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SmithKline makes Pounds 250m legal provision: Shares fall on move to cover possible costs of litigation and unveiling of stock merger plan 
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SmithKline Beecham, the UK's second-biggest drugs company, has made Pounds 250m in provisions to cover possible costs in two US legal disputes.

In one case, the company's clinical laboratories arm stands accused of falsely claiming payments from the US government's health service schemes, Medicare and Medicaid. In the other, SmithKline is one of many drug makers in antitrust pricing litigation in the US.

The size of the provision was revealed alongside a plan to merge the company's two classes of share: the A shares largely traded in London and the Equity Units, mostly traded in New York.

Mr Jan Leschly, chief executive, said changes in tax law had enabled the move, which would also involve cash payments totalling Dollars 295m (Pounds 191.5m) - Dollars 0.225 per Equity Unit - in respect of a preference share contained in each equity unit.

The combination of the provision and the share scheme depressed SmithKline shares. The A shares fell 17 1/2p to 714 1/2p. In early afternoon trading in New York, the equity units were down Dollars 1 1/2 at Dollars 55 1/2.
Ms Jo Walton, pharmaceuticals analyst at Lehman Brothers in the UK, said there were fears of a rights issue.

One reason for the share merger, SmithKline said, was that: 'The existing dual share structure could present SB with difficulties in financing investment opportunities at a time when the global healthcare industry is undergoing a period of rapid consolidation.' There were 'no current plans' for a rights issue.

The change in UK tax laws created 'foreign income dividends' (FIDs), through which UK companies could pay dividends overseas out of profits earned outside the UK. Mr Hugh Collum, finance director, said the company planned to pay between 50 and 65 per cent of its aggregate gross dividend as FIDs this year.

The share merger is planned for completion by April 15, when trading will start in ordinary shares and the two old classes will disappear.

Annual results showed 1995 pre-tax profits before exceptionals, including the Pounds 250m for possible legal costs, up 8 per cent to Pounds 1.36bn. SmithKline refused to say what proportion of the Pounds 250m was earmarked for which legal case.

The clinical laboratories dispute with the US government has arisen as a result of a health department investigation into billing practices. Fines have been levied on several US clinical laboratory groups.

SmithKline argues 'substantially all of its claims for payment were justified', but admitted the matter could go to trial.

The clinical laboratories business has consistently beenSmithKline's worst performing operation. Its sales fell six per cent to Pounds 207m in 1995 and trading profit fell 50 per cent to Pounds 18m.The antitrust actions have been partly resolved with a proposed payment of Dollars 30m in cash and Dollars 20m worth of the ulcer drug Tagamet to pharmacies involved in the action. Litigation with other plaintiffs was continuing, said SmithKline.

