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Emami’s old-school promoters were
nlmble enough to acquire Zandu. They
need many more manoeuvres to
become a major FMCG player

Aané_nd Pandey & Pradipta Mukherjee

Emami Group chairman
R S Agarwal (left) and joint
chairman R S Goenka at work
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hey Shyam Goenka, 61, the joint chairman
hieEmamigroup, loves totake an occasional
the group chairman and hisfriend of over
ars, Radhey Shyam Agarwal. Like most
chool entrepreneurs, Agarwal has a habit
oribbling down numbers on a piece of pa-
perduring niéetings. When Goenkaand Agarwal sitwith
the next-genﬁ‘ation directors from the two families, at
times Goenkasnatches the scribbled note from Agarw-
al’s hand, giye it to one of the directors and asks him to
check the fina ‘figure. Surprisingly, every time Goenka
has done this; Agarwal’s final figure has turned out tobe
incorrect. “Ourchildren laugh at this,” says Agarwal.

Goenka is the cod @e known for his metﬁmlous
planning, while Agdrwal is the galloping warhorse,
whose business instingts appear incredible at times,
but, according to Go nﬂa “turn out, amazingly, to be
prophetic”. Sure enaugh, most of the promoters’ deci-
sionsbear the stamp f@oenka s diligence and Agraw-
al's foresight.

They characterised ﬁaelr firstlife-altering decision.
In 1974, the duo left ¢ushy jobs at one of the Birla com-
panies tosell “beaut ;aﬁd cosmetic produets priced 30
percent higher than e{com peting brands, piled on the
back of a hand-pull ;takshaw according to Agarw-
al'syoungersonand Emami’s execufive-director, Harsh
Vardhan. Onecould hardly predict thattheduowilltake
the business, starte aseed capital of Rs 20,000, to
where it is today: R: 1! ?00 crore flowing in from fast-
moving consumer agds newsprint, edible oil, real
estateand health care.Itagain cameintoplay fouryears
later when they tookovera sick unitnamed Himani Ltd
and pressed on to makeit work for eight years.

continued on page 4
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In 1984, Himani gave them Boroplus, a
blockbuster product that rejuvenated their
FMCG business.

As Emami acquired Zandu Pharma-
ceutical Works recently — the culmina-
tion of asix-month battle—itfought with
precision and planning. The mark of fore-
sight, however, is yet tobe seen.

To seal a deal

Toacquirean Indian listed company, one
needsa Teflon exterior, which would pre-
vent things from sticking. Mumbai-based
Rs 140-crore Zandu isa 100-year-old com-
pany that manufactures more than 300
herbal and ayurvedic products. A zero-
debt company with astrongbrand name,
Zandu has always been an attractive tar-
getforboth Indian as well as multinational
FMCG companies.

InMay this year, when Emami picked
up23.6 percent stake inan off-market deal
from the Vaidyas, one of the two promot-
er groups of Zandu, it looked a smart, al-
beitexpensive, move. Accordingtoreports,
Emami paid Rs 130 crore to the Vaidyasat
an offer price of Rs 6,900 a share (includ-
ing Rs 100 a share as non-compete fee).

Immediately after Emami’s an-
nouncement of the mandatory open offer
of 20 per cent to Zandu shareholders at Rs
7,135 a share, Zandu sought to stave off
what it saw as a hostile takeover bid by
takingrecourse toa popularand effective
tacticknown in M&A parlanceas the Shark
Repellent manoeuvre. It sent a notice to
Bombay Stock Exchange saying the com-
pany intended toissue preference shares
to the company’s promoters and direc-
tors. This was aimed at fortifying Zandu'’s
second promoter group, the Parikh fami-
ly. Emami got wind of the note and sent a
legal notice to Zandu the nextday, which
forced the Parikhs to withdraw the plan.
“The independent directors on the Zan-
duboard were kind enough tounderstand

" ourpointof view,” says Harsh Agarwal.

Meanwhile, Zandu'’s shares at BSE
stayed around Rs 10,000 a share in antici-
pation that Emami will raise the offer price.
Emami’s promoters remained unfazed.
“We think we have done a fair evaluation
keeping in mind the industry standards,”
said a pressstatementissued shortly after-
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wards. Meanwhile, the stock market soared
in July, when Emami’s open offer opened.

By that time, the expected had hap-
pened. The Parikhs, anticipating Emami’s
nextstep, had raised theirstakein Zandu
from 18 per cent to 22 per cent. They
owned another 20 per cent, said industry
sources, through family members and as-
sociates. Atthe same time, the Parikhs had
goneaboutknockingonall possible doors
— Securities & Exchange Board of India,
the Company Law Board (CLB) and the
Bombay High Court — but by the end of
August, itwas clear thatas faras the Parikhs
were concerned, Zandu wasalost cause.

By mid-September, Zandu’s shares

had fallen below Rs 16,700 and that was
when Emami doubled its offertoRs 15,000
ashare. Zandu ran out of options when
CLB asked the two companies to try and
settle out of court.

On October 3, Emami revised the of-
fertoRs 16,500 a share and, accordingto
sources, this was when some of the Parikh
family members evinced interest in quit-
ting the company, saying they would not
get a better price. Trade reports were re-
leased soon after, stating that Emami had
entered intoa share-purchase agreement
with Zandu. Lookingat the price that Ema-
mi paid for the deal —Rs 800 crore fora
Rs-160 crore entity—itappears that dili-

gence may have given way toadventure.

Experts say the deal holds lessons for
future buyers. KPMG's corporate finance
director, Nandini Chopra, whoalso heads
the firm’s valuations practice, says: “Ac-
quirers in future would possibly seek to
be more in control of their pursuits by en-
suring that they are negotiating, from the
outset, with majority blocks of share-
holders.” This would help mitigate the
risk of another shareholder block per-
ceivingitasapotentially hostilesituation.
“This will also prevent the target compa-
ny’sremaining shareholders from putting
up bid defence strategies, which would
ultimately increase the cost of acquisition,

or, worse still, thwart it,” she adds.
Emami’s persistence with the deal says
something about what it expects from the
acquired company. ‘Atalmost 5.5 times the
sales multiple and almost 30 times EBID-
TA (earning before interest, depreciation,
tax and amortization) multiple, Emami is
expecting stupendous growth from the
Zandu franchise,” says CRavishankar, man-
ager-strategicand commercial intelligence,
transaction services, KPMG India.
Speaking to the strategist after the ac-
quisition, R S Agarwal indicated that he
expected Emami's FMCGbusiness totouch
Rs 1,100 crore by 2009-10. Harsh Agarw-
al, who has been overseeing the post-ac-

quisition brand consolidation, sounded
evenmore optimistic. “Weexpectoursales
and profitability to grow by twe to three
timesin thenextcoupleof years,” he said.

Accordingto Associated Chambers of
Commerceand Industry, FMCG sales have
notbeen affected by the current slowdown
and the sectoris expected to touch $25 bil-
lion by theend 0f 2008, as against $20 bil-
lion in 2007.

Apositive industry outlookand Ema-
mi’s compounded annual growth rate at
animpressive 25 per centfor thelast three
years, theanticipation is soaringin there-
gion of 34-35 per cent. However, the steep
takeover price and historically low growth
of the Zandu franchise (10 per cent CA-
GR)indicate that there ismore to Emami’s
enthusiasm than meets the eye.

Analystssay theintentisnotonlytoun-
leash the untapped potential of the strong
Zandu brand — deploying a mix of mar-
keting, distributionand operational strate-
gies—but also to prepare the ground for

Landu balm is the market
leader and Menthoplus is
the strong third player, so
hoth can continue
without competing with

each other. They can play
complementary roles

HARSH AGARWAL
Director, Emami

Emami to play a biggerrolein the consumer
goods market. Earlierthismonth, RS Agar-
wal and R S Goenka issued a statement say-
ing that the company plans to position it-
selfas a “food products and personal care
major”. Food products and personal care
comprise the biggest slices of India’s Rs
96,000 crore FMCG pie, accounting for43
percentand 22 per cent, respectively.

Marked markets

Emami has not yet announced the final
product strategy but careful analysis seen
inthelight of recentannouncements shows
that its product portfolio is changing in
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terms of the market size of each product
category. Before Zandu cameintothefold,
Emamiwas the marketleaderintwoniche
categories: Boroplus cream, with 70 per
cent, led theRs 190 crore antiseptic creams
market, and Navratna, with over 50 per
cent, headed the Rs 397 crore cooling oil
category. “Now, with theRs 120 crore Zan-
du Balm in its fold,” says Harsh Agarwal,
“Emami leads the ‘rubificient’ (local pain
ointment) category withacombined mar-
ket share of more than 25 per cent... Zan-
dubalm is the marketleaderand Mentho-
plus the strong third player, so both can
continuewithoutcompetingwith each oth-
er. They can play complementary roles.”
Similarly, the Rs 170 crore Cyawan-
prash category, dominated by Dabur
Chyawanprash with 61 per cent share of
the market, will see a bigger Emami foot-
print paved with Zandu Special, Sona
Chandiand Kesari Jeevan. ayurvedicmed-
icine, antiseptic creams
Harsh Agrawal sees Emami’s consol-
idation in the classical ayurvedic medi-
cine category as the biggest advantage of
the deal. Indian over-the-counter herbal
and ayurvedic medicine segment is esti-
mated atRs 7,500 crore. Dabur leads this
segment with 10 per cent market share.
Emami and Zandu'’s combined prod-
uct portfolio does not give Emami enough
tostand up tothemight of theRs 2,360 crore
Dabur, Rs 2,290 crore Marico or Rs 1,267
crore Glaxo Smithkline Consumer Health-
care India— much bigger FMCG players.
Experts say Emami will takeitsfirsthig step
tobecomingaserious playerin the FMCG
segment when it comes up with defined
product architecture. AT Kearney India
principal Debashish Mukherjee says an
evolved product architecture, displaying
a much bigger scope than its present
“ayurvedic proxy” positioning will be the
first critical step if Emami aspires tobe an
FMCG major. “Merely changing or rear-
ranging the existing product categories will
notputEmamiintothebigleague,”headds.
Mukherjee adds that unless herbal or
ayurvedic consumergoods players hitmass
retailing, they can’t hope to challenge se-
rious FMCG players such as Hindustan
Uniliver or Proctor and Gamble. Smaller
players, such as, Emami will have to think
of ways togainaccess to product categories
they can’t reach. Product improvisation,
customisation, even price variations can
help. Emami’s Chyawanprash product
range, for instance, could see price varia-
tions with the inclusion of Kesari Jeevan,
which is in the premium consumer seg-
ment, Similarly, the rubificientrange can
see price differentiations.

The market is in the villages
Categories such as health supplements
and cooling oil have a huge untapped
potential in the urban and rural markets.
TheRs 600 crore health supplement mar-
ket has a surprisingly low penetration
level of 0.2 percentinrural and 1 percent
in the urban markets. Similarly, cooling
oil has a huge potential in the rural
market. With the increased mediareach,
Emami has a big market waiting to be
explored, and it can only be reached
through awideand efficientdistribution
network.

The cooling oil category has fewrivals,
all of them local players (Dabur Super
Thanda, Himange, Himtaj). Emami’s sub-
stantial advertisingand promotions spend-
ing—more than 20 per cent of sales every
year, much higher than theFMCG indus-
try average of 11-12 per cent — can pro-
vide the beachhead.

Emami has a strong sales network of
2,800 distributors with direct supply to
400,000retail outletsand a product reach
of 2.6 million outletsacross India. Urban
distribution channels cover modern for-
matoutletsand retail stores and rural sales
channels include Emami mobile traders
and Emami small village shops.

Emami has also tied up with ITC
e-Chaupals, Indian Oil Corporation petrol
pumps and the India Post network.
Moreover, it has five sales channels divided
intorural and urban areas. Unlike Zandu’s
distribution channels, which were strong
in the West and South, Emami’s network
is evenly spread out in all regions of
the country.

Third Eyesight chief executive De-
vangshu Dutta says growthin the smaller
towns and rural markets can still be
drivenby penetration and improved avail-
abilitylevels of stock-keepingunits. There
are still vast swathes of consumers in
India whose consumption of packaged
skin and personal care products is negli-
gible. The main causes of optimismabout
continued growth would stem from
this aspect of untapped markets and
unfulfilled demand.”

An AC Nielsen report for April-Sep-
tember 2008 showed that value and vol-
ume growth across a range of products,
such as, skin creams, lotions and hairoils,
was much higherin the rural markets than
in urban markets.

Citing Hindustan Lever’s Shakti Am-
ma initiative, Dutta says if Emami can
map the two portfolios (of Emami and
Zandu) on each other’s distribution chan-
nels, sales could rise quickly. Is the pro-
moterduoready for the new journey? 4



