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PIRAMAL HEALTHCARE

MARKET WATCH

Piramal Healthcare versus the Sensex.
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inthelast 23 years,
AjayPiramal has
built his businesses
throughacomplex
strategy of buying,
restructuring,
building, and
selling. Asaresuit
ofwhich, heand
hisinvestorshave
laughed theirway
tathe bank.
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FORTUNE INOIA 500 FROM LAST YEAR.

AJAY PIRAMAL

HE INTELLIGENT INVESTOR

HEHAS POSTED RETURNS OF 28% OVER THE LASTTWO DECADES. DOES
THATMAKE HIM ONE OF INDIA'S BESTINVESTORS?

By MansiKapur / lllustration by Nilanjan Das

ACK IN 1996, AJAY PIRAMAL was negotiating to buy the Indian
arm of German pharmaceutical major Boehringer Mannheim
when news broke that two people had died in Karnataka after
consuming Comsat Forte, an anti-bacterial drug it made. All hell
broke loose. There was a national recall of the medicine, a slew of
cases were filed against the company, and its Canadian managing
director, Paul Stinson, fled India. Overnight, Boehringer became a
corporate outcast.

Piramal knew something that few did—Switzerland’s Roche was
in talks to buy Boehringer globally. He figured that the blowup in
India would thwart Boehringer’s efforts to hawk itself, and as a local
he'd be able to manage the crisis better. Piramal flew to Boehringer’s
headquarters in Mannheim, Germany, and closed the deal in days.
The following year, Roche bought Boehringer.

But what is little known is that Boehringer paid Piramal Rs 100
crore to get rid of its troubled subsidiary. “The banks were wonder-
ing if we were buying or selling, because we didn’t pay anything;
they [ Boehringer] paid us,” says Piramal.

Last year, he sold Boehringer India, along with many other
companies and brands he had bought in the past 22 years and
beaten together to form the generics division of Piramal Healthcare,
to America’s Abbott Labs, pocketing a chartbusting $3.7 billion
(Rs 17,500 crore). Of this, $2.1 billion has already been paid; the
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remainder will be paid in instalments of $400 mil-

lion over four years. At nine times sales, it’s the highest
valuation that any generics business has ever fetched.
Three pharma businesses still remain with Piramal
Healthcare—contract manufacturing, over the counter,
and critical care. A financial services arm has also been
started. Piramal has used some of that money to buy
back 20% of Piramal Healthcare shares, forked out taxes
worth Rs 3,670 crore, and temporarily parked Rs 2,850
crore in Vodafone Essar in lieu of a 5.5% stake. Piramal
is in deep thought these days. He’s seeing many deals,
but nothing’s got him breathless yet. While he figures out
what to do with the hoard, here’s the kind of cash he has
generated for shareholders.

Suppose you had invested Rs 1,000 in Nicholas Labs
(which later became Nicholas Piramal and is now Pira-
mal Healthcare) in 1988. That would have been worth Rs
29 lakh in March this year. That’s a compounded annual
growth rate (CAGR) of 28%. The same sum invested
in the Sensex over the same period would have fetched
returns of 17%. According to data from Value Research,
an independent financial research firm, the best funds
in the country—HDFC Equity, Reliance Growth, and
Franklin India Bluechip—give 28% over 15 years. That
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The Piramalson
vacationin the'90s:
[Fromleft] son
Anand, wife Swati,
Ajay, and daughter
Nandini. Bath his
children have joined
the business.

makes Piramal one of the best investors in India. In the
U.S., anything over 10% makes you great—Warren Buf-
fett’s Berkshire Hathaway has returned 15% in the last
20 years.

PLAYING SEER ON Deal Street isn’t easy at the sim-
plest of times, and Piramal’s managed to do that in two
of the most electrifying decades of Indian business. He
is not a trader, but neither is he an industrialist in the
Indian sense, though he exhibits shades of both—he buys
low, invests, builds, and sells high. He doesn’t invest in
stocks, believes discounted cash-flow models are “over-
rated”, doesn’t care much for analysts (“I can’t determine
my strategy based on what analysts say”), relies on his
own instincts, almost always does the crucial meeting
alone and face-to-face, and, above all, tries to keep things
simple. When he wrote to Abbott proposing the deal, it
was a simple three-page note.

He kept investment bankers out because they would
have suggested lower multiples (“At best between 2.25
times to 2.5 times”) and listened only to the advice of
Harvard Business School dean, Nitin Nohria, a confi-
dant. Nohria wasn’t available for comment because of
Harvard’s policy of not commenting on companies, but




Piramal says Nohria counselled him to stick to facts in
the note and not exaggerate. “We didn’t give any projec-
tions, except one year out, which we were sure of]’ says
Piramal. He adds that this honest, boy scout approach
worked because the final multiple was very close to what
he, after discussions with Nohria, had suggested.

You can also tell much about Piramal from the busi-
nesses he hasn’t touched, such as infrastructure. He
says he has stayed away so far because he isn’t sure how
above-board it is.

Piramal dislikes being labelled, but pushed, he sees
himself as a contrarian for his willingness to fly in the
face of common sense (like pushing ahead with Boeh-
ringer despite all the contingent liabilities). However,
Narayanan Vaghul, former chairman of ICICI Bank and
one of the directors on Piramal Healthcare’s board, says,
“He is one person who can read the green very well.”

This may have to do with the fact that Piramal really
never had a legacy and had to read opportunities early
in his career. Sure, he comes from a storied industrial
family that’s over a 100 years old, but in his youth in the
70s (he is 56 now) he saw much of his inheritance de-
stroyed. The Piramals were huge in textiles, the industry
that bore the brunt of trade union leader Datta Samant’s
labour agitation, a blow from which they, and most other
mill owners, never really recovered. Moreover, given that
many of the mills were in Mumbai, their cost structures
became unviable.

That did a couple of things for Piramal. He developed a
nose for opportunity. So, when multinational pharma com-
panies wanted to leave and the large domestic players were
eyeing overseas markets, Piramal built an India-focussed
business. Now, when the foreigners want to get in, he is
exiting. Also, many of the companies he bought were sit-
ting on large tracts of valuable land. He began developing
those. Take Roche’s unit in India, which Piramal acquired
in 1993 for Rs 20 crore. The first decision he took after the
acquisition was to shift Roche’s factory in Tardeo, Mum-
bai, to his existing plant in Pithampur, Madhya Pradesh.
He then converted the Tardeo factory into one of India’s
first malls, Crossroads. Shifting the production took about
nine months, during which the market share of Roche’s
products nosedived. “But he was not too concerned about
it, perhaps because he had already factored that into the
cost,” says Ashutosh Ojha, a former colleague, now with
the Narsee Monjee Institute of Management Studies.

“When we were negotiating for Rhéne-Poulenc [in

SQUARE FEETISTHE SALEABLE AREA
UNDER DEVELDPMENT BY INDIAREIT,
PIRAMAL'S REAL ESTATE FUND. HIS
NEXT BIGBET ISREALTY.

WITH PIRAMAL, YOU ENTER HIS MIND
AND OBSERVE HIS THINKING PROCESSES;
YOU ARE PART OF WHAT IS HAPPENING.
ANDYOU CAN HAVE AN INFLUENCE OVER
THE DECISIONS THAT HE MAKES.

—-NARAYANAN VAGHUL, ex-chairman, ICICI Bank

20001, the objective was an acquisition which would be
truly incremental from day one,” says Piramal. Of the

Rs 236 crore he paid for the company, Rs 80 crore was
recovered from the sale of its offices in Worli, Mumbai,
to the Aditya Birla group. Another plant in Bhandup,
Mumbai, was also sold off. The acquisition doubled Pira-
mal Healthcare’s turnover in one stroke, and gave it the
critical scale to compete with larger players.

He also became dispassionate about business. Though
he has a son, Anand, who has just joined Piramal Realty,
the real estate arm of the group, fresh from Harvard
Business School; and a daughter, Nandini, who joined
Piramal Healthcare five years ago, he isn’t fussed about
who he is building his empire for. This is unlike most
other Indian businessmen who believe they build
businesses for their children to inherit. Says Vaghul:
“Piramal is not committed to any particular business
or a segment of business for the future generation. His
investment philosophy is to look for wealth creation
without attachment.”

Consider the one business that Piramal has been bet-
ting on heavily for the past few years—drug discovery,
something very close to his heart. In 1999, he set up
Piramal Lifesciences to search for the next big cure and
since then, according to industry sources, 16 molecules
have gone into trial. Earlier this May, the board decided
to merge Lifesciences into Piramal Healthcare so that its
losses could offset some of Piramal Healthcare’s taxes.
While Piramal remains mum about Lifesciences’ activi-
ties, it’s believed he is pinning his hopes on a cancer drug.
So far, he has invested between Rs 600 crore and Rs 700
crore and plans to invest another Rs 300 crore or so over
the next four years, most of it from the money he made
on the Abbott deal.
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AJAY’S AVATARS

What Piramal’s high-profile deals reveal about him.
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Given that he has no experience of drug discovery, and
that even in the best of circumstances it is hit-and-miss,
Piramal’s chances, at least on paper, look thin. He doesn’t
comment on it, but says, if in the next four years no
molecule of his hits the market, he’d be happy to pull the
plug. Read that as his stop-loss theory.
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THE RETURN PIRAMALIS
EXPECTING ON HIS INVESTMENT
INVOOAFONE ESSAR.

IN MUMBAI'S HIGH SOCIETY, Piramal is seen as an
unhurried CEO who loves photography (he uses Canon
and likes shooting wildlife, ideally in Ranthambhore),
and throws great parties where the city’s jet set schmooze
over canapés. He once sat actor-turned-Bharatiya Janata
Party Member of Parliament Shatrughan Sinha, known
for his over-the-top dialogues, on a velvet throne.

Piramal says he doesn’t get stressed unnecessarily, but
adds: “It doesn’t mean that I don’t work. I work much
longer [than perceived] and most of my colleagues
would agree.”

The truth is, like all great investors, Piramal doesn’t
let on. Deepak Satwalekar, former managing director of
insurance company HDFC Standard Life and on Piramal
Healthcare’s board, says he gives an impression of being
laid-back, but that masks a very sharp mind that’s able to
assess the potential of an asset, its growth in its existing
business, and where new markets could lie. “I don’t
know if he is a poker player [he is not], but from his face
you cannot make out whether he is interested in a deal,
whether he is desperate or uninterested. You probably
never see beneath the mask; you can only make out that
it is a mask because of the deliverables.”

Satwalekar talks about how Piramal walked out of
negotiations on acquiring a pharma company in 2008
because the seller quoted a price higher than what he had
in mind. A year later, Piramal would acquire the company,
U.S.-based Minrad, for Rs 188 crore, which was “a fraction,
maybe about 10%, of the original price”. Piramal explains:
“If a company is going downhill, sometimes when it doesnt
get the much-needed cash infusion, it slides further. We
walked out of the talks but we always kept a relationship
and we also kept tabs on what was happening.”

On deals, Piramal starts by putting himself in the
other person’s shoes and figuring out what it would take
beyond money. Vijay Shah, MD, Piramal Glass, who has
known him for nearly two-and-a-half decades, says he
always pushes them to find out what the other party is
looking for. “There is always something other than the
price that’s important for the other side,” says Shah. Tt
could be an exit, it could be a promise of how their brands
will be used, or assurances on the treatment of senior
management. “You have to spend time thinking about
what the other person wants. That is the key, and then you
position yourself in that way. There’s a value to this trust
that you create;” says Piramal. What he doesn’t say is that
sometimes this allows him to negotiate a better price.




In many of his buys through the 1990s (Roche or
Hoechst), he was offering MNCs the opportunity to exit
a troublesome market where the patents regime was
wobbly. What sweetened the terms beyond the money
was Piramal’s commitment that he would never sell their
drugs overseas. That’s why he has never exported generics
unlike other Indian pharma companies and, in turn, has
stayed the first port of call for MNCs wanting to leave.

Piramal has also been criticised for this approach. Take
the sale to Abbott. One option could have been for him
to carve out the generics business, list it, and then get
Abbott to buy it through an open-market transaction.
That way he could have created a way for his shareholders
to exit if they wanted to and, equally, paid less in capital
gains tax. Instead, he sold the business directly to Abbott,
for which Piramal Healthcare had to pay Rs 3,670 crore
in taxes, something that some of his shareholders weren’t
happy about.

Piramal’s counter: There’s a premium associated with
getting “100% of an asset” rather than part of it. Also, open
market transactions are time consuming, there are uncer-
tainties, etc. Since Piramal spared Abbott all of this, (read,
knowing what the other party wants), he got a great deal.

BEING PIRAMAL ISN’T EASY. He says the ability to see
what others don’t comes from the conversations he keeps
having. Board members say chats with Piramal are always
open ended: What do you think about this particular asset
given the range of options available? What should we re-
ally go for? What do you think of my team? Are they right
for our strategic intent? What are your views about the
standard of governance? S. Ramadorai, ex-CEO of Tata
Consultancy Services and on Piramal Healthcare’s board,
says he has a number of one-on-one conversations “which
are often centred on the other person’s expertise”

Vaghul says, “With Piramal, you enter his mind and
observe his processes of thinking; you are part of what is
happening. And you can have an influence over the deci-
sions that he makes.” That, incidentally, is how Mahatma
Gandhi’s biographer Louis Fischer described his interac-
tions with Gandhi.

So, what's swirling inside Piramal’s mind about his next
set of big bets? Sure, he has set up three teams to evaluate
a range of opportunities—one of the things on his agenda
is to democratise the thinking. Daughter Nandini says the
one thing she has been trying to change in the company
is to bring in systems and processes. “I've been trying very
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YOU HAVETO SPEND TIMETHINKING
ABOUTWHATTHE OTHER PERSON
WANTS, AND THEN YOU POSITION
YOURSELF IN THATWAY. THERE'S A
VALUETO THIS TRUSTTHATYOU CREATE.

~AJAY PIRAMAL
®

hard to set up weekly meetings with him [ Piramal], but I
haven’t succeeded,” she says. Given how he is wired, ulti-
mately the big decisions will be his and his alone.

R.A. Shah, board member and a senior partner at Mum-
bai law firm, Crawford Bayley & Co., says that Piramal sets
such high benchmarks that beating his own record will
be tough. Plus, after seeing how high he sells, sellers may
want higher prices from him. “He has so much money and
he has set high expectations, so that may boomerang now.
He will have to find some opportunities quickly”

Piramal, for his part, is uneasy about the environment.
He is worried about Europe and believes that India’s
growth will slow to 6%. So he is happy playing it safe
for now. Currently, much of the cash is lying in securi-
ties, while he’s hoping that the Vodafone investment will
give him 17% to 20% returns, “with limited risk and in a
short period”. While some see this as a further maturing
of Piramal, others say he is finding it difficult to identify a
single strain of business that can be scaled up. On paper,
of course, these are ideal conditions for Piramal: economic
uncertainty all around with sliding asset prices.

A long-timer at Piramal Healthcare says that Piramal’s
natural instinct is for real estate. He will focus on it once
again. (An agreement within the family prevented him
from developing real estate between 2005 and 2007).
“Whether it’s maintaining quality or sticking to delivery
schedules, these things are not found very often in real es-
tate. And these give you a premium when you sell,” he says.

Piramal says his ability to take risks has not changed in
three decades. “I have the courage to take decisions. They
may be wrong or right, but I do take decisions.” The world
though, will just have to wait. @
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JSWSTEEL Mumbai 2492918 280 | 2390024 26 1753.38 53 98 3300082 73 304
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