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Sell: Reality Bites

Maintain Sell (3L) — as 4Q07 results came in below our "lowest-on-the-street"
estimates. Exclusivity sales to partners in the US have buoyed profitability over
the last few quarters, and the high base would be a challenge in future. Cipla's
supply-based business model for regulated markets is also vulnerable, given the
global consolidation trend. While spikes on “exclusivity sales” could continue,
we believe such transient upsides should not have a high bearing on valuations.

Margin trouble — was the main reason for poor 4Q results. While sales growth at
7% YoY was in-line, PAT declined 34% YoY. Gross margins declined 417bps
YoY & 258bps QoQ to 45.2%, while EBIDTA margins declined 505bps YoY &
924bps QoQ to 15.7%. The absence of "exclusivity sales” to regulated markets
and the higher share of ARV sales in 4Q led to the drop in gross margins, while
EBIDTA margins were further affected by higher factory and general overheads.

What is the real picture? — We believe that the 15% EBIDTA margins in 4Q do
not reflect Cipla's true profitability, as several factors combined to keep it low.
We also highlight that 9m EBIDTA margins of ¢.25% are also misleading.
Besides product mix issues & spread of costs across quarters skewing quarterly
margins, we believe that 9m margins were also buoyed by supply of products
such as finasteride & sertraline for exclusivity sales in US.

Challenges persist — High growth in low-margin ARVs & rising competition in
India would pose margin challenges, in our view, while sales growth, barring
exclusivities, would be subdued in 1HO8 due to a high base. We are below
consensus in our estimates and believe the stock is expensive at 23xFYOSE EPS.
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Statistical Abstract

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield
31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)
2005A 4,096 5.46 38.6 46.4 12.2 29.1 0.6
2006A 6,001 8.00 46.5 31.6 9.8 34.3 1.0
2007E 6,988 8.99 12.3 28.2 6.4 28.0 1.2
2008E 8,407 10.82 20.3 23.4 5.5 25.3 1.4
2009E 9,856 12.68 17.2 20.0 4.7 25.3 1.6
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Reality Bites

We maintain Sell (3L) on Cipla, as 4Q07 results came in way below our "lowest
on the street" estimates. We maintain that sales to partners for exclusivities in
the US market have buoyed profitability over the last few quarters and the high
base would be a challenge in future. Cipla's supply-based business model for
regulated markets is also vulnerable, given the global consolidation process.
While spikes due to “exclusivity sales” could continue, we believe these
transient upsides should not have a high bearing on valuations. We remain
below consensus in our earnings estimates and believe that the stock is
expensive at 23.4x FYO8E earnings

Figure 1. Earnings Summary (Rupees in Millions)

Yearto 31 March  4QFY06  4Q FY07 % ChYoY 3QFY07 % Ch QoQ FY06 FY07 % Ch YoY CIR Comments
Sales 8,762 9,291 6.0 8,532 8.9 30,209 35330 17.0  Absence of “exclusivity sales” to regulated market partners subdues
YoY growth in 4Q
Excise Duty (250) (2190 (129 (240) (8.6) (1,195) (884) (26.1)
Excise (% of sales) 29 24 -50 bps 28  -45bps 4.0 25 -146 bps Savings from the shift to Baddi
Net Sales 8,511 9,071 6.6 8,292 9.4 29,014 34447 18.7
|()ther Operating 195 313 60.8 513 (39.0) 843 1,340 58.9 Growth on account of higher technology fees from partners
ncome
Net Revenues 8,706 9,385 78 83805 6.6 29,857 35781 19.9 High base effect subdues growth in 4Q
Expenditure (6,903)  (7,915) 147 (6,613) 19.7 (23,193) (27,560) 18.8 Higher factory and general overheads have been partially offset by flat
staff cost YoY in 4Q
EBIDTA 1,803 1,470  (18.5) 2,193 (33.00 6,664 8227 23.5 Adverse shift in product mix (higher ARV sales; lower regulated market

EBIDTA Margin (%) 207 157 -505 bps 249 -924 bps 23 230 67 bps sales) and higher fixed overheads drive margins down in 4Q. FY07
margins may be more representative of real profitability

Interest (33) (13) (60.8) (13) (2.3) (114) (70) (39.1) Repayment of short term borrowings
Depreciation (250) (261) 43 (275) (5.2) (830)  (1,041) 25.4
Other income 468 221 (52.8) 261 (15.6) 1,311 891 (32.0) Lower due to non recurring insurance claim of Rs200m in 4QFY06
PBT 1,988 1,417 (28.7) 2,166 (346) 7,031 8,008 13.9
Tax (80) (160) 99.4 (322) (50.5)  (1,030) (1,400) 35.9
Tax rate (%) 4.0 11.3 723 bps 14.9 -361 bps 14.6 17.5 283 bps
Net profit 1,908 1,257  (34.1) 1,844 (31.8) 6,001 6,608 10.1  Lower than consensus estimates (source: Bloomberg) by 36% in 4Q
Net margin (%) 224 13.9 -855 bps 222 -838 bps 207 192 -150 bps

Source: Citigroup Investment Research

Figure 2. Revenue Break-Up (Rupees in Millions)

Year to 31 March AQFY06  4QFY07 9% ChYoY 3QFY07 9% ChQoQ FY06 FY07 % Ch YoY CIR Comments

Domestic 3,495 3,997 14.4 4353 (8.2) 15,027 17,523 16.6 Steady growth continues

% of Total Revenues 39.0 41.6 260 bps 481 -651 bps 484 47.8 -61 bps

Exports 5,266 5,293 0.5 4,179 26.7 15,182 17,807 17.3 High base effect hits 4Q growth

% of Total Revenues 58.8 55.1  -368 bps 46.2 892 bps 48.9 486 -33 bps

Formulations 3,320 3,879 16.8 3,197 21.3 10,315 13,062 26.6 4Q growth driven by strong growth in ARVs

APIs 1,946 1,415 (27.3) 982 14.1 4,868 4,745 (2.5)  High base in 4Q FY06 due to supplies for partners’
“exclusivity sales” in regulated markets

Sales 8,762 9,291 6.0 8,532 89 30,209 35330 17.0

Other operating income 195 313 60.8 513 (39.0) 843 1,340 58.9 Primarily driven by technology know-how fees

% of Total Revenues 22 33 109 bps 57 =241 bps 27 37 94 bps

Total Revenues 8,956 9,604 1.2 9,045 6.2 31,062 36,671 18.1

Source: Citigroup Investment Research

Citigroup Global Markets | Equity Research




Cipla (CIPL.BO)
26 April 2007

Figure 3. Cost Break-Up (Rupees in Millions)

Year to 31 March 4QFY06  4QFY07 9% ChYoY 3QFY07 % ChQoQ FY06 FY07 % Ch YoY CIR Comments

Net Sales 8,511 9,071 6.6 8,292 9.4 29,014 34447 18.7
Raw Materials 4313 4975 15.4 4334 14.8 14244 17,280 21.3  Change in revenue mix in favour of ARVs and lower API sales to
regulated markets

% of Net sales 50.7 54.8 417 bps 52.3 258 bps 49.1 502 107 bps
Staff Cost 426 433 1.8 458 (5.4) 1,473 1,843 25.1 Decline QoQ is surprising; may rise again in forthcoming quarters

% of Net sales 5.0 48  -22bps 55 74 bps 5.1 54 27bps
Other Expenses 2,165 2,507 15.8 1,821 376 7477 8437 12.8 Higher factory (power & fuel, stores & spares, repairs) and general
(selling expenses, professional fees)

% of Net sales 254 27.6 220 bps 220 567 bps 258 24.5 -128 bps

Total Expenditure 6,903 7,915 14.7 6,613 19.7 23,193 27,560 18.8
% of Net sales 81.1 8§73 615 bps 79.7 750 bps 79.9 80.0 7 bps 4Q is excessively skewed to the higher side just as the first 3

quarters were excessively skewed to the lower side

Source: Citigroup Investment Research

Figure 4. Sales and % Change YoY (Rupees in Million, Percent) Figure 5. EBITDA and EBITDA margin (Rupees in Million, Percent)
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Figure 6. Price performance
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Figure 7. Stock Performance
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Absolute 35 (1.9) (3.5)
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Source: Powered by dataCentral

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 slow
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. 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.

Valuation

Cipla is a steadily growing company, thus we use P/E as the base valuation tool
for the company. Our target price of Rs170 is based on 18x forward 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 ata 10%
discount to the multiple we use for its peers such as Ranbaxy, Dr Reddy's and
Sun Pharma.

Risks

We rate Cipla as 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
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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Appendix A-1

Analyst Certification

I, Prashant Nair, CFA, research analyst and the author of this report, hereby certify that all of the views expressed in this research report
accurately reflect my personal views about any and all of the subject issuer(s) or securities. | also certify that no part of my compensation
was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Cipla (CIPL.BO)
Ratings and Target Price History - Fundamental Research Target Closing
Analyst: Prashant Nair, CFA (covered since February 22 2006) INR #  Date Rating Price Price
: : : 1: 1 Jun 04 3L 88.00 95.58
2:26 Oct 04 3L *96.00 106.92
3:27 Jun 05 3L *116.00 124.12
4:25 Jan 06 3L *65.60 174.06
5:19 Jul 06 3L *170.00 212.45
6:19 Jul 06 3L 170.00 212.45

*Indicates change.
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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 31 March 2007 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (3215) 45% 40% 15%
% of companies in each rating category that are investment banking clients 45% 42% 32%
India -- Asia Pacific (130) 58% 14% 28%
% of companies in each rating category that are investment banking clients 42% 50% 42%

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 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
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performance and risk.

Guide to Corporate Bond Research Credit Opinions and Investment Ratings:

Citigroup Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a
complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report. The fundamental credit
opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries. The fundamental credit
opinion is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard
and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: Low Risk Triple A to Low Double A; Low to Medium Risk High Single
A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative Risk Mid Double B and Below. The risk rating element illustrates
the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a company is held to maturity, based upon both fundamental and
market risk factors. Certain reports published by Citigroup Investment Research will also include investment ratings on specific issues of companies under coverage which
have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citigroup Investment Research's expectations for total return,
relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight the bond is expected to
outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated monthly
and can be viewed at http://www.sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in line with the relevant Citigroup bond
market sector index; or Sell/Underweight the bond is expected to underperform the relevant sector of the Citigroup indexes.

OTHER DISCLOSURES

The subject company's share price set out on the front page of this Product is quoted as at 26 April 2007 04:00 PM on the issuer's primary market.

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
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discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should
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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. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty
Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through
bankers and relationship managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the
Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. 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
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