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Jubilant Lifesciences' 3QFY11 results were disappointing due to pricing pressure, delayed orders and a high base.

Key highlights:

 The company's 3QFY11 top-line was flat at Rs8.65b, EBITDA declined by 40.9% YoY to Rs1.3b and adjusted PAT

declined by 56.2% YoY to Rs441m mainly due to poor operational performance.

 The life science products business' revenue grew 13% YoY to Rs7b (contributing 81% of revenue) led by volume

growth of 17% YoY and the life science services business reported a 32% YoY decline in revenue to Rs1.67b mainly

due to 34% de-growth in the CMO business and 29% de-growth in drug discovery and development services (DDDS).

 EBITDA declined by 40.9% YoY to Rs1.3b due to an adverse revenue mix leading to suboptimal cost absorption and

EBITDA margins were 15% (down 1,040bp). Jubilant's life sciences products business faced YoY pricing pressure.

In the services business, unabsorbed fixed cost due to postponement of orders, delayed milestone payments and

underutilization of capacity impacted margins.

 Adjusted PAT declined by 56.2% YoY to Rs441m led by poor operational performance and higher tax expenses.

However, a decline in PAT was partly restricted by a 25.6% YoY decline in interest costs due to transfer of some debt

to the de-merged entity, Jubilant Industries.

We believe the de-merger of the APP business is a positive step, as it reflects the management's intention to adopt a

focused approach for the PLSPS business. The de-merger will also lead to improvement in Jubilant's RoCE. We believe

Jubilant is facing challenges in its key businesses led by pricing pressure and delayed customer orders and execution.

The management needs to demonstrate it can reverse some of these headwinds in the coming quarters. We also believe

some of the past acquisitions (like Draxis) have been made at expensive valuations, resulting in extended payback

periods and lower returns ratios. High debt, large FCCB redemption (US$202m in May 2011 including YTM) and low

RoCE (11-13%) are an overhang. Based on our revised estimates, the stock trades at 12.8x FY11E EPS, 12.2x FY12E

EPS and 8.6x FY13E EPS. Our estimates take into account increased interest costs related to the re-financing of FCCB

redemption (worth US$202m) for FY12E. Maintain Neutral.
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Pricing pressure, delayed orders, a high base lead to disappointing results

Jubilant's 3QFY11 performance was disappointing. Its top-line was flat at Rs8.65b, EBITDA
declined by 40.9% YoY to Rs1.3b and adjusted PAT declined 56.2% YoY to Rs441m
mainly due to poor operational performance.

The life sciences products business posted revenue growth of 13% YoY to Rs7b
(contributing 81% of revenue) led by volume growth of 17% YoY. The life science
ingredients business grew 11% YoY to Rs5.82b (volume growth of 15% YoY) led by API
business due to entry into new geographies and market share gains. The generics business
grew 24% YoY to Rs1.18b (volume growth of 30% YoY) led by a ramp-up in sales of new
launches and 31% growth in radio-pharma revenues (led by improved availability of isotope
supplies). However, it seems most of the product categories in the life sciences segment
faced pricing pressure with volumes leading growth.

The life science services business posted a disappointing performance with 32% YoY
decline in revenue to Rs1.67b mainly due to 34% de-growth in the CMO business and
29% de-growth in the drug discovery and development services (DDDS) business. The
decline in the CMO business was led by (i) a high base (boosted by one-time revenue of
Rs550m from an H1N1 contract) and (ii) delays in customer product approvals. The
DDDS business was adversely impacted by (i) a delay in signing deals for new CRO
business, (ii) postponement of milestone payments from customers and delay in executing
some new orders from key customers.

Sales mix (Rs m)

3QFY11 3QFY10 % YoY

   Life Science Ingredients  5,820  5,240  11.1

   Generics  1,180  950  24.2

Life Science Products 7000 6190 13.1

   CMO  1,150  1,750  (34.3)

   DDDS  490  690  (29.0)

   Others  27  20  33.0

Life Science Services 1667 2460 -32.2

Total  8,667  8,650  0.2

Source: Company

EBITDA down 40.9% YoY at Rs1.3b, below our estimates

EBITDA declined by 40.9% YoY to Rs1.3b due to an adverse revenue mix, leading to
sub-optimal cost absorption and EBITDA margins were 15% (down 1,040bp). The life
sciences products business faced pricing pressure though pricing improved sequentially.
In the services business, unabsorbed fixed costs due to postponement of orders, delayed
milestone payments and underutilization of capacity impacted margins.
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Source: Company

Adjusted PAT declined by 56.2% YoY to Rs441m led by poor operational performance
and higher tax expenses. However, the PAT decline was restricted by a 25.6% YoY
decline in interest costs due to transfer of some debt to the de-merged entity, Jubilant
Industries. Net debt as of December 2010 increased to Rs28.8b from Rs27.3b on 30
September 2010.

Key highlights of the conference call

 The life sciences products business ported revenue growth of 13% YoY led mainly by
volume growth of 17% YoY. The company faced pricing pressure in this business.
The realizations were affected by adverse currency movement. However, the
management said it increased prices by 10% in some of the contracts and there would
be sequentially improvement in the pricing scenario. New capacities for the pyridines,
nutritional ingredients and API businesses will come on stream from March 2011,
which will drive volumes.

 The life science services business posted disappointing performance with a 32% YoY
decline in revenue. The management indicated there would be margin improvement
going forward in this segment. The management expects normalized EBITDA margins
of 16-18% for the business.

 A decline in the CMO business was mainly due to a high base (boosted by one time
revenue of Rs550m from an H1N1 contract) and delays in customer product approvals.
The management indicated that, excluding the revenues from H1N1 contracts last
year, there would be sequential improvement in revenue from the CMO business as
the delayed milestone payments would come in 4QFY11 and 1QFY12.

 The DDDS business was adversely impacted by a delay in signing deals for new
CRO business, postponement of milestone payments by customers and delay in
executing some new orders for key customers. The management said that due to the
recent consolidation in the global pharmaceutical industry, large companies are
rationalizating their R&D pipeline, which is impacting Jubilant's revenue. Although the
management did not have clear visibility as to when the business would revert to
normalcy, it mentioned that Jubilant was expecting a few clinical research contracts in
4QFY11.

EBITDA Margin Trend
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High debt, FCCB redemption remain an overhang

 Jubilant raised US$310m in FCCBs in 2005 and 2006 to fund acquisitions and for
capex.

 Of these, FCCBs worth US$142m (US$202m including YTM) are due for redemption
in May 2011. We believe these are unlikely to be converted into equity given the high
conversion price of Rs413 (effective conversion price of Rs589 taking into account
YTM).

Cutting FY11 earnings estimates by 27%, 32% for FY12, 26% for FY13

 Based on poor 3QFY11 performance, we have cut our revenue and earning estimates.
 We have reduced revenue estimates for FY11 and FY12 by 7.7% each and for FY13

by 5.3%.
 FY11 EPS estimates have been cut by 27%, by 32% for FY12 and by 26% for FY13.

Outlook and valuation

We believe the de-merger of the APP business is a positive step as it reflects the
management's intention to have a focused approach for the PLSPS business. The de-
merger will also lead to improved RoCE for Jubilant as the APP business accounted for
only 2% of its FY10 EBITDA but 6% of capital employed. We believe Jubilant is facing
challenges for its key businesses led by pricing pressures, delayed orders and execution.
The management needs to demonstrate it can reverse some of these headwinds in the
coming quarters. We also believe some of the past acquisitions (like Draxis) have been
made at expensive valuations, resulting in extended payback periods and lower return
ratios. High debt, large FCCB redemption (US$202m in May 2011 including YTM) and
low RoCE (11-13%) are an overhang. Based on our revised estimates, the stock trades at
12.8x FY11E EPS, 12.2x FY12E EPS and 8.6x FY13E EPS. Our estimates take into
account increased interest costs related to the re-financing of FCCB redemption (worth
US$202m) for FY12E. Maintain Neutral.
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Company description

Jubilant Organosys Limited is the largest specialty chemicals
company in India with high degree of vertical integration
along with global scale and reach in almost all its key
products. Its business model spans pharmaceuticals and
life sciences, industrial chemicals and performance
chemicals. It entered the API business (by acquiring Max
India's API operations) and into formulations and regulatory
services segment (by acquiring PSI nv and PSI supply).

Key investment arguments

  A composite and integrated player with offerings across
the pharmaceuticals and specialty chemicals value chain.

 Continuous forward integration with global scale
capacities in key products and widespread global
presence put Jubilant on a high growth path.

 A growing share of the profitable pharmaceuticals
business, driven by CRAMS, steriles and the
radiopharmaceuticals business, ensures improved
profitability and earnings visibility.

Recent developments

 Jubilant and Eli Lilly have extended their drug discovery
collaboration on successful delivery of pre-clinical
candidates.

Valuation and view

 A slowdown in some CRAMS products, declining
realizations and product rationalization (for the
chemicals business) is impacting Jubilant's top-line
growth.

 We expect an improvement in the CRAMS business
from FY12.

 The stock trades at 12.8x FY11E EPS, 12.2x FY12E
EPS and 8.6x FY13E EPS. Net D/E as of December
2010 was high at 1.35x with US$202m of FCCBs
coming up for redemption in May 2011.

 Maintain Neutral.

Sector view

 The CRAMS segment is likely to grow exponentially
over the next few years.

Comparative valuations
Jubilant Divis Dishman

P/E (x) FY11E 12.8 23.4 13.4

FY12E 12.2 19.3 22.1

P/BV (x) FY11E 1.3 4.7 0.9

FY12E 1.3 4.0 0.9

EV/Sales (x) FY11E 1.5 7.3 1.8

FY12E 1.5 6.1 1.7

EV/EBITDA (x) FY11E 9.9 19.4 11.0

FY12E 9.1 15.4 9.7

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 47.2 47.3 50.8

Domestic Inst 3.9 7.6 2.0

Foreign 28.8 25.9 26.0

Others 20.2 19.2 21.2

Jubilant Lifesciences: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 14.5 23.8 -39.0

FY12 15.1 29.6 -48.9

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

185 181 -2.0 Neutral
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Financials and Valuation
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N O T E S
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Jubilant Lifesciences
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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