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Maintain Outperformer
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Share Data

Reuters code DISH.BO

Bloomberg code DISH IN

Market cap. (US$ mn) 373

6M avg. daily turnover (US$ mn) 1.7

Issued shares (mn) 81

Target price (Rs) 239

Performance (%) 1M 3M 12M

Absolute (10) 12 61

Relative (3) 11 8

Valuation Ratios

Yr to 31 Mar FY10E FY11E

EPS (Rs) 13.6 22.0

+/- (%) (31.9) 60.9

PER (x) 16.0 9.9

PBV (x) 2.1 1.8

Dividend/Yield (%) 0.6 0.6

EV/Sales (x) 2.5 2.1

EV/EBITDA (x) 10.4 7.7

Major shareholders (%)

Promoters 61

FIIs 9

MFs 15

Public & Others 15

2QFY10 Result – Weak results…awaiting triggers to play out

Dishman Pharmaceuticals reported a weak set of numbers with revenue

declining by 14% to Rs 2.2 bn. The CRAMS business and MM (Marketable

Molecules) reported 9% and 25% decline in revenues to Rs 1.6 bn and Rs 558

mn, respectively. Though the operating profit declined by 11% but operating

margins remained flat at 20%. The company reported a PAT of  Rs 248 mn

(including a forex gain of Rs 56 mn) and adjusting for the same the net profit

stood at Rs 193 mn (43% decline YoY).

Dishman reported weak financial performance in 1HFY10 due to 8% decline

in CRAMS (owing to lower sales from Solvay) and 10% decline in MM. The

management has downward revised its revenue guidance for Solvay from

Rs 1.8 bn to Rs 1.2 bn and further guided for overall revenues and PAT levels to

remain flat in FY10E against the earlier guidance of 15-20%. Based on poor

performance reported by Dishman, we have downward revised our earnings

estimates by 33% and 12% for FY10E and FY11E, respectively. However, we

expect the company to gain some traction in 2HFY10E/FY11E on the back of a)

increased contribution from Solvay contracts b) contribution from

AstraZeneca’s contract (supply of  Omeprazole with revenue potential of  US$

10 mn), c) Commencement of  Oncology APIs (High Potency) facility in India

and d) commercialisation of API facility in China. At the current market price

of Rs 218, the stock trades at 16x FY10E and 10x FY11E earnings. Given

reasonable valuations based on FY11E earnings (there exists upside risks to

our estimates due to above triggers), we maintain Outperformer rating. Key

risks include delays in execution of contracts or commercialisation of high

potency facility and China facility and any uncertainty to new contracts due

to Abbott’s acquisition of  Solvay.

Batlivala & Karani
MID CAP

Financial highlights

(Rs mn) 2QFY09 2QFY10 YoY (%) 1HFY09 1HFY10 YoY (%) FY09 FY10E YoY (%) FY11E YoY (%)

Net sales 2,520 2,174 (13.7) 4,879 4,451 (8.8) 10,624 9,852 (7.3) 11,759 19.4

Operating profit 498 442 (11.3) 1,161 974 (16.1) 2,770 2,342 (15.4) 3,154 34.7

Operating margin (%) 19.8 20.3 – 23.8 21.9 – 26.1 23.8 – 26.8 –

Other income 75 59 (21.7) 98 63 (36.3) 83 165 99.6 100 (39.4)

Interest 87 99 13.5 180 202 12.7 484 500 3.3 503 0.7

Depreciation 139 174 24.6 284 319 12.4 639 756 18.4 738 (2.4)

PBT before forex adjustment 347 229 (34.1) 796 516 (35.3) 1,730 1,251 (27.7) 2,013 60.9

Forex gains/(loss) (310) 56 (118.0) (475) 207 (143.6) (145) 207 (242.3) – –

PBT 37 284 670.5 322 722 124.5 1,584 1,458 (22.2) 2,013 38.1

Tax 7 36 384.7 15 82 446.9 107 175 63.2 242 38.1

PAT 30 248 741.9 307 641 108.8 1,477 1,283 (27.4) 1,772 38.1

Adjusted PAT 340 193 (43.2) 759 457 (39.8) 1,622 1,101 (32.1) 1,772 60.9

PAT Margin (%) 13.5 8.9 – 15.6 10.3 – 15.3 11.2 – 15.1 –
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Highlights

• Dishman reported a weak set of numbers with revenue declining by 14% to Rs 2.2 bn.

However, the revenue contribution from Carbogen AMCIS declined by 10% to Rs 924 mn.

• CRAMS business declined 9% to Rs 1.6 bn on account of lower contribution from

Solvay and the MM business declined 25% to Rs 558 mn.

• Dishman has Rs 8 bn of  debt on its books with ~Rs 5.5 bn in foreign currency. The

company is expected to repay the debt in the next five years through internal accruals.

Currently, the company has outstanding FCCB’s to the tune of  US$ 2.2 mn.

• Dishman plans to commercialise its Oncology API greenfield facility located near

Ahmedabad in January 2010. The facility will be used to service Carbogen customers.

• The company’s China facility (API manufacturing) is expected to begin commercial

production in 2010. The company is expected to supply APIs to companies like J&J,

AstraZeneca, Novartis and Merck for their Chinese operations.

• The company is expected to launch its Vitamin (Vitamin D2 & D3) manufacturing facility

in India in FY11E.

• Dishman entered into a contract wherein it will be supplying 14 APIs to AstraZeneca

which would include Omeprazole as well. The company has already delivered the validation

batch and will begin commercial supply in FY11E.
Revenue mix

(Rs mn) 2QFY09 2QFY10 YoY (%) 1HFY09 1HFY10 YoY (%) FY09 FY10E YoY (%) FY11E YoY (%)

CRAMS business 1,775 1,617 (8.9) 3,600 3,300 (8.3) 7,774 7,287 (6.3) 8,681 19.1

Business from Carbogen 1,026 924 (9.9) 1,963 2,073 5.6 4,504 4,279 (5.0) 4,921 15.0

AMCIS

Others (including Solvay) 749 693 (7.6) 1,637 1,227 (25.1) 3,270 3,008 (8.0) 3,760 25.0

MM 745 558 (25.1) 1,279 1,151 (10.0) 2,850 2,565 (10.0) 3,078 20.0

Total revenues 2,520 2,174 (13.7) 4,879 4,451 (8.8) 10,624 9,852 (7.3) 11,759 19.4
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Balance Sheet

Yr end 31 Mar (Rs mn) FY08 FY09 FY10E FY11E

Cash & marketable securities 372 452 1,921 2,883

Other current assets 5,936 6,399 6,261 7,147

Investments 13 13 13 13

Net fixed assets 8,336 10,008 10,252 10,014

Total assets 14,656 16,872 18,448 20,056

Current liabilities 2,472 2,284 2,240 2,610

Total debt 6,300 7,237 7,687 7,187

Other non-current liabilities 149 208 208 208

Total liabilities 8,922 9,729 10,135 10,005

Share capital 159 161 161 242

Reserves & surplus 5,575 6,883 8,052 9,711

Less: Misc. expenditure 0 99 99 99

Shareholders’ funds 5,735 7,143 8,312 10,052

Total equity & liabilities 14,656 16,872 18,448 20,056

Capital employed 12,184 14,588 16,207 17,447

Income Statement

Yr end 31 Mar (Rs mn) FY08 FY09 FY10E FY11E

Net sales 8,031 10,624 9,852 11,759

Growth (%) 38.8 32.3 (7.3) 19.4

Operating expenses (6,502) (7,854) (7,510) (8,604)

Operating profit 1,529 2,770 2,342 3,154

EBITDA 1,529 2,770 2,342 3,154

Growth (%) 32.8 81.1 (15.4) 34.7

Depreciation (472) (639) (756) (738)

Other income 132 83 165 100

EBIT 1,189 2,213 1,751 2,516

Interest paid (339) (484) (500) (503)

Pre-tax profit 850 1,730 1,251 2,013
(before non-recurring)

Non-recurring items 379 (145) 207 0

Pre-tax profit 1,229 1,584 1,458 2,013
(after non-recurring)

Tax (current + deferred) (13) (107) (175) (242)

Net profit (before Minority 1,216 1,477 1,283 1,772
Interest, Pref. Dividend, etc.)

Prior period adjustments (18) (5) 0 0

Reported PAT 1,197 1,472 1,283 1,772

Adjusted net profit 819 1,617 1,101 1,772

Growth (%) 0.7 97.5 (31.9) 60.9

Cash Flow Statement

Yr end 31 Mar (Rs mn) FY08 FY09 FY10E FY11E

Pre-tax profit 1,229 1,584 1,458 2,013

Depreciation 472 639 756 738

Change in working capital (1,149) (809) 93 (516)

Total tax paid 64 91 (175) (242)

Cash flow from oper. (a) 617 1,506 2,132 1,994

Capital expenditure (2,725) (2,507) (1,000) (500)

Change in investments 127 0 0 0

Others (39) 295 0 0

Cash flow from inv. (b) (2,585) (2,453) (1,000) (500)

Free cash flow (a+b) (1,968) (947) 1,132 1,494

Equity raised/(repaid) 1,382 186 0 81

Debt raised/(repaid) 691 937 450 (500)

Dividend (incl. tax) (89) (94) (113) (113)

Cash flow from fin. (c) 1,984 1,028 337 (533)

Net change in cash (a+b+c) 16 81 1,469 961

Key Ratios

Yr end 31 Mar (%) FY08 FY09 FY10E FY11E

Adjusted EPS (Rs) 10.3 20.0 13.6 22.0

Growth 3.1 95.0 (31.9) 60.9

Book NAV/share (Rs) 71.0 87.7 102.2 123.7

Dividend/share (Rs) 1.0 1.2 1.2 1.2

Dividend payout ratio 11.5 7.0 10.3 6.4

Tax 1.1 6.8 12.0 12.0

EBITDA margin 19.0 26.1 23.8 26.8

EBIT margin 14.8 20.8 17.8 21.4

RoCE 11.3 16.5 11.4 15.0

Net debt/Equity 103.4 95.0 69.4 42.8

Valuations

Yr end 31 Mar (x) FY08 FY09 FY10E FY11E

PER 21.2 10.9 16.0 9.9

PCE 13.4 7.8 9.5 7.0

Price/Book 3.1 2.5 2.1 1.8

Yield (%) 0.5 0.6 0.6 0.6

EV/Net sales 3.0 2.3 2.5 2.1

EV/EBITDA 15.9 8.8 10.4 7.7

Du Pont Analysis – ROE

Yr end 31 Mar (x) FY08 FY09 FY10E FY11E

Net margin (%) 10.2 15.2 11.2 15.1

Asset turnover 0.6 0.7 0.6 0.6

Leverage factor 2.9 2.4 2.3 2.1

Return on equity (%) 18.4 25.1 14.2 19.3
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B&K Investment Ratings:

1. BUY: Potential upside of > +25% (absolute returns)

2. OUTPERFORMER: 0 to +25%

3. UNDERPERFORMER: 0 to -25%

4. SELL: Potential downside of < -25% (absolute returns)
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