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Figure 1. Statistical Abstract 

Year to 31 March Net Profit (Rsm) EPS (Rs) EPS Growth 
(%)

P/E (x) ROAE (%)

FY04                    2,956              3.9            19.3               66.6          25.3 
FY05                    4,096              5.5            38.6               48.0          29.1 
FY06                    6,001              8.0            46.5               32.8          34.3 
FY07E                    6,988              9.0            12.3               29.2          28.0 
FY08E                    8,407            10.8            20.3               24.3          25.3 
FY09E                    9,856            12.7            17.2               20.7          25.3 

Source: Company Reports and Citigroup Investment Research 
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 In-line — Cipla's 2QFY07 numbers were solid, although they came in 
marginally below our estimates. Strong revenue growth and higher other 
income were the key drivers for the 41% YoY net profit growth, even as EBIDTA 
margins were surprisingly lower by 99bp YoY. 

 Strong revenue growth continues — Sales growth remained strong, in-line with 
expectations, as domestic sales grew 22% YoY and exports grew 37% YoY. 
Exports were driven by higher API sales (up 120% YoY) that, we believe, were 
partly due to exclusivity sales for its partners in the US. We expect robust 
revenues, although the rate of growth could taper off in 2HFY07. 

 Product mix hits margins — EBIDTA margins were surprisingly lower by 99bp 
YoY, contrary to our expectations. RM/Sales increased by 249bp YoY and 
106bp QoQ – the company indicated that this is largely due to product mix 
issues during the quarter. Higher other income (interest earned on proceeds of 
the recent GDR issue) and lower tax, however, propped up the bottom line. 

 Maintain Sell/Low Risk (3L) — We believe Cipla’s primarily supply-based model 
for regulated markets is low on value addition and could be at risk in light of 
the global consolidation process. Valuations, in our view, factor in most 
positives such as robust growth and wide global presence. The momentum in 
the stock is likely to taper off, as growth decelerates in 2H. Maintain Sell. 
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Fiscal year end 31-Mar 2005 2006 2007E 2008E 2009E

Valuation Ratios
P/E adjusted (x) 48.0 32.8 29.2 24.3 20.7
EV/EBITDA adjusted (x) 41.4 30.8 22.3 18.2 17.1
P/BV (x) 12.7 10.1 6.7 5.7 4.8
Dividend yield (%) 0.5 1.0 1.1 1.3 1.6
Per Share Data (Rs)
EPS (adjusted) 5.46 8.00 8.99 10.82 12.68
EPS (reported) 5.46 8.00 8.99 10.82 12.68
BVPS 20.72 25.90 39.32 46.17 54.20
DPS 1.40 2.52 2.92 3.52 4.12

Profit & Loss (RsM)
Net sales 22,545 29,857 34,856 41,354 48,663
Operating expenses -18,143 -24,023 -26,782 -31,632 -37,229
EBIT 4,402 5,834 8,074 9,722 11,434
Net interest expense -76 -114 -52 -20 -20
Non-operating/exceptionals 820 1,311 297 307 319
Pre-tax profit 5,146 7,031 8,319 10,009 11,733
Tax -1,050 -1,030 -1,331 -1,601 -1,877
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 4,096 6,001 6,988 8,407 9,856
Adjusted earnings 4,096 6,001 6,988 8,407 9,856
Adjusted EBIT 4,402 5,834 8,074 9,722 11,434
Growth Rates (%)
EPS (adjusted) 38.6 46.5 12.3 20.3 17.2
EBIT (adjusted) 16.2 32.5 38.4 20.4 17.6
Sales 17.2 32.4 16.7 18.6 17.7

Cash Flow (RsM)
Operating cash flow 2,468 4,110 5,723 6,459 6,454
Depreciation/amortization 550 830 953 1,073 0
Net working capital -2,178 -2,721 -2,218 -3,021 -3,402
Investing cash flow -1,338 -2,046 -9,185 -2,578 -842
Capital expenditure -2,958 -1,650 -2,050 -2,000 0
Acquisitions/disposals 1,621 -396 -7,135 -578 -842
Financing cash flow -1,131 -2,064 3,462 -3,881 -4,805
Borrowings -155 50 -700 -800 0
Dividends paid -1,199 -2,131 -2,561 -3,081 -3,612
Change in cash 0 0 0 0 807

Balance Sheet (RsM)
Total assets 26,161 32,607 44,555 50,833 59,200
Cash & cash equivalent 337 764 7,936 8,558 9,454
Net fixed assets 8,449 9,269 10,366 11,293 13,293
Total liabilities 10,624 13,194 13,993 14,944 17,067
Debt 1,950 2,000 1,300 500 500
Shareholders' funds 15,536 19,413 30,563 35,889 42,133

Profitability/Solvency Ratios (%)
EBITDA margin adjusted 22.0 22.3 25.9 26.1 23.5
ROE adjusted 29.1 34.3 28.0 25.3 25.3
ROIC adjusted 21.2 24.3 29.1 30.3 30.4
Net debt to equity 10.4 6.4 -21.7 -22.5 -21.3
Total debt to capital 11.2 9.3 4.1 1.4 1.2

For further data queries on Citigroup's full coverage 
universe please contact CIR Data Services Asia Pacific at 
+852-2501-2791.
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In-Line Quarter; Margin Decline Surprising 
Cipla's 2Q numbers were solid, although they came in marginally below our 
estimates. Strong revenue growth and higher other income were the key drivers 
for the 41% YoY net profit growth, even as EBIDTA margins were surprisingly 
lower. We believe Cipla’s primarily supply-based model for regulated markets is 
low on value addition and could be at risk in light of the global consolidation 
process. Valuations, in our view, factor in most positives such as robust growth 
and wide global presence. We expect the recent underperformance in the stock 
to continue, as growth decelerates in 2H. Maintain Sell/Low Risk (3L). 

Figure 2. 2QFY07 Earnings Summary (Rupees in Million, percent) 

Year to 31 March 2QFY06 2QFY07 Change YoY 1QFY07 Change QoQ CIR Comments
Sales              6,968            9,153              31.4       8,869             3.2 
Excise Duty               (251)            (192)            (23.6)         (233)         (17.9)
Excise duty rate                  3.6                2.1  -150 bps            2.6 -54 bps
Net Sales              6,717            8,961              33.4       8,636             3.8 Strong growth in domestic sales and API exports
Expenditure            (4,944)         (6,685)             35.2      (6,347)             5.3 
Operating profits              1,773            2,276              28.4       2,289            (0.6)
OPM (%)                26.4              25.4  -99 bps          26.5 -110 bps Higher fixed costs and adverse product mix affect EBIDTA margins despite 

excise duty savings; we believe this is a quarterly aberration
Interest                  (17)               (16)              (7.7)           (28)         (44.1)
Depreciation               (215)            (245)             14.0         (260)            (5.8) Expected to increase going forward, as aggressive capex plans are rolled out
Other income                   15               190         1,141.2           220         (13.5) Interest income earned on recent GDR proceeds
PBT              1,556            2,205              41.7       2,220            (0.7)
Tax               (330)            (403)             22.0         (516)         (22.0) Tax savings due to Baddi and recently set up plant in EoU at Patalganga
Tax rate (%)                21.2              18.3  -296 bps          23.2 -499 bps
Net profit              1,226            1,803              47.0       1,704             5.8 
Net margin (%)                18.3              20.1  187 bps          19.2 90 bps

Source: Company Reports and Citigroup Investment Research 

 

Figure 3. 2QFY07 Cost Breakup (Rupees in Million, percent) 

Year to 31 March 2QFY06 2QFY07 Change YoY 1QFY07 Change QoQ CIR Comments
Net Sales              6,717            8,961              33.4       8,636             3.8 
Consumption of Raw Materials              2,911            4,106              41.1       3,865             6.2 Adverse product mix led to rise in RM/Sales ratio
% of Net sales                43.3              45.8  249 bps             45 106 bps
Staff Cost                  303               439              44.5           513         (14.5) Higher wage bill due to salary hike as well as increase in head count
% of Net sales                  4.5                4.9  38 bps               6 -105 bps
Other Expenses              1,730            2,140              23.7       1,969             8.7 
% of Net sales                25.8              23.9  -187 bps             23 109 bps
Total Expenditure              4,944            6,685              35.2       6,347             5.3 
% of Net sales                73.6              74.6  99 bps             73 110 bps

Source: Company Reports and Citigroup Investment Research 
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Figure 4. 2QFY07 Sales Breakup (Rupees in Million, percent) 

Year to 31 March 2QFY06 2QFY07 Change YoY 1QFY07 Change QoQ CIR Comments
Domestic              3,636            4,444              22.2       4,729            (6.0) Led by all round growth across anti-asthmatics, anti-aids, cardiovascular and 

anti-biotic / bacterials segments 
% of Net sales                52.2              48.6  -362 bps          53.3 -476 bps
Exports              3,206            4,397              37.2       3,938           11.7 Led by growth in anti-retrovirals, anti-asthmatics, anti-depressants and 

cardiovascular  segments
% of Net sales                46.0              48.0  204 bps          44.4 364 bps
Formulations              2,480            2,800              12.9       3,187         (12.1)
APIs                 725            1,597            120.2           752         112.5 We believe this includes supplies for some exclusivity sales for partners in the US 

market
Other operating income                 127               311            146.1           202           53.9 
% of Net sales                  1.8                3.4  159 bps            2.3 112 bps
Sales              6,968            9,153              31.4       8,869             3.2 

Source: Company Reports and Citigroup Investment Research 

 
    

Cipla 
Company Description 
Cipla is a leading pharmaceutical company in India with a strong and profitable 
business model. The company has a well-diversified portfolio, without any 
overdependence on a particular segment. It has developed a strong presence in 
the export market — both in developed and developing countries — and has 
products registered in more than 140 countries. Furthermore, it has been at the 
forefront in reverse engineering the latest drugs and active pharmaceutical 
ingredients. The company has focused its R&D efforts on profitable projects, 
and tied up with the local players in various markets to de-risk its business 
model. However, the company lags its peers in discovery-led research. Cipla’s 
business model also represents a low-risk model with the commensurate returns 
also being moderate. 

Investment Thesis 
We rate Cipla Sell (3L) with a target price of Rs170. We believe current 
valuations are still not attractive enough relative to the value add for the 
business. In addition, the risks posed to the business from the current global 
consolidation could have an impact on the company’s future growth prospects. 
Cipla could face an increasingly uncertain global environment if the current 
consolidation process gathers momentum. Its partners, which appear inherently 
tied up because of their weak product capabilities, may get acquired and the 
acquirers may not want to source drugs from Cipla. Even if Cipla does not lose 
too much business, we believe that pricing could come under pressure as the 
bargaining power in the market shifts towards the customers. We think Cipla’s 
business model lacks significant value addition, both in terms of innovative 
research as well as forward integrating into the US and European generics 
markets. We believe that any re-rating will be contingent on the company 
making fresh forays into these areas and/or getting acquired at a significant 
premium. Since the pricing pressure in the US and European markets has not 
been waning, we believe profitability will remain under pressure and volume 
growth could be lower as the overall pie is being split among several players. 

Figure 5. Price Performance 
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Figure 6. Stock performance 

(%) 3M 6M 12M 
Absolute 22.6 (3.0) 70.3 
Rel. to .BSESN (3.6) (9.3) 6.7 

Source: Data Central 
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Valuation 
Cipla is a steadily growing company and therefore we use P/E as the base 
valuation tool for the company. Our target price of Rs170 is based on 18x June 
'07E earnings. Historically, the stock has traded at 15-30x forward earnings. 
Although Cipla is an Indian pharma major, we believe it should trade at a 
marginal discount to peers in the sector, justified by the lower value addition to 
the business (lack of its own front-end in the regulated markets and ownership 
of IPR). There are few signs of this changing. Our target multiple for Cipla is 
therefore at a 10% discount to the multiple we use for its peers such as 
Ranbaxy, Dr Reddy's and Wockhardt. Besides, we believe Cipla could trade at 
14-16x EV/EBITDA. Using 15x June 07E EV/EBITDA, which is at a significant 
premium to the Sensex but in line with some of the second-line pharmaceutical 
companies, we get a value of about Rs191/share. 

Risks 
We rate Cipla Low Risk, as the company has a steadily growing base business 
and has a visible earning stream. The ongoing dispute regarding alleged 
overcharging for seven drugs in the domestic market could result in significant 
cash outflow as well as could impact future profitability. Global consolidation is 
a risk to the company's supply based model. The new drug policy, if 
implemented in the current form could also hurt earnings. Key risks to our Sell 
rating and target price include a) the company doing better operationally than 
forecast; b) any move to front end in target markets could give further support to 
current high valuations; c) any exclusivity for its partners could also sustain the 
growth momentum beyond our expectations. 
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Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Cipla. This position reflects information 
available as of the prior business day. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Cipla in the past 12 
months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Cipla. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: Cipla. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates 
("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other 
business units, the Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citigroup Investment Research product 
("the Product"), please contact Citigroup Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, 
the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure 
website at www.citigroupgeo.com. Private Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in 
the text of the most recent research note/report regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon 
request. 

Citigroup Investment Research Ratings Distribution    
Data current as of 30 September 2006 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (2914) 46% 40% 14%

% of companies in each rating category that are investment banking clients 44% 43% 32%
India -- Asia Pacific (105) 59% 16% 25%

% of companies in each rating category that are investment banking clients 52% 65% 38%
Guide to Fundamental Research Investment Ratings: 
Citigroup Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citigroup Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 
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months) and risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 
15% or more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) 
(5%-15% for Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less 
for Low-Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in 
target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price 
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review 
by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after 
evaluating the stock's expected performance and risk. 

OTHER DISCLOSURES 
Citigroup Global Markets Inc. or its affiliates beneficially owns 5% or more of any class of common equity securities of Cipla. 

Citigroup Global Markets Inc. or its affiliates holds a long position in any class of common equity securities of Cipla. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may 
act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been 
recommended in the Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities 
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of 
any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. 
Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be 
incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the 
Important Disclosures section of the Product. In producing Products, members of the Firm's research department may have received assistance from the subject 
company(ies) referred to in the Product. Any such assistance may have included access to sites owned, leased or otherwise operated or controlled by the issuers 
and meetings with management, employees or other parties associated with the subject company(ies). Firm policy prohibits research analysts from sending draft 
research to subject companies.  However, it should be presumed that the author of the Product has had discussions with the subject company to ensure factual 
accuracy prior to publication.  All opinions, projections and estimates constitute the judgment of the author as of the date of the Product and these, plus any other 
information contained in the Product, are subject to change without notice. Prices and availability of financial instruments also are subject to change without 
notice.  Notwithstanding other departments within the Firm advising the companies discussed in this Product, information obtained in such role is not used in the 
preparation of the Product.  Although Citigroup Investment Research does not set a predetermined frequency for publication, if the Product is a fundamental 
research report, it is the intention of Citigroup Investment Research to provide research coverage of the/those issuer(s) mentioned therein, including in response to 
news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for informational purposes only and is not intended as an 
offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the Product must take into account existing public 
information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the 
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are 
generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies 
may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect 
on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using 
withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have 
received the Product from the Firm may be prohibited in certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. 
Please ask your Financial Consultant for additional details.  Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US 
investors resulting from the information contained in the Product may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is 
made available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail 
clients through Citigroup Wealth Advisors Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian 
Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  If the Product is being made available in certain provinces of Canada 
by Citigroup Global Markets (Canada) Inc. (“CGM Canada”), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, 
Ontario M5J 2M3.  The Product may not be distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Global Markets Deutschland 
AG & Co. KGaA, which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin).  Frankfurt am Main, Reuterweg 16, 60323 Frankfurt am Main.  If 
the Product is made available in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia Ltd., Citibank 
Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission.  If the Product 
is made available in Hong Kong by The Citigroup Private Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong 
Kong.  The Citigroup Private Bank and Citibank N.A. is regulated by the Hong Kong Monetary Authority.  The Product is made available in India by Citigroup Global 
Markets India Private Limited, which is regulated by Securities and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  If the Product was 
prepared by Citigroup Investment Research and distributed in Japan by Nikko Citigroup Ltd., it is being so distributed under license.  Nikko Citigroup Limited is 
regulated by Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka 
Securities Exchange.  Akasaka Park Building, 2-20, Akasaka 5-chome, Minato-ku, Tokyo 107-6122.  The Product is made available in Korea by Citigroup Global 
Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory Service.  Hungkuk Life Insurance Building, 
226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd, which is regulated by 
Malaysia Securities Commission.  Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450.  The Product is made available in Mexico by Acciones y Valores 
Banamex, S.A. De C. V., Casa de Bolsa, which is regulated by Comision Nacional Bancaria y de Valores.  Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New 
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Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Papierów Wartosciowych i Gield.  Bank Handlowy w Warszawie S.A. ul. 
Senatorska 16, 00-923 Warszawa.  The Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities 
in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in 
accordance with the license issued by the Federal Service for Financial Markets.  Neither the Product nor any information contained in the Product shall be 
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not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in 
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