
Generics and CM to drive growth
Cadila reported 296% growth in adjusted profits (consolidated) at
Rs332 mn in 4Q FY06, significantly better than our expectation of
Rs216 mn. Reduced losses of three subsidiaries at Rs40 mn from Rs138
mn and better performance in domestic formulations primarily drove the
growth in 4Q FY06. Sales growth of 44% at Rs3.5 bn is primarily driven
by the generics business in US and France, which grew 294% YoY at
Rs410 mn.

We have marginally upgraded our sales estimates for the coming two
years and profits estimates by 6% for FY07E and FY08E respectively.
Generics business (US/Europe) and contract manufacturing (CM) would
drive top line and bottom line growth over the next two years. The
management indicated that two large CM deals are already in the
pipeline. The stock trades at a PE of 24x for FY07E and 18.2x for
FY08E. We have raised our price target to Rs828 (14x FY08E EV/
EBITDA) from earlier Rs775. We maintain our Buy rating on the stock.

Highlights

Generics, domestic formulations help post better profits
nnnnn Three subsidiaries (French, US and Ambalal Sarabhai) have collectively

reduced losses to Rs40 mn during the quarter from Rs138 mn in 4Q
FY06. This has pos itively contributed to the profits growth of 296%
during  the quarter. Further, 40% growth  in domestic formulations
business driven by the base effect has also helped post better profits
during the quarter without much additional expenses.

Price Performance (%)
1M 3M 12M

Absolute                      15.7  53.2  80.1
Relative*                    9.0  31.1  (15.6)

*To the BSE Sensex

Please see important  d isclaimer at  the end of the report .
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Earnings Upgrade Rs782; Buy
IND I A EQ UI TY RES EAR CH

Relative Performance

(As of 29 April 2006)

Shareholding Pattern (%)
Promoters  72.0
FIIs  7.9
MFs/FIs/Banks  3.9
Others  7.8
(As of 31 March 2006)

Sou rce: Company data, ASK Raymond James. Note : Valuations as of 29 Apri l 2006 .

Exhibit 2: Financial summary                          (Rs mn)

Y/E March 2004 2005 2006A E 2007E 2008E
Net Sales  11,962  12,430  14,543  17,424  20,871
EBIT DA  2,229  2,079  2,564  3,173  3 ,935
EBITDA (%)  18.6  16.7  17.6  18.2  18.9
Net Profit (adj)  1,393  1,285  1,629  2,047  2 ,690
EPS (R s)  22.2  20.5  25.9  32.6  42.8
EPS Growth (%)  50.4  (7.7)  26.8  25.7  31.4
ROCE (%)  19.8  18.2  20.1  21.8  24.2
ROE (%)  28.0  22.7  25.3  26.8  28.8
PE (x)  35.3  38.2  30.1  24.0  18.2
Pr ice /Boo k Value (x)  0.9  0.9  1.0  1.1  1.3
EV/EBIT DA (x)  23.6  24.9  20.6  16.7  13.3
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Source: Company data, ASK Raymond James.

Exhibit 1: Improving performance of subsidiaries                        (Rs mn)

Sub si di ary 4Q FY06 Pro fi t/(Lo ss) 4Q FY05 Pro fi t/ (L oss)
Alpha rma, F ra nce (83) (108)
US subsidiary 40 (24)
Ambalal Sarabhai (50% share) 3 (6)
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US generics to grow 200% to US$30 mn in FY07E
nnnnn Cadila Healthcare posted US generics sales of Rs250 mn in 4Q FY06

and Rs500 mn in FY06 in the first year of sales. Currently, the company
has five products in the market. The management has guided for six
more product launches and US$30 mn sales from the US market in
FY07. US generics business has already become marginally profitable
(without ANDAs cost) in the very first year of operations. This would
significantly improve going forward with more product launches and
rapidly expanding sales. As indicated earlier, the management aims
to achieve US$70-80 mn sales from US markets by FY08.

French business to scale up significantly
nnnnn Its French subsidiary reported 54% growth in sales at Rs160 mn in

4Q FY06 driven by the recent launch of simvastatin and omeprazole
on day one in 2Q FY06. The company launched sertraline in France
in 4Q FY06. Recently, Zydus France signed a deal with Evolupharm
(second largest distributor) to sell its generics products in the French
markets. Th is would  s ign ificantly expand the rea ch from 700
pharmacies to more than 3000 pharmacies. From January 2007,
complete marketing and dis tribut ion activities would be routed
through Evolupharm, leading to significant reduction in SG&A cost.
Zydus France would shift around 60% of its products to India for
manufacturing in order to reduce cost. These initiatives would help
Cadila Healthcare to turnaround its French subsidiary by FY08 from
losses of Rs238 mn incurred in FY06.

Upgrading profits estimates by 6% for next 2 years
nnnnn Cadila Healthcare posted consolidated profits (adjusted) of Rs1.63 bn

for  FY06 against our expectation of Rs1.49 bn. We have marginally
upgraded our sales estimates for FY07E and FY08E. However, we
have upgraded our profits estimates by 6% for  FY07E and FY08E,
primarily to reflect improving per formance of the US and French
businesses as explained earlier.

Valuations to sustain
nnnnn The stock trades at a PE of 24x for FY07E and 18.2x for  FY08E.

Visibility of significant growth in profits over the next two years driven
by generics and contract manufac turing coupled with improving
outlook for APIs would sustain current valuations. Any positive
development on its NCEs pipeline would help recognise the company's
research capabilities, which is currently not factored in valuations.
Also, signing of more contracts (two large deals in the pipeline) would
enhance the company's long-term growth visibility. All these would
eventually get reflected in valuations. We have raised our  price
target to Rs828 (14x FY08E EV/EBITDA) from ear lier Rs775. We
maintain our Buy rating on the stock.
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Exhibit 3: PE band chart (1-year forward)

Sou rce: Blo omberg , ASK Raymo nd Ja mes.

Exhibit 4: Rolling EV/EBITDA chart

Source : Bloo mberg, ASK Raymon d Ja me s.
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Exhibit 5: Quarterly financials    (Rs mn)

Pa rtic ula rs 4Q FY0 6 4Q FY05 % chg FY06 FY05 % chg
Gross sales  3,501  2,433 4 3.9  15,077  13,051 15.5
E xcise  137  136 0. 7  625  621 0 .7
N et sa les  3,364  2,297 4 6.5  14,452  12,430 16.3
EBITD A  555  160 246.9  2,472  2,079 18.9
EBI TDA  (% )  16.5  7.0  17.1  16.7
Other  Income  87  163 (46.6)  428  378 13.2
I nterest  36  50 (28.0)  251  245 2 .4
D eprec iat ion  194  180 7. 8  779  716 8 .8
P BT  412  93 343.0  1,870  1,496 25.0
T a x  64  18 255.6  231  192 20.3
Adj on consolidation  (16)  20 (180.0 )  (1)  20 (105. 0)
PAT  (A dj)  332  84 295.8  1,629  1,314 23.9
Extraordina ry  (26)  (31) (16.1)  (115)  (125) (8. 1)
PAT (reported)  306  64 378.1  1,523  1,199 27.0
EPS (Rs)  5.3  1.3 295.8  25.9  20.9 23.9
So urce: Compa ny d ata, ASK R aymon d Ja mes.
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Exhibit 6: Sales mix    (Rs mn)

Particulars 4Q FY06 4Q FY05 % c hg FY06 FY05 % c hg
Do me st ic  2,296  1,682 36. 5  11, 358  9, 891 14. 8
F ormulation s  1,978  1,414 39. 9  9,792  8, 487 15. 4
APIs  77  95 (1 8.9)  452  499 (9.4)
OTC/ Ot hers  241  173 39. 3  1,114  905 23. 1
Exp orts  1,205  751 60. 5  3,718  3, 159 17. 7
F ormulation s  654  270 142. 2  1,976  979 101 .8
APIs  551  481 14. 6  1,742  2, 180 (2 0.1)
Total  3,501  2,433 43. 9  15, 076  13,050 15. 5
Sou rce: Co mpan y da ta , ASK Ra ymond  James.
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Y/E March FY04 FY05 FY06E FY07E FY08E
Equity  Capital  314  314  314  314  314
Reserves and Surplus  5,050  5,620  6,613  8,042  10,025
Total Debt  4,376  3,833  4,376  4,754  4,636
Deffered Tax Asset/L iabil i ty  972  1,010  1,090  1,190  1,290
Sou rces o f Fu nd s  10, 712  10,777  12,393  14,300  16,265
Fixed  asset
Gross Block  10, 063  11,158  12,308  13,533  14,758
Net Block  7,328  7,481  7,852  8,186  8,451
WIP  415  425  250  250  250
In vestmen ts  479  467  967  1,367  1,367
Curre nt  Assets
Debtors  2,012  1,235  2,528  3,285  3,924
Inventor ies  1,768  2,221  2,564  3,078  3,769
Loans and Advances  647  924  970  1,019  1,070
Cash  442  612  265  398  1,060
Li abi lit ie s & Provi sio ns
Cre ditors  1,715  1,861  2,118  2,308  2,563
Other  l iabil i ties & provis ions  817  805  848  937  1,027
Misc Exp enses  153  78  (37)  (37)  (37)
Ap pli cat io n of  F un ds  10, 712  10,777  12,393  14,300  16,265

Balance sheet       (Rs mn)

Source : Compa ny d ata, ASK-Raymo nd James.

Y/ E March FY04 FY05 FY0 6AE FY07E FY08E
N et Sale s  11,962  12,430  14,543  17, 424  20, 871
C oGS  (6,711)  (6,794)  (8,027)  (9,233)  (10,854)
SG&A  (2,407)  (2,821)  (3,158)  (3,755)  (4,517)
R &D  (615)  (736)  (794)  (1,263)  (1,565)
E BIT DA  2,229  2, 079  2,564  3, 173  3, 935
EB ITD A Marg in  (%)  18.6  16.7  17.6  18. 2  18.9
D eprec iat ion  (712)  (716)  (779)  (891)  (960)
I nterest  (260)  (278)  (251)  (307)  (304)
O ther  income  383  411  335  378  421
Exceptional i tems gain/ (loss)  (96)  (109)  (115)  -  -
PB T  1,544  1, 387  1,754  2, 353  3, 092
T a x  (213)  (192)  (231)  (306)  (402)
PAT  (R eported)  1,331  1, 215  1,523  2, 047  2, 690
PAT  (A dj)  1,393  1, 285  1,629  2, 047  2, 690
EPS (Rs)  22.2  20.5  25.9  32. 6  42.8

Profit & Loss        (Rs mn)

Source : Comp any data, ASK Raymon d Ja mes.

Exhibit 7: Financials
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Y/ E March FY04 FY05 FY06E FY07E FY08E
Op erat ion s Pro f its  2,229  2,079  2,564  3, 173  3, 935
C hange in work ing capital  230  304  (1,423)  (1,128)  (1,126)

I nterest and others  (358)  (364)  (402)  (513)  (606)

N et  Cash  f rom  op erat io ns  2,101  2,019  739  1, 532  2, 203
I nvest me nt  -  -  (500)  (400)  -
C apit al expenditure  (1,040)  (1,248)  (975)  (1,225)  (1,225)

F ree Cash fl ow  1,061  771  (736)  (93)  978
Change in Debt  (527)  (543)  543  378  (118)

D iv idends & ot hers  (195)  (58)  (154)  (152)  (197)

N et  Cash  f rom  Fi nan cin g  (722)  (601)  389  226  (315)
Opening cash  103  442  612  265  398
(Dec )/I nc i n C ash  339  170  (347)  133  663
C losing  ca sh  442  612  265  398  1, 060

Cash flow statement       (Rs mn)

So urce: Compa ny d ata, ASK R aymon d Ja mes.

Y/E March FY04 FY05 FY06E FY07E FY08E
Gro wth (%)
Sa les  15.5  3.9  17.0  19.8  19.8

EBIT DA  3.4  (6. 7)  23.3  23.8  24.0

EPS  50.4  (7. 7)  26.8  25.7  31.4

Valuat io n (x)
PER  35.3  38.2  30.1  24.0  18.2

EV/EBIT DA  23.6  24.9  20.6  16.7  13.3

EV/ Sales  4.4  4.2  3.6  3.0  2.5

Prof itabil ity (%)
EBIT DA Margins  18.6  16.7  17.6  18.2  18.9

Ro E  28.0  22.7  25.3  26.8  28.8

RoC E  19.8  18.2  20.1  21.8  24.2
Turn over (Days )
Receivab les  57  34  60  65  65

Payables  92  99  95  90  85

Fi nan cial  (x )
Net Debt/Equity  0.8  0.6  0.6  0.6  0.4

Current Ratio  1.9  1.9  2.1  2.4  2.7

Ratios (%)

Source : Comp any data, ASK Raymo nd James.
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Disclaimer
AS K-Ray mond J ames  & Associates Priv ate Limited, Mumbai is a joint venture between ASK Inv estments and Financial Consultants Private Limi ted, Mumbai and Heritage International
Limi ted (a subsidiary of Raymond James Financial, Inc, USA). This publ ication has been prepared by ASK-Raymond James & Associates Private Limited and may be dis tributed by it and
i ts  affil iated companies (collectively "Raymond James")  solely for the infor mation of the custom ers of Raym ond James. Raymond James and associated com panies are a full -serv ice,
integrated investment bank ing, investm ent management and brok erage gr oup.
While r eas onable care has  been used in its preparation, this report does not purport to be a complete des cription of the secur ities, markets or developments referred to herein, and
Raymond Jam es does not warrant its accuracy or completeness. The information contained her ein may be changed without notice.
We and our affil iates, officers, di rectors, and employees wor ld wide may : (a) from time to tim e, have long or short posi tions  in, and buy or sell the securities thereof, of the companies
mentioned herein or (b)  be engaged in any other transaction involving such securi ties and earn brokerage or other com pensation or act as a market maker in the financial instrum ents
of the companies discussed herein or act as advisor or lender/borrower to such companies or hav e other potential confl ict of interest with  respect to any recomm endation 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  sol ici tation of an offer, to buy or sel l any security mentioned herein. No part of this material  may be duplicated in any form  and/or redistributed wi thout the
prior wri tten consent of Raymond James.
This repor t is not directed or intended for distribution to, or us e by, any pers on or entity who is a c itizen or resident of or located in any locali ty, state, country or other jurisdiction, where
such distribution, publ ication, av ailabili ty  or use would be contrary to law, regulation or which would subject Raymond James and affiliates  to any registr ation or licensing requirem ent
within such juris diction.  The s ecur ities  described herein may or may not be eligible for sale in al l jur isdictions or to a certain category of investors. Persons in whose possession this
document m ay come are required to inform themselves of and to obs erve such restrictions.
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