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The deal at a glance: SmithKline Beckman Corp., Philadelphia, completed a merger with London-based Beecham Group PLC on July 26 in a stock swap valued at $8.2 billion, creating the second largest pharmaceutical company in the world. Each SmithKline share was exchanged for one American depository receipt consiting of five class B ordinary shares in SmithKline Beecham and preferred stock in a U.S. unit of the new company. SmithKline also paid its shareholders a one-time special cash dividend of $5.50 a share, which is funded with available cash and other borrowings. Beecham stockholders received 0.8784 of class A ordinary shares in the new company and loan notes of 1.75 British pounds per share. 

Beecham sold its cosmetics and fragrance businesses, as well as other non-core businesses. 

The merger was financed through an exchange of tax free securities. 

The dealmakers: Morgan Guaranty Trust Co. and Goldman, Sachs & Co. were advisers to SmithKline Beckman Wasserstein, Perella & Co.; Kleinwort, Benson Inc.; and Morgan Guaranty Trust were advisers to Beecham. 

The uniting of SmithKline and Beecham is a merger of equals in the $127 billion global drug industry and was the largest merger and the fourth largest acquisition on record. The new company, based in London, has combined annual sales of $6.5 billion and a combined market capitalization of $16.4 billion, making it second only to Merck & Co. in a fast-growing industry that is trying to maintain its high profitability. 

"Both companies recognize that we are operating more and more in an increasingly competitive and truly worldwide marketplace for our products," said Henry Wendt, chairman of the new company, and Robert Bauman, chief executive, in a joint statement. Both said the merger will give them the resources to compete not only in the United States but also in the changing European market and in the expanding economies of Japan and the Pacific Basin. 

The new company will be organized into two basic operating groups: prescription medicine; and consumer health, animal health and clinical laboratory services. 

The SmithKline Beecham union has had a ripple effect in the pharmaceutical industry. On the heels of the SmithKline announcement, Bristol-Myers Co. announced it would merge with Squibb Corp., and Marion Laboratories Inc. announced it would merge with Merrill-Dow Pharmaceuticals Inc. 

The possibility of a takeover dogged SmithKline early in 1989 following reports that increased competition dampened sales of the company's anti-ulcer drug, Tagamet. Tagamet accounts for more than half of the company's prescription drug sales. 

The merger is significant in other ways, according to analysts. It could accelerate a push by European drug companies to increase their presence in the United States, the world's largest market. In addition to outright mergers and acquisitions, analysts believe more European companies will seek cooperative agreements with U.S. drug companies. 

European drug companies for the most part have been shut out of the U.S. market in the past year. F. Hoffmann La Roche & Co., Basel, Switzerland, was outbid by Eastman Kodak Co. in the fight for Sterling Drug Inc.; and Sanofi S.A., Paris, opted out of a bidding war for A. H. Robins Co. Inc., which went to American Home Products Corp. 

One reason for the SmithKline merger was to cut down on the escalating costs of research and development to create new drugs. According to analysts, it now costs an average of $125 million to bring a new drug to the U.S. market. SmithKline Beecham's new R&D program will exceed $500 million annually, making the company one of the largest investors in new product research in the industry. 

"We will have the development and marketing clout to make our over-the-counter products a success in true global distribution," Mr. Bauman said in the release. 

In addition, the SmithKline Beecham merger created a unique financing instrument that solved the problem of funding cross-border mergers and acquisitions with equity. 

Devised by Hugh Collum, Beecham group finance director, and Kenneth Kermes, SmithKline's chief financial officer, the instrument, a global security, ensures the merger company could raise capital in both the British and U.S. equity markets. 

The SmithKline Beecham equity units are called stapled stocks, because they are a hybrid of Beecham common stock that are attached to SmithKline preferred shares, at a rate of five Beecham common shares to one SmithKline preferred share. 

The units trade as American depository receipts on the New York and London stock exchanges. In the United Kingdom, common shares are priced at four to eight British pounds; in the United States, preferred shares are priced at $30 to $50. ent a formidable combination.
