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Market Cap Rs197bn/US$4.8bn  Year to Mar FY06 FY07P FY08E FY09E 
Reuters/Bloomberg CIPL.BO/CIPLA IN  Revenue (Rs mn) 29,814 35,787 40,856 47,658 

Shares Outstanding (mn) 777  Net Income (Rs mn) 6,182 6,528 7,763 9,599 

52-week Range (Rs) 275/191  EPS (Rs) 8.0 8.4 10.0 12.3 
Free Float (%) 60.6  % Chg YoY 75.3 5.6 18.9 23.7 
FII (%) 16.8  P/E (x) 31.8 30.1 25.3 20.5 
Daily Volume (US$/'000) 5,800  CEPS (Rs) 9.0 9.7 11.6 14.2 
Absolute Return 3m (%) 1.9  EV/E (x) 26.0 23.9 20.6 16.9 
Absolute Return 12m (%) (3.5)  Dividend Yield (%) 0.9 1.0 1.2 1.4 
Sensex Return 3m (%) 0.1  RoCE (%) 28.6 22.2 21.4 22.6 

Sensex Return 12m (%) 19.2  RoE (%) 33.2 24.2 21.7 22.9 

 

Cipla HOLD
 Downgrade from BUY
Sluggish gait Rs253
Reason for report: Recommendation change 

 

Equity Research 
April 27, 2007 
BSE Sensex : 14229 

Pharmaceuticals 

Earnings revision  
(%) FY08E FY09E 
Sales ↓    6.8 ↓    8.6 
EBITDA ↓  23.4      ↓  21.0 
EPS  ↓  16.6 ↓  15.0 
 

Shareholding pattern  
Sep 
'06 

Dec 
'06 

Mar 
'07 

Dec 
'06 

Promoters 39.4 39.4 39.4 39.4 
Institutional  
investors 27.2 27.8 28.2 28.2 
  MFs and UTI 3.8 3.4 3.3 3.3 
  Insurance Cos. 7.3 8.1 8.1 8.1 
  FIIs 16.2 16.4 16.8 16.8 
Others 33.4 32.8 32.5 32.5 

   Source: NSE 
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+91 22 6637 7508 

Cipla’s Q4FY07 results were disappointing with recurring net profits declining 
34% YoY to Rs1.26bn, significantly below our and Street estimates. This was 
mainly on account of much lower exports and EBITDA margin (which dipped to a 
four-year low of 15.7%). The decline in EBITDA margin was due to worsening 
revenue mix and higher costs as regards R&D, power & fuel and one-time repairs. 
Besides, the company has given a growth guidance of 10-12% sales and 
sustaining margins at FY07 levels, implying a 10-12% YoY EPS growth in FY08E. 
Consequently, we have downgraded EPS estimates 17% & 15% in FY08E & FY09E 
respectively. We have also lowered fair value estimate to Rs240/share from 
Rs327/share. Though Cipla’s business model is low-risk, the earnings volatility in 
the recent past and reclusive management (leading to lack of visibility) are two 
main concerns. We downgrade the stock to HOLD from Buy on the back of above 
mentioned factors and expensive valuations (FY08E P/E of 25x). 

 Disappointing Q4FY07 results. Cipla’s consolidated recurring net profits dipped 
34% YoY to Rs1.26bn in Q4FY07 against our 22% growth estimates. This stark 
difference is attributable to 27% dip in API exports and lower-than-expected dosage 
form exports, which grew just 17% YoY versus 30%+ average in the past seven 
quarters, resulting in almost flat exports at Rs5.3bn. Domestic sales growth was 
healthy at 14% to Rs4bn. EBITDA margin crashed 814bps to a four-year low of 
15.7% on account of poor sales mix (rapid growth in low-margin anti-retroviral) and 
significantly higher costs as regards R&D, power & fuel and one-time repair.  

 Low-risk, robust business model. Cipla’s business model is based on 
partnerships, its core strength in chemistry and strong operating & cost discipline. It 
has not ventured into risky businesses such as NCE/NDDS research and generics 
(para IVs). While this has helped the company contain risks, it has also resulted in 
earnings volatility due to dynamic, competitive landscape. Consequently, we expect 
deceleration in EPS CAGR to 21% in FY07-09E versus 36% in FY05-07.  

 Downgrade to HOLD. Our argument is not just based on Q4FY07 disappointing 
results; we downgrade Cipla to HOLD from BUY due to the underlying earnings 
volatility, reclusive management and lack of visibility on strategy plans, and 
expensive valuations at FY08E P/E of 25x. 
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Earnings revision 

Key reasons for earnings downgrade are: 

• Cipla, possibly for the first time ever, disclosed earnings guidance – FY08 sales 
growth at 10-12% and maintaining FY08 margins at FY07 levels (EBITDA at 23% 
and NPM at 18.5% of sales). This implies a PAT growth of 10-12% YoY in FY08E. 
This growth is less than half of past two years’ average of 36%. Hence, we are 
downgrading FY08 and FY09 earnings.  

• A 27% YoY decline in API exports in Q4FY07 versus our estimate of 20% growth. 
We were aware that Cipla’s growth would be muted given the high base of API 
supplies (sertralin and finasteride) to its partner Teva in FY06. Despite this, in the 
first nine months of FY07, the company recorded a healthy 14% rise in API 
exports. Consequently, we have reduced our API exports forecast for the next two 
years. 

• Dosage form exports grew only 17% YoY compared with 30-35% growth band 
achieved in the first nine months of FY07 and FY06. Hence, we have trimmed our 
FY08 and FY09 growth estimates. 

• EBITDA margin crashed to a four-year low of 15.7% on account of: i) poor sales 
mix as contribution from low-margin products increased (e.g. anti-retroviral), ii) 
significantly higher investments in product filings and bio-studies for the developed 
markets (though this is positive from a medium-term perspective, it will pressurise 
margins in the interim), iii) one-time repair costs and iv) higher power & fuel and 
travel expenditure. As a result, we have downgraded EBITDA margin estimates to 
23-24% in the next two years from 25-26%. 

Consequently, we have downgraded EPS estimates 17% & 15% in FY08E & FY09E 
respectively. Based on the above mentioned factor, deceleration in EPS CAGR (21% 
during FY07-09E versus 36% during FY05-07) and likely worsening of investor 
perception, we have cut fair value estimate to Rs240/share (by applying eight-year 
average one-year forward P/E at 24x to FY08 EPS) from Rs327/share.  

Table 1: Earnings revision 
(Rs mn) 
 FY08E FY09E 
 Old Revised % chg Old Revised % chg
Operating Income 43,825 40,856 (6.8) 52,170 47,658 (8.6)
EBITDA 12,368 9,474 (23.4) 14,497 11,450 (21.0)
PAT 9,306 7,763 (16.6) 11,294 9,599 (15.0)
EPS (Rs) 12.0 10.0 (16.6) 14.5 12.3 (15.0)

Source: i-SEC Research 
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Earnings growth and margin volatility  

Despite a low-risk business model, Cipla’s recurring PAT growth and EBITDA margin 
have been volatile in the past (Chart 1 and 2). This combined with reclusive 
management makes it difficult to predict future earnings with confidence – Q4FY07 
results are case in point.  

Chart 1: Quarterly EBITDA margin and YoY PAT growth trend 

0

5

10

15

20

25

30

35

Q
1F

Y0
3

Q
2F

Y0
3

Q
3F

Y0
3

Q
4F

Y0
3

Q
1F

Y0
4

Q
2F

Y0
4

Q
3F

Y0
4

Q
4F

Y0
4

Q
1F

Y0
5

Q
2F

Y0
5

Q
3F

Y0
5

Q
4F

Y0
5

Q
1F

Y0
6

Q
2F

Y0
6

Q
3F

Y0
6

Q
4F

Y0
6

Q
1F

Y0
7

Q
2F

Y0
7

Q
3F

Y0
7

Q
4F

Y0
7

(%
)

-80

-40

0

40

80

120

160

(%
)

EBITDA margin PAT grow th (RHS)

 
Source: Company data, i-SEC Research 
 

Chart 2: Yearly EBITDA margin and YoY PAT growth trend 
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Source: Company data, i-SEC Research 
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Table 2: Q4FY07 results review 
(Rs mn, year ending March 31) 

  
Q4FY07 Q4FY06 

% chg 
(YoY) FY07 FY06 

% chg 
(YoY) 

Gross Sales 9,291 8,762 6.0 35,330 30,197 17.0 
Excise  219 231 (5.3) 884 1,223 (27.7) 
Net Sales 9,071 8,530 6.3 34,447 28,974 18.9 
Other Operating Income 313 296 6.0 1,340 839 59.7 
Total Operating Income 9,385 8,826 6.3 35,787 29,814 20.0 
Raw Materials 4,975 4,116 20.9 17,280 13,174 31.2 
Personnel Cost  433 426 1.8 1,843 1,508 22.2 
Other Expenses  2,507 2,184 14.8 8,437 7,392 14.1 
Total Expenses  7,915 6,725 17.7 27,560 22,073 24.9 
EBITDA  1,470 2,101 (30.0) 8,227 7,740 6.3 
Interest  13 33 (60.8) 70 114 (39.1) 
Depreciation  261 250 4.3 1,041 802 29.8 
Other Income  221 170 29.8 811 380 113.6 
Recurring pre-tax income  1,417 1,988 (28.7) 7,928 7,204 10.1 
Extraordinary items (Net) - -  80 (106)  
Taxation 160 80 99.4 1,400 1,022 37.0 
Reported Net Income  1,257 1,908 (34.1) 6,608 6,076 8.8 
Recurring Net Income  1,257 1,908 (34.1) 6,528 6,182 5.6 
        
Ratios (%)   bps   bps 
EBITDA  margins  15.7 23.8 (814) 23.0 26.0 (297) 
Net profit margins  13.4 21.6 (822) 18.2 20.7 (249) 

Source: Company data, i-SEC Research 
 

Table 3: Revenue mix 
(Rs mn, year ending March 31) 

  Q4FY07 Q4FY06 
% chg 
(YoY) FY07 FY06 

% chg 
(YoY) 

Domestic sales 3,997 3,495 14.4 17,523 15,027 16.6 
  Exports - Dosage form 3,879 3,320 16.8 13,062 10,315 26.6 
  Exports - API 1,415 1,946 (27.3) 4,745 4,855 (2.3) 
Total export 5,293 5,266 0.5 17,807 15,170 17.4 
Total product sales 9,291 8,762 6.0 35,330 30,197 17.0 
    Technology/fees 242 62 291.6 766 416 84.2 
    Others* 71 234 (69.5) 575 528 8.8 
Total Gross Revenues 9,604 9,057 6.0       36,671        31,153 17.7 
Exports/total product sales (%) 57.0 60.1 (3.1) 50.4 50.3 0.1 

Source: Company data, i-SEC Research; * includes income from US partners 
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Financial Summary 
Table 4: Profit and Loss Statement 
(Rs mn, year ending March 31) 

 FY06 FY07 FY08E FY09E
Operating Income   29,814  35,787  40,856 47,658 
  of which Exports sales  15,182  17,807  20,900 25,641 
  of which Domestic sales  14,631  17,980  19,956 22,018 
Operating Expenses  22,073  27,560  31,382 36,208 
EBITDA  7,740  8,227  9,474 11,450 
  % margins 26.0 23.0 23.2 24.0
Depreciation & Amortisation  802  1,041  1,215  1,410 
Gross Interest  114  70 77 88 
Other Income  380  811  1,171 1,340 
Recurring PBT  7,204  7,928  9,353 11,293 
Extraordinaries (Net)  (106)  80  -  -
Less: Taxes  1,022  1,400  1,590 1,694 
Net Income (Reported)  6,076  6,608  7,763 9,599 
Recurring Net Income  6,182  6,528  7,763 9,599 
Source: Company data, i-SEC Research 
 
Table 5: Balance Sheet 
(Rs mn, year ending March 31) 

  FY06 FY07P FY08E FY09E
Assets   
Total Current Assets 22,923 28,255 34,382 42,549
  of which cash & cash eqv. 445 866 2,322 3,928
Total Current Liabilities & 
Provisions 9,082 11,326 13,327 16,070
Net Current Assets 13,841 16,929 21,055 26,478
Investments    224 4,624 5,124 5,924
Net Fixed Assets 11,436 12,395 13,180 13,771
  of which   
Capital Work-in-Progress 870 400 400 400
Total Assets 25,501 33,949 39,360 46,173
    
Liabilities   
Borrowings 4,689 823 800 750
Deferred Tax Liability 980 980 980 980
Equity Share Capital 600 1,555 1,555 1,555
  Face Value per share (Rs) 2 2 2 2
Reserves & Surplus* 19,140 30,499 35,933 42,796
Net Worth 20,812 33,126 38,560 45,423
Total Liabilities 25,501 33,949 39,360 46,173
*excluding revaluation reserves  
Source: Company data, i-SEC Research  
 
 

Table 8: Quarterly trends 
(Rs mn, year ending March31) 

 Jun-06 Sep-06 Dec-06 Mar-07
Net sales 8,636 8,961 8,805 9,385
% growth (YoY) 30.3 33.4 12.8 6.3
EBITDA 2,289 2,276 2,193 1,470
EBITDA margin (%) 26.5 25.4 24.9 15.7
Other income 140 190 261 221
Extraordinaries (Net) 80 0 0 0
Net profit 1,624 1,803 1,844 1,257
Source: Company data, i-SEC Research  

 

Table 6: Cash Flow Statement 
(Rs mn, year ending March 31) 

 FY06 FY07P FY08E FY09E
Operating Cash flow   6,214  6,758 7,807 9,668 
Working Capital Changes  (3,805)  (2,668)  (2,670)  (3,816)
Capital Commitments  3,652  6,400 2,500 2,800 
Free Cash Flow   (1,244)  (2,310) 2,637 3,052 
Cash flow from Investing 
Activities 

 (2,886)  (2,081)  (2,361)  (2,775)

Issue of Share Capital  380  811 1,171 1,340 
Buyback of shares  -  955  -  -
Inc (Dec) in Borrowings  2,739  (3,866)  (23)  (50)
Dividend paid  (1,773)  (1,916)  (2,329)  (2,736)
Extraordinary Items  106 80  -  -
Chg. In Cash & Bank balance  291  421 1,456 1,607 
Source: Company data, i-SEC Research 
 
Table 7: Key Ratios 
(Year ending March 31) 

 FY06 FY07P FY08E FY09E
Per Share Data (Rs)  
EPS(Basic Recurring) 8.0 8.4 10.0 12.3
Diluted Recurring EPS 8.0 8.4 10.0 12.3
Recurring Cash EPS  9.0 9.7 11.6 14.2
Dividend per share (DPS) 2.3 2.5 3.0 3.5
Book Value per share (BV) 26.8 42.6 49.6 58.4
  
Growth Ratios (%)  
Operating Income 32.2 20.0 14.2 16.7
EBITDA  54.4 6.3 15.1 20.9
Recurring Net Income 75.3 5.6 18.9 23.7
Diluted Recurring EPS 75.3 5.6 18.9 23.7
Diluted Recurring CEPS 71.3 8.4 18.6 22.6
  
Valuation Ratios (x)  
P/E 31.8 30.1 25.3 20.5
P/CEPS 28.2 26.0 21.9 17.9
P/BV 9.4 5.9 5.1 4.3
EV / EBITDA 26.0 23.9 20.6 16.9
EV / Operating Income 6.7 5.5 4.8 4.1
EV / Operating FCF 83.4 48.1 38.0 33.1
  
Operating Ratio  
Raw Material/Sales (%) 45.5 49.2 49.0 49.1
SG&A/Sales (%) 7.0 7.0 7.5 7.6
R&D/Sales (%) 5.2 5.5 5.8 6.0
Other Income / PBT (%) 5.3 10.2 12.5 11.9
Effective Tax Rate (%) 14.2 17.7 17.0 15.0
NWC / Total Assets (%) 52.5 47.3 47.6 48.8
Inventory Turnover (days) 225.1 216.0 220.0 216.6
Receivables (days) 88.4 101.2 109.3 114.1
Payables (days) 84.5 92.9 103.6 109.7
D/E Ratio (%) 27.2 5.4 4.6 3.8
  
Return/Profitability Ratio (%)  
Recurring Net Income Margins  20.5 17.8 18.5 19.6
RoCE  28.6 22.2 21.4 22.6
RoNW  33.2 24.2 21.7 22.9
Dividend Payout Ratio  28.7 29.4 30.0 28.5
Dividend Yield  0.9 1.0 1.2 1.4
EBITDA Margins  26.0 23.0 23.2 24.0
Source: Company data, i-SEC Research 
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ANALYST CERTIFICATION  
We /I, Rajesh Vora, Grad. CWA, CFA analysts and the authors of this report, hereby certify that all of the views expressed in this research report accurately reflect our 
personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to 
the specific recommendation(s) or view(s) in this report.   

Disclosures: 
ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing 
group.  We along with affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India.  We and our affiliates have 
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department.  Our research 
professionals provide important input into our investment banking and other business selection processes.  ICICI Securities generally prohibits its analysts, persons 
reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. 
The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained 
herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to 
any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information 
herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and employees (“ICICI Securities and affiliates”) are under no 
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-
rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or 
ICICI Securities policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances. 
This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy 
or completeness guaranteed. This report and information herein is solely for informational purpose and may not be used or considered as an offer document or 
solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers 
may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes 
investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities 
discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment 
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgement by any recipient. The 
recipient should independently evaluate the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates 
or any other reason. ICICI Securities and affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past performance is not 
necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and 
may be subject to change without notice.    
ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and 
affiliates might have received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for 
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and affiliates 
expect to receive compensation from the companies mentioned in the report within a period of three months following the date of publication of the research report for 
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed that Rajesh 
Vora, Grad. CWA, CFA research analysts and the authors of this report have not received any compensation from the companies mentioned in the report in the 
preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include earnings from Investment Banking and 
other business.  
ICICI Securities or its affiliates collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month 
preceding the publication of the research report.   
It is confirmed that Rajesh Vora, Grad. CWA, CFA research analysts and the authors of this report or any of their family members does not serve as an officer, director 
or advisory board member of the companies mentioned in the report. 
ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities 
and affiliates may act upon or make use of information contained in the report prior to the publication thereof. 
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any 
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category 
of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.  
This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical 
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. 
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