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Piramal Healthcare - Minrad International: Small but Strategic fit

Piramal Healthcare announced its definitive merger agreement with Minrad International
Inc, a provider of generic inhalation anaesthetic, for a total consideration of US $40mn.
Piramal Healthcare had entered the Inhalation Anaesthetic segment through
acquisition of the Rhodia IA business in FY2005. It currently produces Halothane and
Isoflurane at its manufacturing facility in India. With the Minrad acquisition, Piramal will
have all five products, viz. Desflurane, Sevoflurane, Enflurane, Isoflurane and Halothane of
the Anaesthetic segment to come under its portfolio making it the third largest player after
Abbott and Baxter in the US Inhalation Anaesthetic market.

Contours of the Deal: As per the agreement, Minrad will merge with a newly
incorporated wholly-owned subsidiary of Piramal. The transaction is conditioned upon
approval by Minrad's stockholders and other customary closing conditions. The deal is
expected to close in the first quarter of 2009. Out of the US $40mn consideration, which will
be raised through internal accruals and debt, Piramal Healthcare will pay Equity
consideration of US $5.9mn (at  0.12 per share), assume existing debt and other charges
of US $3.3mn and redeem convertible notes of US $30.8mn. The company also plans to
infuse additional US $12mn as working capital investment.

Management expects acquisition to be EPS accretive in FY2010: Piramal
Healthcare intends to turn the acquisition profitable in its first year of operation by rationalising
costs across the value chain and through working capital management. Management
expects Minrad to clock Revenues of US $65mn with EBITDA Margins of 25% and be
marginally EPS accretive in the first year of consolidation (FY2010). We believe this
acquisition will help the company scale up its Inhaled Anaesthetic product portfolio and
build a global presence in the Critical Care segment in the long term. We have not factored
in any upsides from the acquisition on the Net Profit front.
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Key Financials

Source: Company, Angel Research

Y/E March (Rs cr) FY2007 FY2008 FY2009E FY2010E

Net Sales  2,420  2,848  3,334  3,751

% chg 52.9 17.7 17.1 12.5

Net Profit  218  334  444  469

% chg 80.8 53.0 33.0 5.7

Adj EPS (Rs)  10.4  15.9  21.2  22.4

EBITDA Margin (%) 13.7 18.9 19.3 20.2

P/E (x)  21.9  14.3  10.7  10.2

RoE (%)  21.1  33.7  37.0  32.3

RoCE (%)  21.2  27.9  30.5  28.1

P/BV (x)  3.9  3.9  3.3  2.7

EV/Sales (x)  2.2  1.9  1.6  1.5

EV/EBITDA (x)  13.4  9.3  7.8  7.1
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Primary reason for the losses are high R&D costs and dependence on thrid party distributors.

Inhalation Anaesthetic Market

The global Inhalation Anaesthetic market is estimated at US $1,050mn having five gas
molecules with the US market accounting for 50% share. The US market is dominated by few
players like Abbot, Baxter and Minrad. Minrad’s marketshare is currently in low single digits
and with the acquisition by Piramal Healthcare it expects to increase it by 10-12% going
forward on the back of expansion in vaporisers installation, investment in working capital and
global material sourcing.

Exhibit 1: Minrad Financials (US $Mn)
Profit & Loss Account CY2005 CY2006 CY2007 *CY2008
Revenue 8.3 16.3 13.0 23.0
% Growth 96.4 (20.2) 76.9
EBITDA (2.6) (6.4) (17.7) (15.3)
% of Revenue (31.3) (39.3) (136.2) (66.5)
Depreciation & Amortization 0.2 0.6 1 3.1
Interest Expenses 2 (0.5) (0.2) 2.5
Other non-operating expenses 7.2 0.7 0.2 4.7
PAT (12) (7.2) (18.7) (25.6)
% of Revenue (144.6) (44.2) (143.8) (111.3)
Balance Sheet
Net Worth 4.3 33.5 19.1 (1.8)
Debt 2.7 0.0 7.9 41.8
Deferred Income 0.1 0.0 1.0 0.8
Total 7.1 33.5 28.0 40.9
Net Fixed Assets 1.1 7.0 23.3 21.8
Intangibles 0.0 0.4 0.6 3.7
Working Capital 6.0 26.1 4.1 15.4
Total 7.1 33.5 28.0 40.9

Source: Company, Angel Research. * For 9MCY2008

About Minrad

Minrad, which was founded in 1996, has presence across three segments, viz. Inhalation
Anaesthetic gases, Conscious Sedation systems and Image Guidance systems. Minrad has
transformed itself into a generic provider of Inhalation Anaesthetic products, which contributed
98% of Total Revenues in the first nine months of CY2008, with all four key products
(Desflurane-ANDA filed, Sevoflurane, Enflurane and Isoflurane) under its portfolio.
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Source: Company, Angel Research

Exhibit 2: Global Inhalation Anaesthetic Market Size

Acquisition Rationale

Piramal Healthcare had entered into the Inhalation Anaesthetic segment through acquisition of
Rhodia IA business in FY2005. It currently produces Halothane and Isoflurane through its
manufacturing facility in India. With the Minrad acquisition, Piramal Healthcare will have all the
five products, viz. Desflurane, Sevoflurane, Enflurane, Isoflurane and Halothane in the
Anaesthetic segment to come under its portfolio making it the third largest player after Abbott
and Baxter in the US Inhalation Anaesthetic market.

Outlook and Valuation

Piramal Healthcare has been a key entrant in the CMG space. Over the last few years, the
segment has been the key growth driver for the company. We expect the company’s Revenues
to grow at a CAGR of 14.8% over FY2008-10E to Rs3,751cr and Net Profit to post CAGR of
18.6% over the mentioned period to Rs468.9cr. At current levels, the stock is trading at 10.7x
FY2009E and 10.2x FY2010 Earnings. We maintain a Buy on the stock with a Target Price
of Rs340, which implies a Target multiple of 15x FY2010E EPS.

Exhibit 3: Companies Presence across products
Products Market Size (US $Mn) Companies

Abbot Baxter Piramal HC Minrad
Desflurane 210 √ √ x √
Sevoflurane 750 √ √ x √
Enflurane 5 x x x √
Isoflurane 75 √ √ √ √
Halothane 10 √ √ √ x

Source: Company, Angel Research
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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 this
document may come are required to observe these restrictions.
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 the
merits and risks of such an investment. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions - futures,
options and other derivatives as well as non-investment grade securities - involve substantial risks and are not suitable for all investors. Reports based on technical analysis centers on studying charts of
a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals.
We do not undertake to advise you as to any change of our views expressed in this document. While we would endeavor to update the information herein on a reasonable basis, Angel Broking, its subsidiaries
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.

Buy (Upside > 15%) Accumulate (Upside upto 15%) Neutral (5 to -5%)
Reduce (Downside upto 15%) Sell (Downside > 15%)
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