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Investment  Argument

CMG segment to drive growth: Over the years, the company has made
significant investments towards building its contract manufacturing (CMG)
business. The segment, on the back of the company's organic and in-organic
initiatives, is expected to contribute around 46.2% of overall sales registering a
CAGR growth of 23.3% over FY2007-09E. As on March 2007, NPIL’s CMG
pipeline comprised 93 and 51 molecules in the product development services
(PDS) and product manufacturing services (PMS) segments, respectively.
CMG is expected to register a CAGR growth of 23.3% over FY2007-09E.

R&D - building up a pipeline: NPIL has invested significantly to build its R&D
pipeline over the last two years. The company's current R&D pipeline comprises
13 molecules at various stages of development. The company has also in-licensed
a molecule from Eli-Lilly having cumulative milestone payments to the tune of
$100mn. Currently, we have not factored in any upsides from the same.

Net Profit to grow at a CAGR of 27.6% over FY2007-09E: Aided by robust
performance by the CRAMS segment, NPIL is expected to post a CAGR growth
of 19.4% and 27.6% in Sales and Net Profit respectively, over FY2007-09E. Net
Profit growth would be predominately led by an improvement on the operating
front, which would be driven by the CMG segment.

Outlook and Valuation

Post the recent acquisitions, NPIL has emerged as a key player in the Indian CRAMS
industry. At the CMP, stock trades at 18.4x FY2008E and 15.8x FY2009E earnings.
We maintain a Buy on the stock with a revised 15- month Target Price of
Rs330.

Source: Company, Angel Research

Key Financials (Consolidated)
Y/E March (Rs cr) FY2006 FY2007 FY2008E FY2009E
Net Sales  1,583  2,420  3,045  3,449
% chg 21.0 52.9 25.8 13.3
Net Profit  121  220  309  358
% chg (26.5) 82.0 40.5 15.8
Adj EPS (Rs)  5.8  10.5  14.8  17.1
EBITDA Margin (%) 12.5 13.7 15.7 15.9
P/E (x)  46.9  25.8  18.4  15.8
P/CEPS (x)  12.2  9.0  7.4  6.6
ROE (%)  15.7  20.9  25.6  24.9
ROCE (%)  15.9  21.0  21.8  22.1
P/BV (x)  5.6  5.2  4.3  3.7
EV/Sales (x)  3.7  2.6  2.0  1.8
EV/EBITDA (x)  23.8  15.5  12.4  10.6

Buy
Target Price: Rs330

(15 Months)

Sarabjit Kour Nangra
Tel: 022 - 4040 3800 Ext: 343

e-mail: sarabjit@angeltrade.com

Sector Pharmaceutical

Market Cap (Rs cr) 5,437

Beta 0.8

52 Week High / Low 290/150

Avg Daily Volume 77980

Face Value (Rs) 2

BSE Sensex 14,535

Nifty 4,285

BSE Code   500302

NSE Code   NICOLASPIR

Reuters Code   NICH.BO

Bloomberg Code   NP IN

Shareholding Pattern (%)

Promoters 50.0

MF / Banks / Indian FIs 7.3

FII / NRIs / OCBs 14.4

Indian Public / Others 28.3

Stock Info

Akshat Vyas
Tel: 022 - 4040 3800 Ext: 329

e-mail: akshat.vyas@angeltrade.com



2June 06, 2007 For Private Circulation Only - Sebi Registration No : INB 010996539

Nicholas PiramalAngel Broking
Service Truly Personalized India Research

TM

Background
Nicholas Piramal India Limited (NPIL) has consolidated its business in the domestic markets
by focusing on M&As and has emerged as a key player with a marketshare of 4.2%( April 2007
IMS data ) in formulations. In exports, unlike its peers, NPIL has been focusing on contract
manufacturing and research services (CRAMS) in collaboration with the Innovator companies.
Over the last one year, a spate of M&As has helped NPIL scale up its contract manufacturing
(CMG) business.

In FY2006 and FY2007, NPIL acquired the assets of Avecia and Pfizer's Morepth facility
respectively. Avecia, apart from giving access to Key Technologies, provided NPIL the much
needed presence in custom chemical synthesis segment (CCS) through Torcan and API. Pfizer's
Morepth facility, constituting API and formulations, is USFDA and UKHMRA approved and caters
to Pfizer's global supply requirements in the key regions of USA, Europe and Japan. NPIL has
become a preferred supplier for Pfizer following acquisition of its Morepth facility by NPIL.

NPIL has also built up an organic product pipeline and made significant investments in building
its Indian assets. The company has spent around Rs450cr in building its Indian assets for the
CMG business. At the end of FY2007, the company's CMG business contributed around 42%
of sales and is expected to account for nearly 50% of its overall sales by 2010. These initiatives
have aided NPIL emerge as one of the largest contract manufacturing companies in India.

Source: Company

Exhibit 1: Sales mix (FY2007)

Investment Argument

CMG - Indian CMG business to drive growth

Over the last three years, NPIL has made a successful transition from being a pure contract
manufacturing organisation to have a presence across the entire value chain in the CMG segment.
Acquisition of Avecia and Morepth in FY2006 has helped the company to have a presence in
custom chemical synthesis (CCS),  API segment and contract manufacturing in the formulation
space. Both these acquisitions have provided NPIL the much needed front-end presence and
the required backbone (CCS segment) for its CMG business.

The company is well-positioned, in the long term, following these strategic acquisitions as
most of the innovators prefer to have a vendor closer to the markets both for their research
activities and end products. Facilities abroad have high cost structures compared to the Indian
players. Hence, while in the near term, these acquisitions would depress overall profitability of
the Indian companies, long term these companies would be able to leverage the same through
a shift towards offshore. In the near term, profitability of these assets would be driven more by
improved capacity utilisation and benefits accruing from the raw-material sourcing from India.

Presence across value chain
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NPIL initiated its CMG business in FY2004 and had added more than six contracts in the CMG
space and two contracts in the CCS segment from its Indian facilities. The six contracts have
cumulative peak sales of $65mn. While the company has been adding contracts at regular
intervals, these contracts have taken more than the estimated time for commercialisation. The
company has been able to commercialise two contracts viz., AMO and Allegran, which have
cumulative peak sales revenue of around $25mn. Thus, a major part of NPIL's order book
remains unexecuted.
Going into FY2008-09E, the company expects some of its other contracts to commercialise
and start reflecting in its financials. The company expects its Indian CMG segment to add 4-5
new contracts annually. The Indian CMG business is set to quadruple, over the next two years,
following commercialisation of these contracts and is expected to contribute 18.8% of the
overall CMG business of NPIL by FY2009E.
In FY2006 and FY2007, NPIL acquired Avecia and Morepth, respectively. Avecia provided the
company the much required presence in the CCS segment while Morepth provided it with a
front-end in formulation manufacturing. In FY2007, the company's international CMG segment
contributed 90% of its overall CMG sales. In FY2007, its Avecia business also achieved
turn-around well ahead of schedule on the back of higher capacity utilisation of  70-80%. Going
ahead, scalability of the Avecia business is highly dependent on the commercialisation of its
CCS pipeline.
In FY2007, only nine month sales of Morepth were reflected, as the assets were acquired by
the company during Q2FY2006. According to the agreement, NPIL is the supplier for 12
products with total revenues expected to touch above $350mn by November 2011. Further,
majority of the revenues are expected to be booked in the first three years of its operation, while
growth would taper off during the fourth and fifth years. Currently, Morepth is running at 50%
capacity utilisation. Any new client additions at Morepth would accelerate the growth
momentum at the site. Management is confident of adding new contracts, which can be
serviced by the site, however currently we have not factored in any upsides from the additional
contracts.
Overall, the CMG segment is expected to grow at a CAGR of 23.3% over FY2007-09E. Growth
during the period would be predominately led by the Indian CMG segment. Overall contribution
of the CMG segment would increase to 46.2% in FY2009E from 42.0% in FY2007. Growth in
the segment would be primarily driven by the CMG business in India, which is expected to
register a CAGR growth of 98.0% over FY2007-09E, contributing around 18.8% of the CMG
sales of the company by FY2009E.

Commercialisation of the
pipeline to drive growth

Exhibit 2: NPIL - CMG value chain

Source: Company

Morepth to drive
international CMG business in
FY2008

CMG segment set to register a
CAGR growth of 23.3% over
FY2007-09E
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Source: Company

Exhibit 4:R&D pipeline

Source: Company, Angel Research

Exhibit 3: Sales trend in CMG segment

R&D - Building up a pipeline

NPIL has been a late entrant into R&D compared to its peers. Nevertheless, in a short span of
time, the company has managed to build a strong R&D pipeline, with around 13 molecules at
various stages of development. Constituting 5% of its sales, around 60-70% of the overall R&D
efforts are directed towards Basic research (NCE). Currently, the company is trying to minimize
the overall risks in Basic research, through focus on identified targets. Focus areas in NCE
research include Oncology, Diabetes, Anti-Infective and Anti-Inflammation. NPIL targets to
complete the advanced stage of Phase-II for the molecule before looking at out-licensing the
same.

During FY2007, the company also entered into an in-licensing deal with Eli Lilly. As per the
agreement, which will serve as a prototype for joint development of several pre-clinical drug
candidates from Lilly in multiple therapeutic areas, NPIL will receive a call-back payment and
potential milestone payments of up to $100mn plus royalties on sales upon successful launch
of the first compound. Currently, we have not factored in any upsides from the deal in our
financials.
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Financials
Over FY2007-09E, NPIL is expected to grow at a CAGR of 19.4% on the sales front. Sales
growth, during the period, would be driven mainly by the CMG segment, which is expected to
grow at a CAGR of 23.3% and contribute around 46.2% to overall sales by FY2009E.
Commercialisation of the Indian pipeline would drive the overall growth momentum for the com-
pany. Domestic formulation, on the other hand, is expected to grow at a CAGR of 13.9% over
FY2007-09E, well ahead of industry. The growth would be aided by new product introductions in
the lifestyle segment and top brands of the company.
On the operating front, margins had been under pressure mainly on the back of the acquisitions
(Avecia) done by company and higher R&D spend. However, with breakeven of Avecia
operations and higher contribution coming from the Indian CMG business, margins are likely to
improve going ahead. We have factored in 220bp expansion in EBDITA margins, which are
expected to be 15.9% at the end of FY2009E. Overall, we expect the company's Net Profit to
grow at a CAGR of 27.6% over FY2007-09E.

CMG segment to drive growth

Net Profit to register a CAGR
growth of 27.6% over
FY2007-09E

Outlook and Valuation
NPIL has emerged a key player in the Indian CRAMS industry post its recent acquisitions.
These acquisitions have aided the company to straddle across the CMG value chain. NPIL also
has a robust pipeline, which is expected to drive growth of its CMG segment. At the CMP, the
stock trades at 18.4x FY2008E and 15.8x FY2009E earnings. We maintain a Buy on the
stock with a revised 15-month Target Price of Rs330. At our Target Price, the stock
would quote at 19.3x FY2009E earnings.

Source: Capitaline, Angel Research

Exhibit 6: P/E Band

Source: Company, Angel Research

Exhibit 5: Sales mix trend
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Profit & Loss Statement (Consolidated)   Rs crore Balance Sheet (Consolidated)   Rs crore
 Y/E March (Rs cr) FY2006 FY2007 FY2008E FY2009E

Net Sales  1,582  2,420  3,045  3,449

% chg 21.0 52.9 25.8 13.3

Total Expenditure  1,385  2,088  2,567  2,900

EBIDTA  197.6  331.7  477.3  548.7

(% of Net Sales) 12.5 13.7 15.7 15.9

Other Income  49.9  70.8  22.7  28.5

Depreciation& Amortisation  68.8  81.8  90.8  101.2

Interest  27.0  51.9  56.8  60.0

PBT  151.7  268.8  352.4  416.0

(% of Net Sales) 9.6 11.1 11.6 12.1

Extraordinary Expense/(Inc.)  3.3  -  -  -

Tax  23.8  38.9  42.5  47.2

(% of PBT) 15.7 14.5 12.1 11.3

PAT( After Minority Interest)  120.7  219.6  308.6  357.5

% chg (26.5) 82.0 40.5 15.8

Y/E March (Rs cr) FY2006 FY2007 FY2008E FY2009E

SOURCES OF FUNDS
Equity Share Capital  41.8  41.8  41.8  41.8

Reserves& Surplus  975.6  1,044.5  1,286.4  1,501.0

Shareholders Funds  1,017.4  1,086.3  1,328.2  1,542.8
Total Loans  311.4  639.2  699.0  737.4

Deffered Tax Liability  100.7  106.0  118.7  131.5

Total Liabilities  1,430  1,831  2,146  2,412
APPLICATION OF FUNDS
Gross Block  1,260.1  1,601.3  1,792.7  1,999.1

Less: Acc. Depreciation  395.1  431.1  521.9  623.1

Net Block  865.0  1,170.2  1,270.9  1,376.0
Provision for written down value  -  -  -  -

Capital Work-in-Progress  176.8  53.3  61.6  55.0

Investments  28.7  28.7  28.7  28.7
Current Assets  779.3  1,049.3  1,446.7  1,704.5

Current liabilities  437.3  486.7  678.7  769.4

Net Current Assets  342.0  562.6  768.0  935.2
Deferred Tax Asset  17.1  16.7  16.7  16.7

Total Assets  1,430  1,831  2,146  2,412

Cash Flow Statement (Consolidated)   Rs crore Key Ratios (Consolidated)
Y/E March (Rs cr) FY2006 FY2007 FY2008E FY2009E

Per Share Data (Rs)
EPS  5.8  10.5  14.8  17.1
Cash EPS  9.1  14.4  19.1  21.9
DPS  3.1  3.6  3.7  4.3
Book Value  48.7  52.0  63.5  73.8
Operating Ratio (%)
Raw Material / Sales (%)  42.6  36.3  36.3  36.3
Inventory (days)  63.9  65.5  66.3  66.2
Debtors (days)  55.3  54.6  55.4  55.4
Debt / Equity (x)  0.3  0.6  0.5  0.5
Returns %
ROE  15.7  20.9  25.6  24.9
ROCE  15.9  21.0  21.8  22.1
Dividend Payout  54.3  34.2  25.0  25.0
Valuation Ratio (x)
P/E  46.9  25.8  18.4  15.8
P/E (Cash EPS)  29.9  18.8  14.2  12.3
P/BV  5.6  5.2  4.3  3.7
EV / Sales  3.7  2.6  2.0  1.8
EV / EBITDA  23.8  15.5  12.4  10.6

Y/E March (Rs cr) FY2006 FY2007 FY2008E FY2009E

Profit before tax  144.9  258.6  351.2  404.7

Depreciation  68.8  81.8  90.8  101.2

Change in Working Capital  8.5  265.4  79.5  77.0

Direct taxes paid  25.6  23.1  29.8  34.4

Cash Flow from Operations  179.5  52.0  332.6  394.5

Inc./ (Dec.) in Fixed Assets  268.3  217.7  199.8  199.8

Free Cash Flow  (88.7)  (165.7)  132.8  194.7

Inc./ (Dec.) in Investments  25.0  -  -  -

Issue of Equity  332.0  (211.2)  -  (38.4)

Inc./(Dec.) in loans  (56.6)  327.8  59.8  38.4

Dividend Paid (Incl. Tax)  69.3  141.7  90.2  104.5

Others  12.7  (146.1)  (23.5)  0.0

Cash Flow from Financing  168.5  121.0  (6.9)  (104.5)

Inc./(Dec.) in Cash  79.8  (44.7)  125.8  90.2

Opening Cash balances  15.5  95.3  50.6  176.4

Closing Cash balances  95.3  50.6  176.4  266.6
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Disclaimer
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose possession
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Opinion expressed is our current opinion as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there may be regulatory,
compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without
notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.
The information in this document has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true and are for general guidance only. While every
effort is made to ensure the accuracy and completeness of information contained, the company takes no guarantee and assumes no liability for any errors or omissions of the information. No one can use
the information as the basis for any claim, demand or cause of action.
Recipients of this material should rely on their own investigations and take their own professional advice. Each recipient of this document should make such investigations as it deems necessary to arrive
at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult their own advisors to determine
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and associated companies, their directors and employees are under no obligation to update or keep the  information current. Also there may be regulatory, compliance, or other reasons that may prevent Angel
Broking and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.
Angel Broking Limited and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have long or short positions in, and buy or sell the securities of
the companies mentioned herein or engage in any other transaction involving such securities and earn brokerage or compensation or act as advisor or have other potential conflict of interest with respect
to company/ies mentioned herein or inconsistent with any recommendation and related information and opinions.
Angel Broking Limited and affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in a merger or specific transaction to the
companies referred to in this report, as on the date of this report or in the past.
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Tel : (079) 3048 0242 / 45

Amreli - Nishith Hemani
Tel: (02792) 228 800/231039-42

Ankleshwar - Durgesh Singh
Tel: (02646) 652 681-85

Anand - Harshit Bhavsar
 Tel : (02692) 267 041-45

Baroda - Manthan/Rashmikant
Tel: (0265) 6624 280 / 2226 103

Bhavnagar - Apurva Dhami
Tel: (0278) 2512099 / 755 / 3001717 / 18

Baroda (Akota) - Manisha Tandel
Tel: (0265) 6499 286 / 3256 290

Ahmedabad (Gurukul) - Krunal Pandya
Tel: (079) 6522 5510 / 3012 5492-94

Acme Plaza - Pankaj Mungre
Tel: (022) 4000 3700 / 3701

Andheri (Lokhandwala) - Muskaan Doultani
Tel : (022) 2639 2626 / 3255 0987

New Delhi - Ashutosh Gupta/Surender Kumar
Tel: (011) 3262 8699 / 8799

New Delhi - Rajinder Kumar Arora
Tel: (011) 4242 1105 - 07

Nashik - Vikram Tidke
Tel: (0253) 6614 235 / 236, 2506 276 / 604

New Delhi - Rajiv Khanna
Tel: (011) 4700 2380 / 84

New Delhi - Sumit Bhuttan
Tel: (011) 41659 711/12

Porbandar -  Ketan Thanki
Tel : (0286) 221 5310 / 31 / 221 5450

Rajkot - Dhaval Dave
Tel : (0280) 236 1935 / 329 6881 / 329 8100

Rajkot - Hitesh Popat
Tel: (0281) 2463 291-94

Pune -  Sameer Amrute
Tel : (020) 6620 6591 / 6620 6595

Rajkot - Manish Baradia
Tel : (0281) 2233 230 / 50

Rajkot - Nilesh Vora
Tel : (0281) 2225 401 / 02 / 03

Surat (Parle Point) - Akshay Panwala
Tel : (0261) 2257 990 / 909

Secunderabad - Srinivas
Tel : (040) 6690 5192 / 3 / 4

Palanpur -  Paresh Patel
Tel : (02742) 645 171 / 72

Valsad - Suchita  Krishnani
Tel - (02632) 645 344 / 45

Vapi - Dhiraj Pandey
Tel: (0260) 2400 210 / 214 / 236

Vijayawada - Badrinath Majeti
Tel :(0866) 6636900 / 901/ 902 / 903

Visakhapatnam - Vamshi Krishna
Tel :(0891) 6620 572-75

Surendranagar - Prashant Jani
Tel : (02752) 325905 / 223305

Udaipur - Anurag Jain
Tel - 098870  60723 / 099291 04723

Chennai - D. Loganathan
Gr. Floor, 45 TTK Road, Alwarpet
Chennai - 600 018
Tel: (044) 4226 9000 Fax: 2498 1742

Bangalore - Nandish Rao B.
No.92, Kedia Arcade,
Infantry Road, Bangalore - 560 001
Tel: (080) 4153 6700 - 03

Ahmedabad - Harshit Bhavsar
101, Mahalay Complex, Opp. Hotel President
Off. C.G. Road,  Ahmedabad - 380 009
Tel: (079) 3007 0749 - 751

Jaipur - Ranveer Singh
2/3, 1st Floor, Multi-Story Complex
1st M. I. Road, Opp. Amrapura Temple
Jaipur - 302 001 Tel: (0141) 222 3334

Indore - Rohit Pateria
UG No. 16 - 19, Commerce House
7 - Race Course Road, Indore - 452 003
Tel: (0731) 3013 360 - 65

Hyderabad - Shiva Shankar
Osman Plaza, 6-3-352, 3rd Floor
Rd No - 1, Banjara Hills, Hyderabad - 500 001
Tel: (040) 6673 3573 / 74

Kolkata - Vijay Kothari
Lords, 1st Floor, Suite No. 106 & 108
7/1, Lord Sinha Road, Kolkata - 700 071
Tel: (033) 4009 9899

Nashik - Sagar Jadhav
10 - A Wing, 2nd Floor, Parshuram Apts
College Road, Opp. Times of India,
Nashik - 422 005. Tel: (0253) 6611 201 - 206

New Delhi - Rajinder Kumar Arora
Ugf 4, Kanchanjunga Bldg
18, Barakhamba Road, New-Delhi -110 001
Tel: (011) 4151 2555 / 2666

Pune - Sunita Magnani
2nd Floor, Dealing Chambers Above Portico
Restaurant, J.M.Road, Pune - 411 005
Tel: (020) 2551 3143 / 2553 0912 - 14

Surat - Pinky Kothari
202, Empire State Bldg
Ring Road, Surat - 395 002
Tel: (0261) 6696 666

Rajkot - Vijay Popat
101, Race Course Plaza
Near Income Tax Office, Race Course Ring Rd
Rajkot - 360 001 Tel :(0281) 6451929 / 1910

Mumbai - Prakarsh Gagdani
3rd Floor, Acme plaza, M. V. Rd., Opp.
Sangam Cinema, Andheri (E), Mumbai - 59.
Tel: (022) 4040 3800  Fax: (022) 4040 3899

Ahmedabad(C. G. Road) - Preyash Shah
5/6 Chandan Complex, Swastik Cross Road,
C. G. Road, Ahmedabad - 380 009.
Tel: (079) 3007 4049 / 50

Surat - Ali Asgar Rasiwala
603, Empire State Bldg
Ring Road, Surat - 395 002
Mobile : 09898891213


