
Nimish Desai (NimishDesai@MotilalOswal.com); Tel: +91 22 39825406 / Amit Shah (Amit.Shah@MotilalOswal.com) + 91 22 3982 5423

Divi's Lab 3QFY11 performance was above estimates. Key highlights:

 Net sales increased by 57.8%YoY to Rs3.1b (v/s our estimate of Rs2.76b), EBITDA grew by 77%YoY to Rs1.17b

(v/s our estimate of Rs1b) and adjusted PAT increased by 45.1%YoY to Rs984m (v/s our estimate of Rs854m).

Topline growth was higher due to lower base (impacted by inventory de-stocking at customer's end) and a recovery

in the CCS business which reported growth of 50.3% while generic API business grew by 62.9%.

 EBITDA grew by robust 77%YoY to Rs1.17b (vs estimate of Rs1.03b) on a low base of 4QFY10 which was impacted

due to inventory destocking. EBITDA margins improved by 420bp to 37.8%. Adj PAT grew by 45%YoY to Rs984m (vs

estimate of 37.8%) reflecting the strong operational performance and low base effect.

 Guidance - Management has upgraded its FY11E guidance marginally to Rs11.5b and has maintained FY12E

revenue growth guidance at 20%.

We continue to be positive on prospects of pharmaceutical outsourcing from India, given the unique combination of low

costs and chemistry skills which India offers. We expect Divi's to be a key beneficiary of the increased pharmaceutical

outsourcing from India, given its strong relationships with global innovator pharmaceutical companies. We estimate 20%

revenue CAGR for FY10-13 led mainly by recovery in CRAMS business and 18% EPS CAGR excluding any significant

upsides from the new Rs2b SEZ. We note that the company is likely to show a YoY decline in 4QFY11 performance due

to the significantly high base of 4QFY10 which was boosted due to a one-time supply of some highly profitable products.

Divi's stock currently trades at 24.2x FY11E, 20x FY12E and 15.5x FY13E consolidated earnings. Maintain Buy with a

target price of Rs790 (24x FY12E EPS).
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EBITDA and adjusted PAT were above estimates

EBITDA grew by robust 77%YoY to Rs1.17b (vs estimate of Rs1.03b) on a low base of
4QFY10 which was impacted due to inventory destocking. EBITDA margins improved
by 420bp to 37.8%. Adj PAT grew by 45%YoY to Rs984m (vs estimate of 37.8%) reflecting
the strong operational performance and low base effect.

EBITDA trend (Rs m)
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Revenues boosted by low base and recovery in CCS business

Divi's net sales increased by 57.8%YoY to Rs3.1b (v/s our estimate of Rs2.76b), EBITDA
grew by 77%YoY to Rs1.17b (v/s our estimate of Rs1b) and adjusted PAT increased by
45.1%YoY to Rs984m (v/s our estimate of Rs854m).

Topline growth was higher due to lower base (impacted by inventory de-stocking at
customer's end). CCS business reported growth of 50.3% to Rs1.44b while generic API
business grew by 62.9%YoY to Rs1.5b. Carotenoids contributed Rs150m to revenues.

Revenue trend (Rs m) Revenue mix (Rs m)
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Minor upgrade in FY11E guidance

In light of the good 3QFY11 performance, management has upgraded its revenue guidance
for FY11E marginally. It has now guided for a topline of Rs11.5b for FY11E compared to
the previous guidance of Rs11-11.5b. FY12E revenue growth guidance has been retained
at 20%.

Revised Guidance - Post 3QFY11 results
Old Revised

FY11 Revenues (Rs b) 11-11.5 11.5

FY12 Revenues (Rs b) 13.2-13.8 13.8

Source: Company/MOSL

Global M&As may lead to rationalization of R&D pipelines

In the last 12 months, the global pharmaceutical industry has witnessed announcement of
three large M&A deals, viz, the acquisition of Wyeth by Pfizer, Solvay's pharmaceutical
business by Abbott, and Schering Plough by Merck. If this becomes a trend, it signals
consolidation of customer base for CRAMS players like Divi's, who are strong in the
Custom Chemical Synthesis (CCS) segment and could potentially reduce the number of
R&D projects under development.

Slow ramp-up in Neutraceuticals business

Divi's has commercialized its neutraceuticals facility in FY09 to target the US$1b
carotenoids opportunity (as of now dominated by DSM & BASF). The company has
recruited experienced marketing personnel from these companies to source business in
the international market.

Despite the large opportunity, we believe that the ramp-up in this business is very gradual
with the company recording revenues of Rs200m from this opportunity in FY09 and Rs358m
for FY10.

For 9MFY11, Carotenoids revenues were at Rs440m. We have reduced our revenue
estimates to Rs612m for FY11 from this opportunity compared to our previous estimate of
Rs680m.

Revenue mix (Rs m)

Source: Company/MOSL
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Raising estimates

Given the better than expected 3QFY11 performance, we have upgraded our EPS estimates
for FY11E by 4.4%, FY12E EPS by 1.6% and for FY13E by 5%.

Based on our revised estimates, we expect EPS of Rs27.2 for FY11 (up 5.6% YoY),
Rs32.9 for FY12E (up 21%) and Rs42.4 for FY13E (up 29%) leading to 18% EPS CAGR
for FY10-13. Our EPS estimates are likely to see upgrades once the Rs2b SEZ is fully
commissioned (expected in FY13) and more visibility on utilization of this large capex is
available.

Valuation and view

Divi's performance has suffered in 1HFY11E due to customer de-stocking, which now
seems to have corrected. We continue to be positive on prospects of pharmaceutical
outsourcing from India, given the unique combination of low costs and chemistry skills
which India offers.

We expect Divi's to be a key beneficiary of the increased pharmaceutical outsourcing
from India, given its strong relationships with global innovator pharmaceutical companies.
It has undertaken a large capex of Rs2b for setting up a new SEZ, implying positive
prospects for the outsourcing business (generally Divi's does not undertake capex without
adequate revenue visibility from customers).

We estimate 20% revenue CAGR for FY10-13 led mainly by recovery in CRAMS business
and 18% EPS CAGR excluding any significant upsides from the new Rs2b SEZ.

We note that the company is likely to show a YoY decline in 4QFY11 performance due to
the significantly high base of 4QFY10 which was boosted due to a one-time supply of
some highly profitable products.

Divi's stock currently trades at 24.2x FY11E, 20x FY12E and 15.5x FY13E consolidated
earnings. Maintain Buy with a target price of Rs790 (24x FY12E EPS).
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Company description

Divi’s Labs is one of the leading players in the CRAMS
segment and has one of the strongest CCS pipeline. The
company enjoys good relationships with innovator
pharmaceutical companies.

Key investment arguments

 We expect Divi’s to be one of the key beneficiaries of
increased pharmaceutical outsourcing from India.

 Strong chemistry skills for early-phase work coupled
with a strong pipeline of late-stage and commercialized
products are likely to augur well for the company’s
CRAMS business.

 Neutraceuticals business could become big opportunity
with limited competition. However, ramp-up in this
business will be gradual until new customers are added

Key investment risks

 The CCS business’ success is linked to the fortunes of
its MNC customers, especially their drug discovery
pipeline.

 Global M&As may lead to rationalization of R&D
pipelines which could potentially reduce the number of
R&D projects under development thereby affecting
CRAMS companies business

 Since the agreements between Divi’s and its MNC
customers are confidential, there is no visibility on the
potential of the CCS business.

Comparative valuations
         Divis Labs     Dishman Jubilant

P/E (x) FY11E 24.2 10.4 10.1

FY12E 20.0 10.0 9.0

P/BV(x) FY11E 4.9 1.1 1.3

FY12E 4.1 1.0 1.3

EV/Sales(x) FY11E 7.6 1.9 1.4

FY12E 6.4 1.7 1.4

EV/EBITDA(x) FY11E 20.1 9.4 8.2

FY12E 15.9 7.4 7.2

Shareholding pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 52.2 52.2 52.9

Domestic Inst 12.7 12.4 14.4

Foreign 17.1 17.9 17.4

Others 18.0 17.5 15.3

Divi's Laboratories: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 27.2 28.0 -3.0

FY12 32.9 35.8 -8.2

Target price and recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

657 790 24.0 Buy

Recent developments

 Nil.

Valuation and view

 We expect Divi’s to be a key beneficiary of the
increased pharmaceutical outsourcing from India given
its strong relationships with global innovator
pharmaceutical companies.

 Valuations at 24.2x FY11E, 20xFY12E and 15.5x
FY13E earnings.

 We maintain Buy.

Sector view

 India is on the threshold of a significant opportunity in
the contract manufacturing space. We expect increased
outsourcing from India as it offers a unique proposition
of low costs coupled with chemistry and regulatory
skills.

 High entry barriers will ensure that the top 6-7 players
will command a disproportionate share of this
opportunity.
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Financials and Valuation
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.
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1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
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This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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