
Much below our expectations
Cipla posted a 30% YoY drop in PAT (adjusted) at Rs1.20 bn (against
our expectation of Rs1.97 bn) in 1Q FY08, impacted by weak sales,
rupee appreciation and change in the products mix. EBITDA margin
plunged 869 bps at 17.7% driven by higher raw material cost to sales,
significant increase in staff cost and other expenses. Sales at Rs9.02
bn (4% growth) was much lower than our expectation of Rs10.33 bn
in 1Q FY08. This has been due to slower growth of 7% in domestic
formulations and muted formulations exports during the quarter.

We are revising our FY08E earnings estimate downward by 28.7% at
Rs8.7 per share and introducing FY09E estimate with EPS of Rs9.9. We
are maintaining our Sell rating on the stock with a revised target price
of Rs199 (20x FY09E earnings) from earlier Rs244, as we believe that
risks return metrics are not favourable and we do not see any
significant upside from the current levels. The stock is trades at 22x
FY08E earnings and 19.3x FY09E earnings.

Highlights

nnnnn Old products slow down growth in domestic formulations: Domestic
formulations sales posted a lackluster 7% YoY growth at Rs5.05 bn in
1Q FY08. Slow growth in old products at primary levels led this overall
weak growth in the domestic markets. Cipla has been facing some
pressure in the domestic markets with the growth slowing down vis-
à-vis its traditional 15-17% growth momentum for the last few years
(see Exhibit 1). We expect growth to come back on track in the coming
quarters, to post a growth of 11-12% p.a., but it would still be lower
than its past momentum.

Price Performance (%)
1M 3M 12M

Absolute               (8.8)  (18.2)  (13.1)
Relative*        (17.5)  (31.2)  (69.1)

* To the BSE Sensex
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(As of 23 Juiy 2007)

Shareholding Pattern (%)
Promoter 39.4
FIIs 15.7
MFs / FIs/ Banks 12.6
Others / Public 32.4
(As of 30 June 2007)

Source: Company data, ASK Securities. Note: Valuations as of 23 July 2007.

Exhibit 1: Financial summary                          (Rs mn)

Y/E March FY05 FY06 FY07 FY08E FY09E

Net Sales   22,545   29,815   35,787   41,068   48,038

EBITDA    4,949    6,652    8,192    8,610    9,886

EBITDA (%)      22.0      22.3      22.9      21.0      20.6

Net Profit (Adjusted)    4,092    6,076    6,608    6,754    7,719

Net Profit (Reported)    4,092    6,076    6,608    6,754    7,719

EPS (Rs)        5.3        7.8        8.5        8.7        9.9

EPS Growth (%)      26.9      48.5        8.8        2.2      14.3

RoCE (%)      30.6      32.7      27.3      23.3      24.1

RoE (%)      27.2      32.6      25.1      19.9      20.3

PE (x)      36.3      24.5      22.5      22.0      19.3

Price/Book Value (x)        9.0        7.2        4.7        4.1        3.7

EV/EBITDA (x)      30.4      23.0      17.7      16.9      14.7
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Please see important disclaimer at the end of the report.
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Exhibit 2: Slow down in domestic formulation sales

Source: Company data, ASK Securities.

nnnnn Exports sales impacted by rupee appreciation and flat formulations
sales: Cipla registered a dismal 2% YoY growth in exports at Rs4.02
bn, impacted by flat formulations exports at Rs3.2 bn. Formulations
exports is driven by registrations across all regions, ARVs in Africa
and US generics. However, pricing pressure in the US generics
markets and strong rupee vis-à-vis dollar has taken its toll on the
growth of exports formulations. The current quarter could also
witness similar trend. However, APIs sales grew 9% at Rs816 mn in
1Q FY08. We believe the overall exports growth would slow down to
less than 20% in FY08E.

Exhibit 3: API and formulation exports    (Rs mn)

Source: Company data, ASK Securities.
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Formulations APIs

nnnnn Robust pipeline for the US generics, but pricing pressure taking its
toll: Cipla is currently working on more than 125 products at various
stages of development/pending approvals and already has around
10 products in the market. This would primarily drive the exports in
the regulated markets, as a large number of products are going off
patent over the next 2-3 years. However, severe pricing pressure in
the US generics space is capping the scale up in sales from these
markets.
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nnnnn Margins to remain under pressure: EBITDA margin dropped 867 bps
at 17.7% in 1Q FY08 against our expectation of 23.9%. Margins have
got impacted owing to rupee appreciation as well as unfavourable
change in the products mix. Cipla has been witnessing volatile
margins for the last few quarters. We believe margins would continue
to remain under pressure, going forward, with strong rupee and
pricing pressure in the US generics and increased competition in the
domestic markets.

Exhibit 4: Trend in EBITDA margin                      (%)

Source: Company data, ASK Securities.

nnnnn No significant upside: We are revising our FY08E earnings estimate
downward by 28.7% at Rs8.7 per share and introducing FY09E
estimate with EPS of Rs9.9. We are maintaining our Sell rating on the
stock with a revised target price of Rs199 (20x FY09E earnings) from
earlier Rs244, as we believe that risks return metrics are not
favourable, and we do not see any significant upside from current
levels. The stock is currently trading at 22x FY08E earnings and 19.3x
FY09E earnings.
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Exhibit 5: PE band (1-year forward)

Source: Bloomberg, ASK Securities.
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Exhibit 7: Sales mix                       (Rs mn)

1Q FY08 1Q FY07 % chg FY07 FY06 % chg
Domestic 5,054 4,729 6.9 17,523 15,027 16.6
Exports 4,019 3,938 2.1 17,807 15,182 17.3
Formulations 3,203 3,187 0.5 13,062 10,315 26.6
APIs 816 752 8.5 4,745 4,867 (2.5)
Gross Sales 9,073 8,667 4.7 35,330 30,209 17.0
Technology income 113 90 25.7 766 416 84.2
Other operating income 102 112 (8.8) 575 528 8.8

Operating revenues (Gross)     9,288     8,869 4.7   36,671   31,153 17.7
Source: Company data, ASK Securities.

Exhibit 6: Quarter result                       (Rs mn)

1Q FY08 1Q FY07 % chg FY07 FY06 % chg
Net Revenues     9,018     8,636 4.4   35,787   29,958 19.5
EBITDA     1,597     2,278 (29.9)     8,192     6,722 21.9

EBITDA (%)        17.7        26.4        22.4        22.4
Other Income         185         220 (15.5)         891      1,210 (26.4)

Interest             8           28 (70.6)           70         114 (39.1)
Depreciation         303         260 16.3      1,041         830 25.4
PBT     1,472     2,209 (33.4)     7,973     6,989 14.1
Ta x         274         505 (45.7)      1,365         988 38.2
PAT (Adj)     1,198     1,704 (29.7)     6,608     6,001 10.1
Extraordinary Items           -           -           -           -
PAT (Reported)     1,198     1,704 (29.7)     6,608     6,001 10.1

EPS (Rs) 1.54 2.19 8.50 7.72
Source: Company data, ASK Securities.
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Disclaimer
This publication has been prepared by ASK Securities India Private Limited and may be distributed by it and its affiliated companies (collectively “ASK Group”) solely for the information of the customers of ASK
Group. ASK Group & Associated companies are a full-service, integrated investment banking, investment management and brokerage group.
While reasonable care has been used in its preparation, this report does not purport to be a complete description of the securities, markets or developments referred to herein, and ASK Securities India Pvt. Ltd.
does not warrant its accuracy or completeness. The information contained herein may be changed without notice.
We and our affiliates, officers, directors, and employees world wide may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of the companies mentioned herein or (b) be
engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the companies discussed herein or act as advisor or
lender/borrower to such companies or have other potential conflict of interest with  respect to any recommendation and related information and opinions. Our research analysts and sales persons provide important
inputs into our investment banking activities.
This report is not an offer, or solicitation of an offer, to buy or sell any security mentioned herein. No part of this material may be duplicated in any form and/or redistributed without the prior written consent of ASK
Securities India Pvt. Ltd.
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 ASK Securities India Pvt. Ltd. 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 a certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to
observe such restrictions.
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