange
in 9aR.:

3 I 20035, Teva s $7.4 bullsem acquisition ol [vax catapulted the company to the top pusilion
among elobal penerics in what one reporter dubbed “Genurius® answer to Big Pharma™
1 ess than one vour kaler, Teva filled 2004 mor; prescriptions than Plicer. the workds langest
plearmaceuiical company, Tt had a portfulio and pipeline twice the size of jts next closesl

S, Prodeasers Taren Bhanma amu Knsbo Palepo and Chactoral Studeat © ki Madras prepared dis
case, (TS vasss o devleped anlely o o basis for clie diseussion, Cases are nod mbendsd D foes 3
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Copraripht =7 2000, 2007 2010 President il Fu
e orprnchuee e i

o b Al weww

e o Hamvard Onlerrs, T erdur 209185 G0 rzgacst eTinsswn
. eall [-ROG-343-TaR 5 write 7 larused Husioess School Pablishine, Bostoz, WA DRTRS, o
iz ardad o, o pant o f this publicauen migy be roprsduonl, suveed ie a reczieva; sysoem,

ased i A Apcsadslest, of mmsmatted 0 any femn o by ane means electrome, mechanicel pkorepring,
recosling, o ntherwise  withnut the pennissen of [luracd Buginsss Sehond

UL mus iogrlaal gy advasate Far ke establishmen of Jaacl,

767



768

Amearican Public Universicy Systams ez, 2

EXHIBIT 1A Tova Pharmacentical Inddusteics Encome Statement (15D

Tever Phurieyrenl bicwimes, id 2.2

2002

2001 2003 2004 2005
Reven.e .?,I:I??.ri 25186 23764 4,739 0 53,2500
Criher Ravenug — — — o
Tetal Revenue 20774 2,51.3.6 3,276.4 4,799.0 . 5.250.0
Lost OF Gaods Sold 1,230 1.423.2 1,757.5 2.546.0 277080
Gross Profit 8473 10054 15188 22530 24800
Seling General & Admm M. 3E8.% LAV 5205 Q9. o 3o
5& D Ex. 10#32 185.0 2135 3380 26%.0
Dopreciat:on & Amort. Ly A= — -
Cther Operating Expensa/(lncome} — - — — —
OCther Operating Exp., Total A465.3 571.4 7341 1,0.3..4.0 1,153:!.:!. -
Operating income 382.0 5240 734.8 1.219.0 131240
interast Exparse 455 54 5] {45 (420 (38
Interest and lnuest. lncama 207 iT.a 24.4 270 5.0
Net Interest Exp. 2632 (36.7) (20.8) (15.0) 110
Incomefioss from Afliates 0.8 2.7 15 (1.0 2
Currerity Exchange Gains il nss) {540 (22.8) [ [14.0} 10.0
ather Mon Dperating loc, (Exp.) &,00 354 A ha.0 (253
EBT Excl. Unusual Htems 3552 eo72 7812 12200 13100
Restructurirg Charges {157 — 1§73 —
Merger & Related Restruct Crargas - — — (140 —
Iripairmnent of Goodw: — — — -
Gain (Luss) On Sale OF neost, 1.6 i0.5) — — —
In Process B & O Fro, — — 587 —
Legal Settlorients — 10040 130,00 —
Other Ueozuzl tams — = — =
EBT incl. Unusual ltems 341.1 496.7 > 873.9 .603.0 1,310.0
INCame Tax Expensze R 218 1815 26¥0 FE0.0
hnasity kst in Tarnings 0.7 {1.6) {74 . 2l
Earnings from Cant. Ops. 2}'3..2 410.3 . 691.0 3320 10720
Earnings of Disconzinued Ops, — — — —
Extracrd Hem & Acco.nt. — — —
Change o
278.2 410.3 5#1.0 332.0 1,072.0

Het income
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EXHIBIT 18 Tevn Pharmaceutical Industries Balance Sheet (USL)

2001 2002 2003 2004 2005
ASSETS
iash &nd Equivalants 752 B0G G 1,057.3 TEA 1,270
Sncrt Term Investments 2112 235.7 327 2068 QHSD_
Totat Cash & ST Investments 7901 1.0456 13794 10408 2210
Arcots Receivanly Sa1.2 BE5.2 1.021.8 T ATE G 1,760
Cithar Receivabies 1664 2185 IN0E ang4 —
Total Receivables 31?.6.1 ..... 10747 1.332.4 1.874.3 1.7e9.0
nentany 5702 /811 10046 1,286.3 1,134.0
Prepaid Exp. — — 3160
Defariec 13x Assets, Curr — — — an n
Dtrer Currant Assets : = —= =
Total Current Assets 2,177.9 2,901.4 72,7164 2,201.5 5,505.0
Gross Froperty, Plars & Equipment 1,022.3 T, EBE.3 LIE1F] 1,950 9 21490
Accumelated Dapreczton LAED. 2 2329 1E08 .9} ITE4.5) fRTTO
Net Property, Plant & Equipment 5421 633.4 752.0 1.186.4 1,272.0
Long term Investrnents 1411.9 27rE A%6.7 B06.5 2784
ol 4661 &3 5475 25724 248210
Crhar Intangibles 3.0 158.4 2691 £55.2 &350
Defarpgd Tax Aszess, LT — — — “ b0
Deferrec Changes, 1T 17 IFR: 104 215 —
Otier Long-Term Asscis 2.1 78.2 [RE:X: 148.3 14540
Total Assats 34602 45268 59159 9.6320  10,387.0
LIAEBILITIES
Accounts Favahle 3194 AQ4 3 5331 7411 BEGG
Arcied Frp. 4.6 537 265 208 LE7.0
Short-term Borrowings A28 17E 291.7 39010 1.0
Curr. Tors of LT Debt 3.7 SE5.5 3525 170 4 10
Curr incnma Taxes Payable 244 410 1798 190 % 2050
Othes Cuvent Lizbiities 137.2 1725 2513 35909 7330
Total Curcent Lisbilities 738.1 15242 16949 272039 2.260.0
Long-Term Deabt 1.246.9 1,161.4 B:h4 1,778 41 11,7734
Minority Intetest 2.2 44 6.7 1mna R
Pension K Other Pusl-Aetire. Barelits 10,4 t3.8 137 16.9 1)
Do, Tax Liakilny Mon-Curr, 300 £3 7 346 173 239.0
Oiher Moen-Currenl Lizbilities 42.9 a9 .4 a2 07 4.0

Total Liabilities 2,079.5 2.797.4 2 626.5 42431 43450
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EXHIBIT 18 (et ey
L 2001 2002 2003 2004 2005
Cammon Stack 310 330 TR 421 430
Additonal fad In Cagital 480G 4815 1543 3,035.0 3,250.0
Retaine:d Farnings Fr04 1,345 .7 1,960 .3 21714 3.081 0
Treasury Stack, — — - — (S50
Carmprehensive Ing, and Otker £101.3) 317 1355 140 4 1450
Total Comiman Equity 1.380.7 1,829.4  3.2894 5,388.9 6,042.0
Total Equity 1.330.7 18254 3.280.4 %3889 b,042.0
Total Liabiiities And Equity 2.460.2 36268 5.515.9 9.632.0 10, 387.0

sowice: Capite [0, Athps canswe supali g e i, tap, acresszd Febroary 18, 2010,

compeliton? With a 20%, share of the 15, Zenerics marker by revene and qumber of [
serptions, it was by far the latgest plaver in the world's largest market, Also, with the [vax
acquisirion, Teva had zaimed the Browdost geopraphic teach in the industry, One of the tp
Players i Western Europe, it adso had a significant eperations io the fust-prowing roarkers
of Lastern Europe sod Luin America, aod had 4 prasence in over S0 counires globally.

While Teva may have been Generies” answer 3 Big Pharma, Rig Pharma was Timally
arswering back, Novartis, one of the world's lnrgest pharmaceuticals companics md the
only vne with a consistently strong presence jgo venerics aver the last bao decades, had spent
£10 billivn on generics acquisilions since 2007 Novartis's generics unil, Sande:. was now
the seeond-lapgest senerics cumpany inthe world, Other innovarive phannacenticn] firs
were agprescively Nghting patent challenges hrouph the legal Process, throezh alliances
with generics cotmpanics, and by MEvIng 1o revive their own menerics armes,

Lowe-cost firms (tom India, Easiern Lurope, and clsewhere were also upring their gume,
etnulating stratesses that Teva itself pinngered ovur the last decage Partly as a punscquence,
the priving of generics in the US, market—the core of Teva’s business for 20 veurs— had
deelined between 13% and 30% aver the past thres years® lowever, 1he 118, and worl dwide
rarkets continued o erow as Aging populations and rising healtheare costs creaisd pressan:
lor loweer eost abternatives ty expoosive drugs,

In these indusiry condittons, could the COMPUnY TAINtain its annual growth rawe of 3% o
thie [ast Five vears_and, i f so, how Tovg could keop it focus on the T8, renerics market., with
tafor Mockbuseers set o lose their parent protecieon over the mediom termm, and luke advun-
fate of the 2lut ol small firms 1o wrow s shape during the inevituble consulidativn. Alterna .
wvely, the company eoukd foeus un the global aenvres marker, ¢ither an the larp: poterjal
tnarkes thar were slowly opening up t fenerics, such as Geomany, France and Japun. or on
the newer markets, such as Latin America or Asiy. Teva coubd alsu continue te move up the
vadue chain fran low -cost senerics into more spectalizid geaenics such us drogs with corn plex
delivery syslems or “biosimilar™ versions of lirge-mulevule deigs. Most ageressively, Teva
could finally become serivws akow capanding into specialized mnovative dengs, becoming
one of the ¥ow pharmacenticals companics 1o perfonn hoth functions m-honse. While dhe
stratepy carried the company further [rom its core business, Teva bad 4 long history of strong

=1

feg o local research lakent, and had already succassfully Taunched one block buster i -

" A Bleckbusbes drup” 15 dr fined o have nnal saoes of 5] Sillian or e,
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In the meantizne, Teva also needed 10 poard agamst the inauvative firms annd Sorar- sl
plavers ta make suee that as e incumbent, it did ol allow cregping complaceney
becoms Fatal The industry had changed sigmificanchy over the past five ¥ears: anid the mar-
kel Londer noeded 1o change wilh i

THE GENERIC PHARMACEUTICALS INDUSTRY

10

bR

12

Innovative Pharmaceuticals®

0 2006, e wortdwide pharmaccutical indusery totaled approcimately S0l bitlion,”
Glohally, the six hundred publicly traded pharmacentical and bivtechuology compames
bad a2 combineed makee capitabizason of ever $1.5 million® The industry had greem at
approwimately 12% oot the List five vears. with typical returns o oquity of 20%, amoogs
the highest of gy indusiy. Industry profitability depended oo vigorous palenl protestion,
pertivularky 1 e larcest marksts, Withim the Lnited States. the Fierenl and Tradomark
Office pramted official protection for 17 o 20 years ta new chemical entities, However,
becawse Lo patent clock began prior o FOA approvat, s pr utection translalgd inte
Li-12 vears of ctfective patent 1ife, as measursd from the introduction ool the drug into the
narke o expitation. During this peried, gross marging on paleneed drugs typoally ranged
from 83% 10 934 °

Pharmaveutica) fins were valued based on their pipeline ol new drugs in pro-approval
stages. as wikl us the projocted lifesspan of drugs currently on the markst, In 2005 and
2006, drugs tolaliog $17 bitlion and 5213 bitlion of annual sales bad Tost patent profee-
tion. Some itdustry partipants were pessimistic about the (ulure ef the traditicnal (non-
hinterh) pharmacenticals lirms. They ¢ited chat more than 70 drugs were sof (o lose patent
protection by 20040, including 19 blockbuster drugs, with fow products o the ppeline to
replace them. * As 2 conseguence, aonnal indhetry growlh was predicted to slow 10 3% to
A% amnually,

Pharmageutival reszarch was inherently a highe nul\ welivily (ing ot of overy 3.000-
|00 compounds tosted bessmme an approved drge.” sod half of doug development costs
were cxpended o drugs which never reached the murket, Qewn in cvery 10 marketed
deps did o produce revenues excecding thewr RETY cosls ¥ Drug development was a
lengshy process, involving vompound discovery. preclinical pials, three phases of elinical
trizls, und suvernment appecval. By the 2000%, ibe typreal drug development duration from
sereening to approval was 1015 wers and cost 5800 millien, versuz SEH millon and
5320 million in the L9708 and 19802 (in real terms). Research and development gosts
typisally aceounicd for 14% of these firms revenoes, or berween 330 and 330 billion per
year for laree companics. ™

e the drug was approved, 1 was oarketed using the pharmaccudeal s’ consider
ahle sules lovegs, Sules and marketing cests vared by therapeutic colepory and poteotial
markel size of the drug, but on agzregate rangsd from 30 35% of finn revenuss, These
corsts Tneluded 2ol “doag detailing in which trainsd represencatives visited hosplels and
targeied prescribing physicams, and direct-to-consumer advertizing, which had been lihwr-
alivid in the Uniled Stailes n 1997,

Generic Pharmaceuticals

Crengric pharmaccoticals Tefer W “biveguivalenl™ versions of their innevalive counterparts,
Most offen in tablet and capsule [omm but alse available in synnpes, inhalers, and etber
delivery devives, generics in ellest duplicated the astive compoands developed by thy
original drag maker. These drugs wore subject to the same regulatory standards and could
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EXHIBIT 2 innovative and Cemiries Cost Stewctope Comprarison (2005)

. Teva Barr 3andor  Mylan  Pizer Merck . Nova_l‘ti:;;' %a nuﬁ-A_\mE
Net sales 157 5.3 T 47 %E o Er 233 372 iss
Mat salas 05 10G%s 160 %, 100%  109% 100% 0% 1007
Ciross oot A7 % T 319 209 B3 78% 725 A%
REL oxpensas ] H2 % B2 = 14% 14% 15% 11%
SGEEA 13% 09 h% 141%, 33% 6% F5% Farl
Cp incorne £5% 32% 12% £5%  23% Jt% 19% 0%
Return on equaty 192¢ A% Ma 105 12% 2555 19% a9

Fource: Rank of Amencn Seunites. Conpamy 20F and 10g ilieps.

Izchehing Sandue

kil vatue of equily. riced mid Ty

13

14

13

1&

aoly b roan Psctured and sold of the original drigs wore not protecte, by patents. From a
medical perspective, (hese drugs were largeby identical w the versions of innewvartive firms
and ather generics producers.

Ciznerics were typically priced stenificantly lower than thojr ofiginal versions beeause
the drug makers did not need w recoup the mussive costs of the initiof rosearch and
developrment associanad with drun discovery nor suppart the massive sules aud marketing
Costs associaned with intraducing a new drugz. Sce Exhibit 2 for o comparison uf the cost
Alruehieys betwsen innovative firms wnd Fencres fimms, While the innovative and deTer-
ics indusirivs had both, grewn worldwide a1 araund 2% oo 10% annualle since 2000 [soe
Fxhibit 3}, sencrics srowth was expected to specd up to as much as 168% in LT Creas-
kets. Damel Vasella, e CFO of Novartis, predicied thal sates of generics would double t
160 bullion worldwide by 2016 from the $52 billion in 2063 1

Generic Markets

Linited States  The Uinited Stales. B lar the world’s latgest ponerics markel, was the st
Mor coustry to embrace unbrandend Benerivs with the eractment of te Hateh-Yasman
Actin 1984, As a result of the act, SuRETECS penctration in the U5 inercased from 3% of
the Jotal number ol preseriptions in 1943 1o more than 30% e 2006 walh prices close 1o
1% ol the innovative products on a per-dose basis.1®

The acd contuined two importunt provisions. First iv introduced the Abbreviated Mew
Drug Application {ANDA) process which allowed generic drugs 1o shoocur the Lengiby
drug approval processes required b the Fooed and Drug Administration, Seeond. through
its “Faragraph V' provision, it allowed SENCTICS COmpanics L challenge innovative drigs
g befor: patent expiration. Crucially, it establhished 2 Veletay exclusivity period for the
Fiesr company to submit an ANTIA under Paragraph IV challenpe, provading brcentives [or
2ENSrCs campetioon, This axchusivity period 5ot up a highly coweted duopedy for the firs
Stx months aller the meraduction of 3 genene drug. Paragraph IV had resulted in a vicious
encalation in 1he logal battles between innovative cornpanies und their seneres counter-
parts, particulacly with blockbuster druys cotomanding multi-biflion dellar markets.

Dhuring the wxclusivity pereod, during which a veneric drug fuced competitio: only from
ws patented counlempart, the neocric could be expucted to captior: ap to 73% of the market
by volume of prescAprions with discounts of 20, 1o AiF% off the urizinal drus prece. © Gross
miarging dusing this pedod wene Urpically near 70% to W%, alose Lo the innovalors CVATRiLTs



7732

ficn, L3tk tditian

nestic & Glocal Compo:

Strategic Manayement: Planning tor Do

Fallb PiOpn J0 153y

a4 uedar
LT adoing
s §21E15 PN

SPAN MDY JO SE|ES __c. 1451

M5 B0l LN

L eIy sy eI
Eug uecler
Far adoug
& 05 TN A

Frp R MR T o

[T [T ] AT T,

50 B
AT DG

4B )

nog'a

057

07’3 Gocs 09's 0ZR'y BlIDA 39 153y
Bt g GoE'g QKRG on3'e 0se's an1's sEy ey
501 L'FL CoLEL 0099l ooEe 00L's aolty 05£'d adoung wisoag
a7l £l ODT'RL 00LR'Ol Doa'sl ohaEl ODETEL GRELTLY S21P1 DRUT
a4l 2B ane'th  GOVEE Q0G'SE QOIIE 0SLEZ GRLYE FRIAEOA
W sinnd (%) H9> | EGDZ | Z00T | L00Z 0007 B66L 865 (Wil '§)sanudssy
paleldls] 188

RISt s242uUR0
L= Bal bH. £l 95l L'E: £ PI0an J0 130y
Z'a et I EE Lok %L £57 B3R LT
i6 R iE it £F 5E of EIRL|
7TEd L EE 86z E3 TET =or) EEl LY B BISY 1593
L'E Eig £59 BED 919 £55 GG uedey

zda.ng
il TELT £ Fe ] &/ 3 [RIUSD PuE LrdByie]
L'f AN w7l gi6 £l £58 FEL agosy

el frdE ke eH.T Ldal L LAL 751 ERIALLY YLy
6 a5 ELLS FOLF ELEY L 9GEE reE BRLARELIOAY
(W ¥D2 5007  v00Z  EOOZ  ZoDZ  L0dZ  000T {ugs) sanusasy

senusAsyY ANSNpU] 5|E3INSME LML

{£007) 32511 BULELA 4O BIEYS uoihay

1AL IR ANUB I SAISTRUL SEEAETAIERIATA] ]

£ L19IHX3

=
=

o]



774

American Puylslic University Systerns - Yol 2

17

18

19

20

n

et Plamsacouticn Tndieoics, el 21-8

of M4 10 939, Adfier the 180-day peried expired and other ECRSTICH COmPEtlion vatered
the market, the pricing of 1he Leib-day gencric drug devreased signilicantly, alibugh
shmpany eften maintiined a higher marker shave than the new generc entrants, na bypi.
<al seenuria, the pricing would decling i 0% off the inmovative price, while i niarkee
shate of the t80-diy helder wauld decrease from 70% w FE%, 0 30% 1o 0%, with the
corrsponding sharp declinge in marging. These nurnbers differed across prosdieces and with
the number of comperitars etiering the ket

Europe The market for senerics in the rest of the world vared greaty across countries,
The Lurapean U nion was slowely ovoving wewards inteengl barmonication, althaeh 11w,
shill far from achicvime thal aim. The Linited Kingilom and the Metherlands, the most come
petitivie markets in the repion, resembled the L5, in their market steuctures, Phagmacisis
wera e to substitute penede dr wes furinnovativie versions at thear diseration unless ox pli.
iy overnitled by The phvsician, and noces were lamely market driven. As a resull seneric
penctmalion was also high—a4% of m1a] Presenptions in the thve countrics in 2004 as
governmentts, the public, physicians, and rharmacists generally decepted menedcs substing-
fionn." The Tited Kingdom had 2 $2.9 hillion guncrics markets that was expocted 1o prow
tw 35.6 billign by 2008, #

Crertnany and France, like most other contrics in the rezwn, werg Cpivaicin-dloven™
or “Breanded generics™ markets i1 which pharmacises could net substitute gencrivs at Ui
discretion. Generics vompanics UpCTating in these markets branded and murkered their
drugs dircetly to physicians in the same MANNee a5 inoevative companics amd as 3 TzEuh,
incurred che costs of supparting moch lareer sales forces and matketing activilics than
in pharmacest-driven markets. Prices foc both innovative and generic drugs tended to be
goveroment reguelaed in these markets: therefore, discounts assuciated with genere driaps
2envrally were much lower than in lberaized markets, Whilt these markets hyd fower
Paneiration rtes than pharmacist-griven markets—12% i France and 41%, in Gormaiy
by volume in 2014 —ihwey were still some of the largest markets plubally Both in size and
Potential. Germany had 2 §5.3 bellion frenerics market in 20004 iat was expecied o ncrease
ta 5%.7 hillion by 2008 The 1.2 billion geneocs market in France was projected to ETow
cven [aster during the same period to reach $3.3 billion by 2008

Rest of world Japan, the world's third-largest phiarmaceuticats marke:, was alsg heave
Uy regulated and had 5 Eenzrics penetration of approximately 10%.% Japag and other Eas
Astan markets had varios siruenaral burncrs 1o gencrics sithatilution, inciudsng a peccep-
tion by paticnls and many plivsiciany that generics were of mlorior guality, Physicians alzo
buth prescribed and despensed drugs, generaling 2 poclion of their income from phatra-
vinticals. Given this dual role, they had Titde incentive tn substiqute the lewer-priced gener-
ies. Orver tinhe, however penctration in Tapan, like all tee lanee markets, was ekpected to
inerease us its population aged and health care coscs 5L,

Developing markets, such as Lalin Amerca, Eastern Lurepe, Russia, India, and Ching
were beenming increasingly atteactive markats (or generics a8 sovenuments moved o -
vide higher-guality care and middle classes cmergad-- though with hudpet consiumes that
fed o sreonp preference for less vostly generic drogs. Vur cxampic. in Poland, Lrthuamia.
el Hungary, nencrics penctration by volume en 2004 was §7%, 730 and 0%, rospee-
wvely. ™ Many of these markets were Fhwarcian driven, requiring all the crresponding siles
and markeling activilies, and wery hewaly government regulated,

Industry Players

Starting i the mid-1990s, the highly frammented generics industry begay 1o coosolidate
slorwchy and then a decude later, it expericoced 1w COpULitive seismic shifts: e entrance of
new types of competilors and the introductiog ol ageressive tativs by the innovative fioms,
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[ow-cost playees bewan o cmerge from newly comgelite markets such as frgi (Ranbuay.
Dr. Raddy's Labwratories, Orchid, arsong others}, Castern Europe { P, Acaes. and Gedeon
Richter), and Feeland g Actinvas), Indian fiem Ranbaxy was one leader o thiz generagion, The
[mabian mockt higl tong been heaviby proteoied and the povernment bad de facio allowsed
losad firms 1o eircumyen) inlernational puent laws to manofacture drugs domesticaliy, a
practice which ended in 2003 with India’s commimments as 2 Al member of the Works Trude
Chrpanization. Wilh Flerce domestic competition and very low consumer abilily o pay. Indiu
hud among the lewest pharmaceulical prices in the woeld. For example, the country had ower
1040 Brands of seneric ciprofloxacin priced ot an 2verage of 63 conis for 14 tablcts of S00 wp
cach, compared to 331 for pencrc ciprofloacin in the LS. (Howuover, 2 laree componsnt
olthe price dillirences betwecn rengrics  the lndian and 105, markels could be artriluted
1o adkelitional costs which would heve w be boene by all participanls. such as obtaining fid-
cral approval and maintaining quality stapdards, as well 23 the pharmacy magkan. Ruanbusy
hael wsed its advanlages to compele abroad: by 2005, the company gemeratid A% of ils
$1.3 billion revennes outside Tndia, [n nud-2006. Ranhasy bad the seeoemd-laigese nencrics
pipciing in the 1.5 atter Teva™ and set itself rhe moal ol surpassing Teva alobally b 20127
Howwover, it was still signilicartly smaller on an absoluts scale, and revenue wus ingreasing
at a e ol 1 9% over the provious five yoars comparcd to Tevas 23%, See Exhibit 4 for
compelitor information.

Generse pharmaceutical companies also faced new competition [rom mnavative foms. Tn
05 Movaris asquired two penvrics companics, Huxal (Germany) and Lo (LLE], and
merged them inte its generics arm. Sandowx. placing it temporarily o the top position
in b penerics industry. More significant than the relative size ol the firn, this aeguisi-
tion marksd the first sorious effort by aninnovative company to compsets in generics
after a wave of Bailed weiermpts i the 19904 Phzer had alse roeently pickadd e activily
with its Greenstons uml and others had recenthy siponaled that Lhey were reassessing the
siEcTar,

According b one observer, Sandoz had locused on developing a top-three presence
in specilic markets, namecly Germany, much of the redl of Western Europe (wilh the
notable cxceptions of the United Kingdom, Lreland. and Ttaly), and the United States = This
apprach —which cmphasized the highly localized nature of priving and regolations was
sirmitar 1o thal followed hiscorically by Teva, In eonorast, Tvas, soether plubal pencrics
Uirm sinee acquired by Teva, had capanded ioto a broad number of markets, but often with
stoabler warket shares

Anolher tactic by inoovadive Firms affecled the profitability of generics. Inrovative
piants such o Mercle, Pfizer and LI LiEly mereasingly teleased Lhewr own “authorized
runerie’ version of their products during the 150-day excluavily period, often by licens-
ing production rights to 4 compeling generics company. As 2 resull, durng this LEQ-day
periad, mstead of Facing only a branded competitor, the fiest-filer also competed with the
amthoriasd peoerie ayer, wha bad the support of the bemded Grm. This pracics cof enso
the revenues of the firsc filer by an estimated 300% w 60%.7 While varving signiticantly
acToss producty, o nepresciiative genere drug which may beve held 73% markel sbare aoul
304 discount off the ariginal price without authorized zeneric competiden might have its
shure reduced 1o 30% and discounks rise 1o 60%. In 2004 and 2005, several ogl-prolile
antiruss cases couerecd from these practices invelving both Fova and Mylan as plaineeTs,
howsver, miven 1o sigos of dampened competition in the industry—n fact, the apposite
had pecurred o one expectad the practécs to be curtaild, Suee 2003, every major drug
wills revanues over 51 hillion going off patent had an awtborized genene introduced anto
the murker. As a resubt, eencrics companes could depend loss on 1a0-day exclosivitics
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EXHIBIT 4 Competitor Intor mation

Anntrgl, 2005 Teva Barr Sandoz? Mylzn Watson Ranbaxy Br. Reddys
Arrual Sales (3 mif E250.40 1,027 .40 4,654 0N 1,253.40 (A AR R ) 454,730
latimatod U5,

genercs revenuast 317000 ted thd tha thd 37300
peraling income f312.9 230 242 00 47 .49 A1am
Erplonens 14,500 F.900 13,297 3,000 1844 2.0¢0 SN
Meerket Cap (3 mil} 26,191,320 403 TG A A,626.50 3,247 60 32960 &322 700

Stretegic position
Tezal Ra market

share in .5 18.0%: & 0% 10.0% 11.0%, S.0% 2.0%
Mumber of LS Ry,

Huse 2008, "000) a9 a2 212 236 155 49
Rx growh im 1.5 1A 4.2 1509 8,30 7.6% 27.2%
MNumber of proguests

in the 115, EEL 75 - — 1340 125
MDA appravas 43 16 — 22
FDA spréiicetions

[pipedine) 201 kL — 41 35 59
Fara IV applizatians: g7 H| — m 1
Profitao
Gross Profiv hargn 45209 T3.30% — 49.60% 48 20% 93.1% L2.C0%w
Operating Praf't

rargin 25.00%, 35909 T.0% 4. 30% 14.704% A,00%: 440 %
Rettn on Enquity 18.80% 23.90% — 12.80% &, 0% 8205, B, T0%,
Feiurm an Agsefy 8, 20% TT.50% — QB 4 80%, & 304, 1.8905%
Qrenarti!
12-farth Raveriuo

fararath 9.40%, 4 90% - -1.7C% 0.7305%0 -3.10% 19.40%,
Td-darth Met

Income Growveth 222909 A 00% — —37.30% S700% —03.50% L0.A0%
36-Menth Revarye

(aroath 27.70% 9.50% — T.30% 10 40k TH.i0% EN=hL
IE-Monrh Met

Income Grgaeth 3?.?_6% 15.5[}‘}?:. — : —14.70% —?_.ED% —-22.9'}{: —£9.40%

Sovrees: Congany 1K, 208 | Tacwors, W 1Tzmbrecl.

LR Lkl

it cslmares

bt R T TR T

Capita B, soecssed Augug T8, 207, ncluding wravisitogs

Capital ], aversaed Awpast 38, 2607 Cngverled at Bistuzial wiehanoe rare (10 20520037 Kadd 974

Tae. Baetdy'= Lalwralones, Anrual Rozgearl JOU5-20406_ [lar is s of March 11, 2000

Fhrreed fonm Capital 1. aceessed Augas: 252007 120300005 2 lodng share srice) aml 1 Reddy™ Liberzooriz, 6K Foz e Quarter kaded
PrecemBe: 132005, peblished Septernber 51, 3006

Cumveersal o sl exchane mte il 22005, Ry 978
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tor prafithilily and many dooked w other nwsms of protecling sheif murgsss, such ays enker-
ing profi-slaring alliances with inoovative fems or with each other and [ s on niche
drugs which atiracied lass compeliteon.

Generic Products

Generies could b rowehly divided into three catepories of products: commodity peacrics,
nichz or “specialty” gencrics. and biogsimilars. Exhibit & shows several stylized scenarios
uf revenues and murgms of drugs in these different cateponies.

Commpodity menerics  {ommodity gencrivs, typically in tablet or capsube (Lo, were
acneric versions of the small-nelecule pharmaceuticalz that made up the bulk ol innevative
Cirtns” teaditionnl businesses and consequently comprsed Ihe lasgess sepmend of penerics.
Exanples sanged from generie versions ol antidotics Cipro and Zithromax to painkiller
Dixveontin ta cholesterai-lowering drums Pravachel and Xogor. After the exparation of a
15ib-day exclusivity pered, the marging on these drugs were tprcally Tower than wither
niche peneries o biesonilars, afthough thus saried based oo the number of compuetiors,
For example. I Lillys Proeae, ooe of the most sueecsslul antidepressant drues s history,
hud kb a very large branded market and was o relatively simple compouad 1o syrLhesiee.
A aresull, ones the patens and the 1E0-day exclusivity period had expired 12 conpetitors
entered the toackal, vollapsing prices and ersing profis =

Niche generics  Generic drups eould qualify as niche drugs i either their active mel-
seules were dillicult s synehestze or their delivery mechanizn was non-standurd. Respira-
cory drugs, for exarple, had patented inhalees and had o be branded and prescribed by
physicians ween o pharmacist-drven markets. Niche drugs could attract as few s one
o eLen o penoric version, depending on the difficelty and sizc of madket. Ay expected,
meneTic companies realized higher pross margins on these products than oo conmneity
gencrics, while the capital requirsd was greater than Tor commodity geoerivs bul less than
for beasimilars,

Biosirilars The market for biosimidars was a mulimblion dodlar bat largely unde-
veloped segment. Biosimilars were the gengric versions of the so-called “hiatech™ drugs
piongared by compunies such as Amezen and Genentech. The aolive compounds in these
drups were highly complux proteins or other large nolecules that were far hunker to regli-
cate chan traditienal pharmageuticals. While the worldwide market [or Blolech drugs was
endy 329 billion in 2002, it was cxpected to grow o 5112 billion by 2012, 2 12% anoual
prawlh race, and take on mereasiog ingrarlaes oVeT the loo)s Lerm as th inoovsdiom in
srmall-moleeute drugs diminished and was repluced by this class of prodocs™ Beeanise
of the complexily of the original drugs. the tegulatocy pathway [or hiosimilars was stilk
undetermined G 1he U5, and just uppearing in Hurope, However, the expected rewurds
wore high us the prives of these drugs wore eapected o be discounted by ondy 10% 1o 209%
off the hranded prices. and the marging were correspondinghy closer to imnovalive drags
than cosrmodity senerics,

Sonc estimated that e market eould support enfy threes fo four companies coanpeiing,
in hiostmilars Secasse U capatal and expertise required created signilivan bacrices 1o
ey, Predicted one industry 2nalyst, “the compames that will be successul in fhiosami-
lar<j will he: thase that really have the resources to roll oue a product launch. The higpest
three that pharma necds W be wortisd aboat ane Sandog, Teva and Bar™ Others spegi-
fated whether the bioleehs themselves would expand intn this business. As of qid-2000,
only Sandoe had launched a major biosimilar-—a hanan growth hormene—ia Augiralia
and Furope. and both Teva and Bart had scquired cotmpanies 1o enter the field (Sicor and
Pliva, respeclively).

777



American Public University Systems - Wl 7

778

LU A3HLA ) R

%07 %05 S0 %06 5506 B EOIU 015, 0609 g0 .nezsin
%05 Sl YhhE Ol FeGE UYL SO 41501 040 Falix] ALAGA A o Iylepy
suondunssy
971 BEL it £ 95 0o W g tad
Bunesadn apewmsondey
OpE 7RE 07l v 0% nga (W 4507 utisey
SsuB a2 adwouday
ong e L1 0l nelL oentl (U 8577 Frtuaea
Yiucul-7 | ayriumend iy
T i : _”.w.unmt i ﬂ..—.,.r_m.._.q.._mz.“..w.z . y,: h...m_.mu_ .......... :._,w.m,: :_.m..é .......... h.mﬁ..“:nmuc._..m S S e
10 Lioisiap, aauag  Aueunsn B8 1aie AtnEn ang Lyarsn axg anneAsLy
Jelliliso)g YN  WBALIR-uen sAyd, IO MR |, UBALR LAY L83 IEW | uBap papaloy
~Aretsegd o ‘aIntisgng BB

40 ‘pepULIE L

IR saearan; g |4 o AN ) JAE|Aa) eI

~foeuneyd, o NSt

JETLCR U [ J0 3 300HED T3] A0 smfanpy PUT EIRUMY aalminasanday

2112



21-13  Case 21

Siratpgic Management: Planning for Darnestic & Glakal Comrppetitiun. 13th Bdition

TEVA'S EARLY HISTORY

3n

31

32

33

Tevad roots could be traved back to 1931 as Sulemon, Leving and Elstun i 51.F1 2 wholgsale
drg, distributor hased i Jerusalem to serve the local popuiarion and wives of mmigrants
Fam T erope ducing e Mirs four decades of the twentieds cenlury. Luring the 19308, refugees
Cram “azi Cerrnany eam: o Briish-Mandate Palestine aodd setup several qmall drug man.
facturing plants. ineluling one called Teva {nawn™ 1w Hebrew). These carky froonigrants
wended oo be highly educated, and anany Lad been schenlisis, phvsicians, and cnpimes in their
bwane countey, Vecause Gurmary was the birthplace of the pharnsac vidicals nudustry und arou-
ably kad the top universities and scizntific research mstilutions at the tirres, ey broughe many
spuabized skills required Lo sel up pharmmeeuticals cotlsg: asinesees i there now country

In 1945, the newly croated Ardy [eague declared a generm] boyeott againzt dormostic and
lurzion businesses operating in the Jewish portion of Palesune. which was suhseguently
appled o all businesses dealing with fsrac] when the country was established i 1948, Ths
horvull contributed 41 a0 CCOMOTNIG $1AICOIRE 1D which forcign drrect Dvesimgnt comprised
lesss than 3% of a1 investiaent in Tarael throush the 1970s.% For the nascent phurmacenticals
industry, the absence of any larse foreinn pharmageuticals conpany spurred 8 domestic
ipclusory ot uboul 2 fanyily-ownsd drug, distribators and manfacturers each with annual
revenuees of approximacely S1mallon. Together ehese famaly Cirms protuced both the scale
and, roure sisnificanily, the firll porduho of products required Lo serve the populuticn of
approsimately 2 millton people by theTaw 19505 Asa tesult, 4 commuoaily of chenisis arose
e tha coumtry with a beoad set ol syrthesis skills, caperienced in supphying drags at a lewer
snst by serve Lhe relacively poor hoin market. Alse, since the patend-holding forcim firms
would pot conduct buginess dircetly n [snwsl, domestic s could imauke the threat of “womn-
pulsory leensing” to pressure the patznt lobders 1nto liccnsing the phanmacowticals fr ke
in the durmestic mazkiet ™ Cormpulseny Teensipg provisions were comeon in the Leeal codes
ol most countrics, and conld be invaked in calain situiations m which goed finn attempts
tor obiain a license under nepotiated commercial terms tailed for nocomineruial reasons.
White compulsery licensing was tateky inveked Ty fhese Yocal pharmmuceuticals companics.
the Ueat increased their leverage 1o obtain voluntary livenses from the patenl boiders.

I the 1950:, SLE purchased Assia. a smwl] pharmacculicals numulacturing voanpan.
1963, Fli Hurvitz. 3 younp omploves of Assia, began the drive for consulidation of the fray-
mented industry, |lurvite Borm in Jerasatom m 1932, had starred ot Assh i d young LSt
s 19454 He hud sorved as a private in the [sraeli Doefonse Torges during the 19943 Arab-laacli
war amd then oblamud a degree in ceonomics from Hobrow University, Hurvate finished bis
Active mililary service as @ member of @ generation of voune Taraclis dedicaied o doveloping
the new country, By 1962, hoth Lurvite gnd Machmun Sulomon, the head ol the combined
ermmpany, becums sonvinesd of the nesd to consolidate 1he wdustry. Salemom put 1 lrvits in
churse ol npeetiating the aoquisilions. In 1963, afler much discussion. thes coopleted ibeir lrsl
acquisition, of a company called Zod. Hurts reflected on his fiest major losson in buginess:

With these preaate. family-vwoed companies, 1hey wers ool ready @ dilete their cwncrship
el Jose eontznl, Wie had Lo sbow shem thar merzers produce syrergios. that they make
moacy. We needed ome cxample 10 priva i the cesielt was oot small abult butan oode al’
moapnitude. Dby hzn conld we comvinge the rest of them.

In 1965, he completed his sseond acquisitwn, 1his time of Teva, which bad beek pub-
Hiely listed on the Tl Aviv Stock Lxchange sinee 1931 The combined company officially
chamgsd ils e 10 Teva Pharmaceurical ndustrics in 1976, That yrar. Lnwitz bocame e
chicl exevutive of the merged calicy, the largest phucmaceuticals company in laracl with
revenues of 528 million ul rhe tine.
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The Billion Dollar Theory

By the carly 19805, having recently acquired lkapharm, tho second-larpes| remaming phar-
maceivals company in [srael alter Teva, Hurvitr recogmized that the company had grown
us far us it could within its home market” i hired U loseph Aleksandrowice o head
the sirateaiy rlanming process for the comany, which he contanued 1o do oneel 1995, A lek-
sandrowics recalicd, “1n the early 19405 no company i bsracl had any organized SErake o i
planoing, dewas unbeard of in e country at the Ume. Bosinesses were mn mone indormal L.
Dur prodeclion was best and FTIA approved. we had marketing, cormputers, finunce, and
cxeellent, devoted people. But no one was used to craating o strategy.”

Adekaandrowicz onganived a twa-year intensive procram for the uxecnuve leam, bring-
ing, I professers from leading American husiness schools to educate the Teaders ol the
S50 million company, [ was during one of these sessions in the mid-198ts that Hurvitz
issued 2 challenge that beeame dubbed “The Rillion Dollar Theoey ™ Said one participant
uf the muecting, “ENi said w vs; *We bave all the capahilitics of 3 full-sized company, 1Ewe
WEMS UPCrating in 4 lurse western market, we could be u Billian dellar company, insicad
ol the 550 milliog OrIANIZA0N We an: today, Mow,” e asked us, “how do we rmake thao
huppen'?™

Hurvitr himself revalled the comversagion:

Fremember i oo planning mecting, [ went around to cacl nember of Lhe execul vy 1cam.
asking what their 2renath gouls were for the nexr wudr, Eve years. | heacd 1%, 15% a2 thg
ol Everyame wad thinking incremantally, 1 realized with tha tyme of tiinking, we would
nawer bremy tw awr patertial. Thad o breuk oul of that thinking,

Witl abe Billios Dollar Theory guide themn, the executive learn recopnized it Lhuy
would have w expand beyond their home souilry and become the first Tsraeli company 1o
entur 3 lange, Western market, Dr. Aleksandrowicr recallad that, in 2ddition 1 mew markils
the group wes occopied with the question of whether o be 4 focused company or a cone
glomeraic and then, after choosing the tocused approach- “exteernchy unnsual far Tsraed at
the 1™ whether to be a chemicals or pharmacenticals COImpUnY:

We drecided or phatioa, singe of hal mone prafig, v conld collabune with the sereptiGe
imglilutions in fsma2], such a3 the Werzmann Institute, Helrew University of Jerusalem. o the
Technon, and we coeld expart around the world, This path was w0l riskicr, bu it slao
had 2 Bipher payo I we were sucoeaslud

Al the lime, the company was partly owned by Kaor Tndustrics. the largest [sracli conplom

vt eontrolled by the Histradrut, the posserful demestic tmde union tonted i1 the sonzialist
beginnings of the country, The hoard members fram Koor in pacticular resisied this o
as too risky fora company that employed so many peaple and served the basic health needs
ol much of the population. [lurvitz reoemberead:

A the time, we kad 0 S0 million mackes capitalization and i wonld cosus $24010 525
milon o enter the 145, macket. S the decisivn seems obs oo, Ul these numbors made o
mmpessihle o pass LEreaeyrbe the bard, S 1 rsache then 2 pledgs: [will net cver ke a risk o
bixr that it would jeopardice the company, [ will gk quanterly or yearky prodfits. bt pever 2he
cempuny. | bave alwis followed that, | managed e vompany for W quarters, nat alcaid tn
Brel o vear bul never the compiany,

Expanding Abroad
Dewpile the close culteesl and nade ties betwoen Europe and Teva’s howe country, the
=Xeculive tear chose the ULS. markel first, Europe was a still parchwork of regulation und
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price sontrals, whils the TL5, could be realed as 2 single markut on the verge of uni [earrm
lbseraiization and mucker-eased pricing. Teva cotered the LS. through a jeinl venture with
WR. Girace. a rmajor Amgeican conlomerste, which gave fhem acecss 10 capital and con-
tacts withm the muckel, Chicf Fimancial Offeer Dan Suesskind said, "Wheo we god towethur
with WLR. Girace wy said to them, “We are willing to contribute Lo the partnership whatever
we Teave, butmaney wie don't ship over the vecan, of this they hiwe crenapeh in the LS That’s
how we got 1o shis armangemsne”

Prafossor Elon Kohlbers, wember ol the board of ehe Teva's porth Amerca busine:s,
ket

1ere conues Tova, o nething company [tom a oy counny and sooshiess, 1l i manises
W srrelure 2 ol whers Grace puts i over #0% of the capital tar $0% ol fhe |mint venture,
Wha elae conld negotiate hat kKind of deal™” . dmce was 20 rich Bizze e thian us at the
lime. ard voe My, race himeelCused 13 enme Lo e $itice just L spend time with B4 He
wicweel Tim a3 an equal. Tt was part ol the genivs of Daeviz

In late 19%3, the Teva And Crace (TAG) jaint veafure acguired bemmen, a £0 malhon
U 5. arm of Maternann, a German company. From there, Teva entered the LS. ket and,
Just ax 0 the Zaori dead in lsrael, onge it had etablished a foothold, sules and markes share
steadily prew. Hurvitz built un internal tearn foctsed on aeguisations that gurncd 2 reputa-
tion in the indwstoy for its syssemagic approach s suecesstul ourcomes. leva became Lhe
st ackive acguiter in the industey, sometimes paving loss than one tirnes sales Tor a karget
company and rigotously crecating the inlesration.

Ry 19493, the compary had ceached 5502 million in revermes, hal Fwary 1 its Billien dol-
Tar gual, ared Narth America had sverlukoen [stael as the largest conlributar b the business.
Ty conlinued to expand throurhout e 19905 and 20003, Tucled by a scres ot acy uisifaons
in Munih Amgerica and Europe (see Exhibit 4}, and passed the hillion dedlar revenes mark
i 1997, Thy weopraphic make-up of Teva’s revenue chuanged dramalivatly a5 the company
expanded. Jsrael accounted tor the majority of the company’s revenue uneil 1641, bud thar
share had fallen to just 6% by 2004, Daring that same period, the ~orth America share of
revinue rose from 339% 1o 6496 while the contribution lrem Furope and the CIS increased
Froem Pl to 2659,

Develaping Competitive Advantage

Civer time, Teva becamne one of Uhe largest suppliers w the growing sepnsal of national
pharmacy ol in the Umted States. [nthe mid-1950:. when Teva cntered 1he L5, nsr-
e the ndustry was dominated by wholesalers und dostribueors which had loag leused on
serving mom-and-pap pharmmacies. Yeva filled 1 vacuum far these nackonal chain. cuabling
theem 16 Teducs their ewn internal costs by souccing mach of thuir Eormelay [rom o singie
company without use of o nuddleman. Teva provided not enly & bread scope ol products,
but alsa imventory management. vol pme-based diseounts and pricing buodles, servives kss
valiable to the meop-and-pops bul very important Lo 1be cost-conscioas chains, Teva also
kepl its focns on low prices, acknowledging the commiadity-like nutwe of the industry,
Huryily retloceed,

Tluwcughour the [930s, evervone kept suying. | he Chinese ar: comingg!” Ceelyons was
terrilied b 1his sinsation back then, S0, we hed wneutralize price a5 an ssuc lur as. W
spent @ bol of limoe o our manaliuciuning atd bosiness ooedel to ensare his. and alwaes,
lwys saaranieed e luwest PrIce b our custemers. 1 pur connpetitors lowered prices afler
the corrict was signed we woull give vur custamers credit, We were willing 1o farega part
ol aur ineuene u the shar tere for the bomye term. Wi knew hack then thar he wha keeps
mackes share will be the voe who makes money in this mdustry,
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EXHIBIT 6 Tevs Acquisitions from (985 o 2HHS

Transaction
Company Value Target fmpliagd Teva Prices
_Date Acquired Location (LI5S0, M) Valuae/Salas Price/Earnings Earnings
Jui-05 Ivax . Lirtitad States 7.367 3.65 a5 15.2 .
HAun-04 Do [Laly 85 2.33
Ot 02 Sicor Lirited Staves 3,401 £.49 238 235
Herneyael: Fire 2E.29
un-02 Chzmicals Itan 162 Rt
Feb-02 Baver Classicy France a6 A e
Dec-93 Mowopharir: Canada 258 P8, 38.13
£ug-99 C ey Uneted Siates e 1.77 %7 3314
hay-95 Pharnacherniz  Setkerlands BY A, 2545
Linilec 41,41
A0g-96 A% Berk Kingdarn 53 oar
lan-9a Bicoratt {ate Usitad States 296 212 3387
Hiow-25 gzl Hungary 25 Q.36 3z.13
Procintex asd 2538
Mlar-92 GRY-Fharm taly, Gerrnarney 23 Mrlid
1934 Ahig |573el 27 R,
19R5 _ Lemman United States 21 Mir

Seurce: Wondluee s Sirascgic Invelligence Syslers, Uiunpany 20F, Thomson Figansial, Seositics Drata, Capival 1),

44

45

This phalesoply staved with Teva o the subsaquent vears. According fo Hershhovits,
“Nu one takes market share from Teva—no one. In the past. they have slyshed their prices
like nobody s business. This is 2 rule for the Tndian cormipanies: if you s into a Tevy drus,
¥ou lose money, as shople s thae™

leva also sought to gmain advantage through tigerous excouneon, including Filing ANIIA
applications carlicr and with fewor revisions than its cornpeticors, backward inlegrating into
active pharmaceutical ingredienls. and efficiently mnanuging its supply chain, As a resielt,
leve was able lo sustaio a taree pipeline of Paragraph TV challenges s well s a beead
rorttolio of commodity senerics, ap clusive baluoce far ifs COMIPCT tors,

Developing an Innovative Business

o dhe carly 1980s, Tava decided to enter the innovative drog marksl a move dubbed as
“sheer chutepah™ by 1418 1 lurvite. By 2006, Tevss stronng relationship with lsracl academic
instifutions yislded 130 to 180 proposals for new drugs per year. They had launched (hree
drugs: lwo in partnership with Weizmann, mcluding their Blockbuster drag, Copasone.
1988, which beeame the leading ireatment for multiple selersis Tova relied on these
exlernal instilutions for drug discovery, in contrase ta Pfizer ot other cumpanizs produe-
ing innovative drugs who bad large intornal basic research divisions, As a resull, D It
Pinchasi, the VP of giobal innovatea R&D, estimated that Tova s drieg development eost
for Copaxone amounted to approsimuately one-sixth to one-fourth the 1 billion Tvpicaliy
tequired to bieng an innovativie drug 1o market.
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Mergers & Acquisitions

Simce 1983 Teva had excouted 14 Uanssctions tagether warth over 542 ballian. moe thau
arne ather generics company, including Sandoe. 1t had builta reputagion for successtul meng-
v and fair iceatosent of cmplivess, in part arsing from the soall community within Tarael
it which 1he comsequenses of lealing emplovess pouTly coubkd he sovers. and hocause it
tetlected deeply held values of FLL Hureitz,

Wamy acknewledmed the need for consolidation ameng ¢ wenerics compuniss, Tnthe U5
tha tep tour firms controlled Less than 50% ol the market, w nuxl six together controlled
3%, and pone ol the awre than 40 Nems in the remaining fil conteeiled more than 2%,
Ay Hprvitz stared

The market pewls cosolidanion. slahall The mors commuodniced the mickst. e mers 1his

i o, And i this sadustoy, the smaller ployers are che poee leaders . atlczaticalty aae
hamat: 2 preelleams e ars alrzady lance, Today we ane 20% of fle [LLE | market, How Tz van
wie n'!

b 20072, Israel Makov sucrreded Hurvite as CEO, whe. at 70 years odd remained in slace
a3 chairman. This event marked the Frst Teadership bandever withio he compuny sinee 1976,
The company continued its string of acquisidions, however In 2003, Tewa acquired Sicor
wheet, 2t 533 billion. was cight times the deal size of its previous larsest aeguision. Sicor
affired ool only additional scale, bat also cxpansion inle pew customers. products, and weeh-
anlowius, selling inectable liguid products dircclly w hospitals rather han maore trachilional
tahluis W pharmiacies, Some hailed the acquisition as s oppoTunity to exnpand ared diversily
sy Tumn L,mlulaq}dibr SETICOLS. Pﬂr['il,,'l.]l"tf'} ELk himnmlur‘; and the Iucmhv-& in_inctab]u:

onat r.}i f_'huur;lrlg_r_ Su,u:u over other busmesse-.s: h‘ul huecn hieh, Said one ﬂhnLI‘n‘JI_. et Tl
heen the key to Tevas success over the veirs, during pedods when other compunies &4l dowen
trainge Lo dio o mueh. Sicer changed oo many vanables al once.”

Tn 2005, Tewa acquired lvax for 7.4 bitlion, 2 move viewed positively by analysts fora
warlely of reasons. S0me saw it as a taclival acquisition 1o gain aceess 12 lvaxs very slrong
firsr-to-file Purasraph IV pipsline in the U5, which meluded pencric Zocer md Zoleft
{rwn of the larzest Blockbusters in history], al g tirme when levas own mpeling had softened.
Others viewed the aeguisitien 15 niors straieric, with lvaxs siromg posittons in glebal mar-
kits where Teva had linle presence. particulasly Latin Ameriza and Eastern Europe, as well
as thear inmenative pipelime und niche generies in thempeotic arcas T 1o Teva, 5101 others
viewed the inoovaloee and niche businesses positively, ut wore caulious o oversxpansion
inter many small physician-driven markets.

Supply Chain

By initially lintting its markets to the U5, and Tsrael and only slowly adding in new mar-
kers. Teva had matntamed a cizorowsly low-cost culture and achieved prearsr seale bonetits
in its supply chasn than any of is competitors. 5aid i Shohet, vice president responsible
forr the lvax integralion and the Contral and Eastern Lurope reglon:

Tz bt Luee i3 hat we e soale alvanlages tat cannon be matclied Ly other crmpanies
e this Lime. Coepure B Belare the merger anid Tewva, In Teva, we hove tan plants i 1sras
that e corc ity capable ol eivhl billioe whlels and ong in Canada with the sooe scale Onae
hareh ot Teva woalk] have requirad §ive ta 51t runs al Tva. all ue differene Incativms. This is so
sl o cxpensive, and 1his is Do mosn compinivs une sol e Wil our sz, Wi cun uls
seumee rwy materials ana nucl Jarger scale than our compatitorns Y canol just Juok ul Tabee
casts, Firstof all. they sne not the enly inpul wd second of a1l we are mush mare productive
and caputal snensive, Anc for labor miensive processss, wi hies upratiens in Indi
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Tova reconfimared irg supgly chiin vvery several years sinee the varly |9 imd after every
raajar agquisition. The most oecent integration with lvax lwd been rirticilarly challenging,
a5 [vax and Tova, organized thesr warldwide vperanons very difforents. Reflectad Sholgl,

The cnlngee ol the twa companizs o the sanme, bur the besiress imodel is different, Sinee
1955 Tova has aperated s s glohal company, We foc sz the MnAZemeil and marketing
te each regiom while having o rlebal hackead in RéD, muanubarinring wnd AR5 [acive
pharmac csival ingredients]. Toe [vax hisigess mode? was an wternazion| ronmy |3
aperalyd 43 a serics ol independent curmpanics «with very [Htfe eross border interastjon,

The buckbone of Teva's supply chain was managed through several ceers of execllenye
located globally to ke advamtage of difforences m local labar ckills and LOATE, lax prowi-
sions, and intellecuad property regulations. The supply chain started with autive pharmacey-
tical ingredient (API} production, g step which many of Tovas compatilons al least partially
aulsourced, alten 1o Teva. Tova’s AP division had sold $1 1 Billion of ingredizats m 2003,
Ippraxunately evenly divided between nuemal and sxternal wse, and was one of the world's
fargest third-party suppliers of APl Ones the AlMs were produced, they werne sent 1o phar-
maceutcal manufactuting tacilitics. The twe largest of thwse facilities were in Tamel, which
prmarily supplied the U5, and Istacli market and bad a sapacity of 16 hillion tablets, and
tn Flungary, which primucily sepved Furope. Fevn catimated tha it would prodoce 36 billion,
fablets i 2006, Teve reported unit-cost redictions of 30% En 2001 2005 duw prirmarily 1
scule effects (sze Exhibit 7). Qnee the tablets were produced and packayed appropriately,
they were shipped to their varous markets and distorbaied locally. See Exhibit § for a EY
of Tevas [sraeli operations, Given the secunily risk ussociated with Tsraels political sit-
tion. Tedundancies jn the supply cham and extensive disastor planring had been conducted
t mitigate disruptions associatad with potential conflict within the counry.

EXHMBIT 7 ‘Leva Cost and Output Trends {1958 ta 2005)

Vatuoes indexod to 1993
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EXHIBIT 8 Toeva lsrael Prodiciion

Kfar-3aba Sulids

Tablets, Cajrules
EMpirvues. £15
rarket: LUs, EUL 1L

Kfac-Saba Sterike
Viais, FF5, DORAXONEY
Dphthalmics, Nasal 3urays L

Steriic Praduciior -

Emplosgesas: 137
siarkely: US, B, IL

ashdod Plant

. R LYE

— . Ernpicyess: 337
¥ Market: IL

lerusalem Plant
Semisulids &
Laggu)eds
Tr:ployaes: 150
Ml koats: ELE IL
L AT
Cepha Plant

Crphalosporing

Generic R ED

Crnployees: 2B
markes Us, EUL 1L

Emplayecs: 34
Markets: 15, LU, 1L

Jerusalem Solids
Tablets, Capsuies

o . Employros: 127
- nrarkess- LG, EW, 1L

Sareree Tevi ULy tecwrenly

TEVA IN 2006

54

&5

Generic Markets

United States By the middle of 2006, Teva conrolled approximately 15% ofthe base 1.5,
senerics warket by numbr ol prescriptions {rce Eahibit . Tes tolal papeling as ol August
¢ 2006, mcloding the (80-day drups. was 148 drues products with brunded sales of ower
<54 mullion. ™ This seoment formed the core of Teva's business. and smne analvsks gxpeessed
comeern aboul the syseemiv ernsion of prices in the LS. markel, The combinad Tvax-Tova
pipeting of [BY-day exclusivites m 2006 was the largest in the inulustry, As of Agusl 4,
2006, the company had 46 ficst-to-{ike Paragraph 1Y applications, covering drngs with 335
iilion in beanded rovenuss. From January throuph Augosl 31, 2006 Teva had launched
four drsgs with exclusivities, incledmg generc Zocar n Juoe. the largest generics faunch
in the heslosy of the industry covering branded sales of 34.4 biliion. From bamaary 1, 2004
thronzh bday, 2006, Teva had filed 24 Paragraph 1Y challenges compared o eight for San-
doe |Eowever, this marker was tighteniog as more companics vl for a fixed nimber of
exchisivilies,

Lurope  Piiorto the lvax acquisiticn. Teva hud focused on ihe pharmaeesi-diven mar-
keets in the UK. and the Netherlands, as well us several other larger markers which slhoaed
sigms ol potentiafly moving w a pharntacy-drisen madel. L bad maintained cither Tow or
re prosencs 10 the marksTs thet remaiosd dominuted by physician-driven regalation, nws
notably Cieemany and lapgan.
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EXHIBIT 8 Tovs Tom! Genericy Prescriptivn

Total Preseriptions in US. {une 2005)

All Pharmaceuticat Companies

_Cnrn pany

GEnerh-:s Only

ab

_ Growth c.:.:rmpany Ehare Gruwﬁ
Teva US4, 23014 173 Teva Usa 750845 18w 174
PFfizar 314,200 -%1 Pyl an 238,033 113 2.3
Mowvartis fwmathawt Sandost 7oz 317 5.4 Sandor 212,030 0% 1.7
Raylan 439,045 18 Warson 195,053 =k 7.8
Watson P95 GaG ib kzllincirodt 03,87 5% 239
herck 137,544 24 Actauiy 2O, 120 455 -1.2
Giaxosmithihing 178,982 SR Barr 22,034 4% -2%
Astradenaca 114,784 B3 Par 71,767 3% --7.8
raliinckrodr 103,874 #a Quafitest 70,888 3% 2
Aavis "G 022 - 1.2 Ranbaxy 449,335 2% 272
Sourey Teve, pinury: S, e 2005
EXHIBIT 10 Teva und han Geographic Mix, 2004
Teva® Ivix®
Marth America .-3,659 Lted Stotes : 250
% tata 54% % Lotal 46%,
Eurape and 0% 1245 Curape S
¥ Leal Z0% %% iulal 3T %
forae) 285 Lailn Armercy 36
S batal h% %o total 174
CHEPr Caunirios 214 Othar countrics ]
Bz totad 95 W total L'
Total 4,799 Total 1,380

sowcs: WHE Haulirechy,

STewea 204201

R L Lrmbrez ki ostawes

Lurope comprised approximately 30% of Tevas 2005 revenues, beax e Tevy pres.
g o the growing markets of the Crech Bepublic, Polund Russia and Stovakia (soo
Exbibit 100 Within Burope, Tengary, the TLK., and de Metherlands vompreed approgi-
avately V3% ol Teva's rovenoes, retlecting Teva's strength in pharmacist-driven markets and
the lugacy of Biogal, the company's acyuisitien in Hungary. Germany and France, the swo
bargesr physician-driven markets, lopether comprised slighthy mon: than hall of the remain-
ing Furopean revenues. Anaiyses dilTored an how Teva should approach these ang other
physician-driver markets. Teva could wait for the markets do adapt 10 g struciure closer to
the pharmaey-driven moded in which Teva execlled. Atthe saroe time, other companios wers
already agiressively expanding inlo contipenal Furope, establishing dominag pusitions
that could becoma difficult to displace larer,
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Restof world 1o Jupan und other Asian markets. Tevu—Dbke snost nther mererics com-
panics [ram qutside the region-—had adopted 2 wait-and-see stralegy and had Jetle pres-
chce. [vas booupett 1w Teva the leading presence mm Latin Amcrica, which had congoboted
spprosnnately 25% 10 Tvax's 2004 protits and was growing quickly.

Other Products
Miche products and bissimilars  Afterthe Ivas acquisition, Teva reorgamized its interial
uperalions and sct up 2 separats specialty division o focos on nche prodets [Huch
ay hospitai and respiratory dregsy and biosimilars. Teva expeeeed 3400 million in rev-
ernes firom its Tespiratory franchise o 2006, growing to 51 hillion o 52 bllion by 2070+
11 had not launched any significunt biesimilars products in 20046, but expevied this sep-
ment to be o biph-prowth area However, some guestioned whether Teva hud focused oo
hewvity un the UL market, which was bogmed down in & regolatory nnpasse that seas
catimated Lo Lake Five vears or more lo resolve b eontrast, Sandos ud [ocused more on
Livrope, warking closely with the European segulatory agthoritizs and had at least one
marketed deayr.

Innevarive pharmaceaticals  Copaxonc had been Teva’s firscinnovative drug, and had

becnme the top treatment for muliple selerosis ur the world with worldwide totud sales of

51.2 hillion o 2005, I cantinued 5o gees 2l an anngalized rate of 229 in 20060 commpared
10 o curbined rate ol B2.3% fur s comnpetiiers.™ and had beconie an mportant contritnetar
Loy Tewas amverall prodils, The vost strwcture for Copavone differed {rom a tvpical imnovative
drug. [naddition wo lower research and development costs. sales and marketng expenses—
typically twoy Lo three limes the cost of R&:D al larpe inneeaative fitms - were [owser oo
Copasony. @iven rhe limited popolution ol presceibing physicians. Furthenmore, Teva Liad
partnered with Sanefi-Aventis throwsh 2008 1o munagce the sales and markering of the drog.
ths off-Joadine much ol thess costs rancTeva, Mostanadysts estimated that Sunofi-Aventis
pazssed on S0% 10 60% ol the revepues back 1o Teva, See Exhibit 17 for an upproximars
hreakdowen of Tovas revenue betwaeen 2005 and 20035,

Arileet, a reatment for Parkinson®s discase. had Becn released to the market inomid-
2006, Dan Socssking noted the imporiunce ol briogiog this second drag to market: “At leust
{Azilace} showed that Copaxone was nol a one-ofT, Laving two noarketed drogs is almoest
wre inportan than having a pipeline” Tewva also bad o pipeline io other thergpeatic areas
willl sstirsaten] puotential safes of 36 llion by 2015 ™ Ouiside analysts caaamated that this

EXHIBIT 11  TFeva Estimated Hevenne Breakdown, MH0A-2005

2005 2004 2003

" Not Saies 5, 250 4793 ST

Copasane E@5T%) GAT 515 396
APl 574 5a1 2T

Ot 23 22 i

Grenoncs i 3. 2564 2073 1,599
Senarics in EL and BOW 1,800 1,589 1,091

Total Qerenss siles d.056 3.761 7,483
Kumber of generics prescriptans in U5, 252 270 ki,

Snarez: £ ampany 2HF and cageenier estinaies
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tumher coubd, in Facl, be much histier and thyr, given the superior ceanomizs ol innava ive
Peecucls. the elative propottion of inngvative to genaricdrugs in Jevas revenue mi would
steadily increase during the acae decade. Others wondered whether four or five differem
therapeutic arcas™ wus o much for Teva’s limiled researih budzet aad limited experience
bringing drugs fo marker,

Innovative vs. Generic

In 2008, Teva repotted R&D expenses at an annualizod racg ol 5508 million or UPPrGi-
mately &% ol sales. Allocating resources bebween innovative and FENCOICS Areas wias 0 ol
the companys main challeages. The lead sime fnc maovatny doeg development was 10 1o
13 wears, while generies development was three by [ive yeacs, and the acl of selecting and
CReSUtng projects required very different skills ami information. Reflecied 1r Ben-Zian
Weiner the boad of Tevas research and develupment group:

It 8= enteresting huew 1Bese two animals live under the sqme tool O the dne hand. we bave
lowi-cisk, products in gencrics, and then we have Copasone amd Azileet, The same [erim
manages botiand s esponsible for dividing the resources. Thix is vy thcky dovizion
rking process. How b vou frade off, say: investing = 10 Tow-risk fenerics drugs verss
e hiph-pozential inovative drug? Thisis a big part of ow challenge.

Within the generics R&D division, Weiner's atoup had worked o create “an ANDA
factery” Over the past decade. Teva had filed and won the greatest minnber of [R0-day
ekelisevilivs in the industry, cuming a reputation for quick ANDRA filings and ApErEssive
patent Wtigation. “OF course,™ said 13, Weiner, “Flieen ¥OArS a0, wo WK Lhe enbreprencurs
in this arca. Rince then, we have heen studied by others and the gap s shrunk”

The innovative RE&FY yroup, on the other hand, had 4 different sol ol challenges. Saud
Wiiner, “We are so smalf compared to the g guvs. The comsalidated rescarch and develop-
menl budger of the tap 10 innowvative firms Js $45 hitlion, What can we do with o hudgs of
Ja few handred million] against that? And thans just the op 10, the wtal bidgel of the indus-
Y s much bigeer” Lo this context, the Teva 1eam decided to Jeave the onginal rescarch
o exlemal institutions, and to baild research franchises in areas hut did nol CEquire s
markiting o the genera) public and Lamily doctors. With the addiooen of s research
arm and existing pipeline, Pinchas estimated that, by 2000, Teva would have & sufficien:
pipeline theoretically 1o lannch one bew ionovative drug por year, in comparison to [ve
per yuar of leading pharnaceuticals companivs such as Plizer ™ Said Huershkovife [ Teva’s
innvulive R&ED proupl s running way, way under the radar dsht now They are currently
running over [ phase 2 mrialz, in sddition o theiy phase 3 trials. And every month it seerns
25 it we discover another clinical 1real that they are involved in throngh equity ina slartug”

Other eomgunies, particulardy Nowartis, were tacklitg the same issuc alihouph from
different corparare roots. Sandoz had achicved operating marging of only 7.3% in 2065
somypared to 289 Jor Teva, and some cinplovees commented on e issues with Amoning
i menercs division within an mnovative vurnpatty, “In Movartis, o you sell the |branded|
product an: month later or net 0 decan't make a big dillercoce, because there is no other
ceanpary to sell it says Bodd Toker, Sandoe s lop cxcoutive io Turkey, “But as a generic
sormpuny b have to be forst because there arc many vompanies hat can scll the sane prod-
2et, L The way of thinking s very different” Roche, another large inrewative firm, had
al30 considerad entering the generics busingss theee limes over the last duevade, bat decided
AZainsl it based on their belicf that pure gonerses companizs would abways be able o under-
price Roche. Lurviez held similar views. saving, "l is VO eilsy {0 NEDaYe 2 Seneric Gom-
Pay when vouw are poor 1 becomes very complicated when you are rich, 101 Empossible for
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o rich company to act poor. As lonj as we remember this cquatien, and we do oef becoe
bureitrats, angd a3 long as we fight 1he a1 culture. wie will suceecd ™

Roche. like the other companies. also decided hat is was oo dedlicubt oo manage pal-
cnt creation and chalienging uader one corporawe ombrelle” This issue arose for bolh
Mowvurtis aad Tevie Sandoz could nol challenge any Movarlis patents, and Tied far tewer
Facagraph 1% challenges than Teva. On Teva™ side, as they released more innonalive
drugs tir the market, they anticipated greater challenges by other generics fizms fo these
drugs. Respended D Pinchusi to how they will manage these dual massions: ~Thae will
be wnteresting, o' We're now Loying to kearh what you have to do o make things havd far
gencric drug makers .., After all, we know betler thao soyans how to challengs pulenis,
bat theres no puarantec we'lb succeed. Yes, therye are quite a fow compunies thal wmeld
like 4o L the tabdes on ws, and challengse aunr patents.”=

Mfamy wine wulghing whether either Sandoz or Teva could manage both businesses
elfectrvely undoe one corporate nmbrella, partivalucly as they came from different routs but
hoth suuphl growth josimilar areas: sencrics salies tnoglobal markets, baosinnilacs. and niche
Enmovalive drigs.

After vears af trenwendous success comnpeling apainst Fichern Westorn compames, '18va
wes ow the Teigning invumbuol en an increasingly competitive imdustey, New low-oost
plavers were coming in behind therm, having dearned from Teva's success and longey to
captuee 2 share of the growing murkel The inneeative firms had also finally woken np—
vigorowsly protecting their hard-varned patents while alse cnerosching on rhe generice
market, In front of Teva lay the complex world of plebal markers for seoeries. as wefl as
the inecreative dewe macket, hoth of which were largs and prowing but did net necessaily
play to Teva's historical stremgths. How shouldd Tevi grow o the next ten yvears? Showid
it focus oo conselidating in the LLS. and other substitulion-cricred genceics markecs, on
further capanding into the global brandsd geacrics markets. or on gradually turaing icselt
it & mor: specialized gemencs or even an innovative firm? Alteroatively, did it need
foens oo abl three woeas wosucceed, and if <o, could 30 manage such diverse poals under
ono ool

PUBlusumeting Teva stacks affeer cvery howsehold™ Yedioth Aheonct, June 25, 2004

* Aldternately, the company could be viewed as snng in 1931 acoounling e ane antecelsst
TUMTEITTY.

CeTasreTvax: Genenivs” Answeer 10 Bip Fhacma™, da Moo, Septemboer 2005,

'Lan suzsskiml persoral comnunicalion: Ranbkaxy <empany documents.

{ascwrsiar catimmees haseld on publisbied financial reparts apd LS dlata.

= This section bas been adaptad from ~Stratemy in e Twemy-Fies Conury Pharmazentical
Industry- Merck & Cooand Pliser Inc ™ T3S Case 2707487

TARDS et Cibobal Phamnasentical Sales, [995-20057 15 Health Company Web sile.
Febrmaary 77, MW . cied in L3S Case 707387, Soralegy o the Tweenty-Find Centoey Phanma-
centical Industry- ¥uorck & o wied Pl Jne, (RO Smtegry ™

hitpe s wewweiinshealth, comumss partal front anic 208 E2 7770599 TR TRATI_TT4 7850, MM i,

avccssiod Bovember 2046, | cited In TIRS Case TOT-ET. "Serarcey in the Teenee-Firsn Contury

Plemmeeeicol ledusiey: Merek & Co.and PFxee o, (REC Straly ™
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1. July 2008, Bt weswe commmaentar ymagasine com. soocesed Aupust 2400, cited in |15 Coge
287, Rratepy in the Twenty-Firs Contary Phannseeutical Industr: Maorek & Co.and iz
Tog, {RL Seralegy)™,

" Heney Grabowskr and Tobg Yernan, “Langer Parents for increassd Genene Coenpetingn: The
Waxman-Tfatch Act After Une Decude,” Pharmacoesunomics. Vol. M. Scpplament 7. [1H0E]:
F0-123; Anita MeGahan, Daie £ Coxe, Girzg Beller and John F MoGuine. The Phamscegtizal
lndusicy in the 1900 [Tarvard Business School Case Sa, FRE-038, B July L5, ooy,

o Healrhears: Phammacenticals” Standard & Powr’s Gray, Our 7th Annuoal Beport un The Worlkds
Toape S0 Pharmaceutical Cormpumics.”, cited in 11BS Case FEI-ET Stragegy i the Faenty-Fua
Cenhiry Marmaceuticat [ndusiry: Merck & Ca. uned PRizer Inc. (RO Slmalepy

' Bradley Weber, “The Pharmacewtical Undustry.™, cited in HBS Cuse 707.457, “Stiatesy in
the Tweniy-Firat Century Pharmace uical Tadustry- Merck & Co. und #fizer Ine. (R Stralery)”,

¥ Heary Crrabowski, Falia Virnan and Agseph AL Thbas, “Returns on Reoscarch and Develapmear
tor 19905, cited in HRS Cuse 707487, “Strancgy in 1he Teeniv-Fira, Cuenuy Pharmaceiiseal
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