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ANALYSIS OF AGREEMENT CONTAINING CONSENT ORDERS
TO AID PUBLIC COMMENT

In the Matter of Novartis AG
File No. 121-0144

The Federal Trade Commission (“Commission”) has accepted, subject to final approval,
an Agreement Containing Consent Orders (“Consent Agreement”) from Novartis AG
(“Novartis”) that is designed to remedy the anticompetitive effects of Novartis’s acquisition of
Fougera Holdings Inc. (“Fougera”) in several generic pharmaceutical markets.  Under the terms
of the proposed Consent Agreement, Novartis is required to:  (1) terminate Novartis’s marketing
agreement with Tolmar, Inc. (“Tolmar”) with respect to the currently marketed products generic
calcipotriene topical solution, generic lidocaine-prilocaine cream, and generic metronidazole
topical gel (“Marketed Divestiture Products”) and return all of Novartis’s rights to distribute,
market, and sell the Marketed Divestiture Products to Tolmar; and (2) return all rights to
develop, distribute, market, and sell the development product generic diclofenac sodium gel to
Tolmar.

The proposed Consent Agreement has been placed on the public record for thirty (30)
days for receipt of comments by interested persons.  Comments received during this period will
become part of the public record.  After thirty (30) days, the Commission will again review the
proposed Consent Agreement and the comments received, and will decide whether it should
withdraw from the proposed Consent Agreement, modify it, or make final the Decision and
Order (“Order”).

Pursuant to an Agreement and Plan of Merger executed on May 1, 2012, Novartis
proposes to acquire Fougera in a transaction valued at approximately $1.525 billion (the
“Proposed Acquisition” or “Acquisition”).  The Commission’s Complaint alleges that the
Proposed Acquisition, if consummated, would violate Section 7 of the Clayton Act, as amended,
15 U.S.C. § 18, and Section 5 of the Federal Trade Commission Act, as amended, 15 U.S.C. §
45, by substantially lessening competition in the U.S. markets for generic calcipotriene topical
solution, generic lidocaine-prilocaine cream, generic metronidazole topical gel, and diclofenac
sodium gel.  The proposed Consent Agreement will remedy the alleged violations by replacing
the competition that would otherwise be eliminated by the Acquisition.

The Products and Structure of the Markets

The Acquisition would reduce the number of generic suppliers in three current generic
drug markets with likely anticompetitive consequences.  In human pharmaceutical product
markets with generic competition, price generally decreases as the number of generic
competitors increases.  Accordingly, the reduction in the limited number of suppliers within each
relevant market has a direct and substantial effect on pricing.

Generic calcipotriene topical solution is used to treat chronic, moderately severe scalp
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psoriasis.  Only three companies offer generic calcipotriene topical solution in the United States:
Novartis, Fougera, and G & W Laboratories (“G & W”).  Novartis leads the market with a 67
percent share.  G & W accounts for 22 percent, while Fougera represents an 11 percent share.

Generic lidocaine-prilocaine cream is used as a local anesthetic to treat intact skin and to
relieve pain from injections and surgery.  Lidocaine-prilocaine is available in both 30 gram tubes
and packages containing five 5 gram tubes (“5-5 tubes”).  The 5-5 tubes are used only in
hospitals, while the 30 gram tubes are prescribed directly to patients for home use.  Fougera, Hi-
Tech Pharmaceutical Co. (“Hi-Tech”), and Novartis are the only U.S. suppliers of 30 gram tubes. 
The market for the generic 5-5 tubes is even more concentrated as only Fougera and Novartis
offer them.  The Acquisition would therefore create a monopoly in the generic lidocaine-
prilocaine 5-5 tube market.

Generic metronidazole topical gel is used to treat inflamed papules and pustules of
rosacea, a condition that causes chronic redness of facial skin.  Taro Pharmaceutical Industries
(“Taro”) is the market leader with approximately 43 percent market share, Fougera has
approximately 36 percent market share, Novartis has approximately 19 percent market share, and
G & W has approximately 2 percent market share.

Furthermore, the Acquisition could inhibit significant future competition by reducing the
number of potential suppliers in the diclofenac sodium gel market.  Solaraze is a branded drug
sold by Fougera that is used to treat actinic keratosis.  No companies currently market a generic
version of the drug, diclofenac sodium gel, in the United States.  Novartis is best positioned to be
the first generic entrant into this market. 

Entry

Entry into the relevant markets for the sale of the products would not be timely, likely, or
sufficient in magnitude, character, and scope to deter or counteract the anticompetitive effects of
the Acquisition.  Entry would not take place in a timely manner because the combination of drug
development times and U.S. Food and Drug Administration (“FDA”) approval requirements are
likely to take at least two years. 

Effects

In each of the relevant product markets, the Proposed Acquisition likely would eliminate
one of a limited number of suppliers and cause significant competitive harm by facilitating price
increases  or eliminating decreases  after the transaction is consummated.

In generic pharmaceuticals markets, pricing is heavily influenced by the number of
competitors with sufficient supply that participate in the market.  Market participants
consistently characterize generic drug markets as commodity markets in which the number of



3

generic suppliers has a direct impact on pricing.  Customers and competitors alike have
confirmed that the price of a generic pharmaceutical product decreases with the entry of the
second, third, and even fourth and fifth generic competitor.  Further, customers generally believe
that having at least four suppliers in a generic pharmaceutical market produces the most
competitive prices.

Evidence gathered during our investigation indicates that anticompetitive effects are
likely to result from a decrease in the number of independent competitors in the markets at issue. 
The Proposed Acquisition, by reducing an already limited number of competitors or potential
competitors in each of these markets, would cause anticompetitive harm to U.S. consumers by
increasing the likelihood of higher post-acquisition prices.  In the market for generic
calcipotriene topical solution, Novartis and Fougera are two of only three suppliers.  In the
lidocaine-prilocaine cream 30 gram tube market, Novartis and Fougera are two of only three
suppliers of the product, and the Proposed Acquisition would eliminate Fougera as an
independent competitor to Novartis leaving only Hi-Tech.  In the generic lidocaine-prilocaine
cream 5-5 gram tubes market, the Acquisition would result in a merger to monopoly.  In the
generic metronidazole gel market, Novartis and Fougera are two of four competitors, and
combined, Novartis and Fougera represent 55 percent of the market.  In all of these markets,
industry participants have indicated that the presence of Fougera as a competitor has allowed
them to negotiate lower prices.  

Finally, the Acquisition would eliminate significant potential competition between
Novartis and Fougera in the market for the sale of diclofenac sodium gel.  Novartis, through its
agreement with Tolmar, was the first to file for an approval of a generic form of Solaraze with
the FDA.  Thus, Fougera’s brand, Solaraze, is likely to face competition solely from Novartis for
a significant period of time when generic competition is introduced into this market.  As a result,
the Acquisition would increase the likelihood that the launch of a generic diclofenac sodium gel
product would be delayed or abandoned altogether and increase the likelihood that the combined
entity would delay or eliminate the substantial price competition that would have resulted from
the entry of a supplier of a generic diclofenac sodium gel product.

The Consent Agreement

The proposed Consent Agreement effectively remedies the Proposed Acquisition’s
anticompetitive effects in the relevant product markets.  Pursuant to the Consent Agreement,
Novartis is required to return certain rights related to the relevant products to Tolmar no later
than ten (10) days after the Acquisition.  Specifically, the proposed Consent Agreement requires
that Novartis:  (1) terminate its marketing agreement with Tolmar, thereby returning all of its
rights to distribute, market, and sell the Marketed Divestiture Products back to Tolmar; and (2)
return all rights to develop, distribute, market, and sell generic diclofenac sodium gel to Tolmar. 
Tolmar is the Colorado-based developer and manufacturer of the relevant generic products.

If Novartis does not fully comply with its obligations to return all rights to generic
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calcipotriene topical solution, generic lidocaine-prilocaine cream, generic metronidazole topical
gel, and generic diclofenac sodium gel, the Commission may appoint a trustee to effect the return
of such rights.

The proposed remedy contains several provisions to ensure that the transfer of rights
back to Tolmar is successful.  The Consent Agreement contains an Order to Maintain Assets that
requires Novartis to continue to market the Marketed Divestiture Products in a manner that
maintains the full economic viability and marketability of the businesses until Tolmar directs
Novartis to cease marketing the Marketed Divestiture Products or Tolmar’s new marketing
partner commences the distribution, marketing, and sale of the Marketed Divestiture Products.

The Commission appointed William Rahe of Quantic Regulatory Services, LLC to act as
an interim monitor to assure that Novartis expeditiously complies with all of its obligations and
performs all of its responsibilities as required by the Consent Agreement.  In order to ensure that
the Commission remains informed about the status of the returned rights and assets, the Consent
Agreement requires Novartis to file reports with the interim monitor who will report in writing to
the Commission concerning performance by Novartis of its obligation under the Consent
Agreement.

The purpose of this analysis is to facilitate public comment on the proposed Consent
Agreement, and it is not intended to constitute an official interpretation of the proposed Order or
to modify its terms in any way.


