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ENAM Securities CMP: Rs 324

SN 1dia Research Target Price: Rs 307

Potential Upside: -5%

Its possible! Absolute Rating: HOLD
Cipla Ltd

Relative to sector: Neutral

2;?'\’;"_{2:‘:3%065 GROWTH SLIPS; MARGINS CONTINUES TO DISAPPOINT

Email: deepak.khetan@enam.com Cipla’'s Q3FY11 PAT was down 20% YoY to Rs 2.3 bn, significantly lower
than our estimate, primarily due to lower EBITDA margin (20.5%).
However, sales (up 8%, Rs 15.5 bn) was in-line. Management expects

LA (P growth to pick up (with ramp-up at Indore SEZ) in the coming quarters.

i:z Key highlights (Other highlights overleaf)
0O Sales: Net sales rose 8% to Rs 15.5 bn driven by 12% rise in
100 formulations (11% growth in domestic formulation at Rs 7.3 bn and
80 12% growth in export formulations at Rs 6.4 bn) and 13% rise in API
60 - w w exports to Rs 1.4 bn. Other operating income (Rs 523 mn) declined
Jan-10 Jul-10 Jan-11 45% due to lower technical know-how fee of Rs 151 mn v. Rs 703

sgiEel ekl mn in Q3FY10 (included one-time fee of Rs 550 mn). Mgmt
indicated that going forward technology fees would remain low.

Source: Bloomberg, ENAM Research
0 EBITDA: Margin was lower at 20.5% from 26.4% in Q3FY10 due to

Stock data increased overheads at Indore SEZ (Rs 250-300 mn), rise in staff
No. of shares : 803 mn costs (due to increase in manpower at Indore SEZ, regrouping of
Market cap - RS 260.3 bn | staff at Goa & annual increments), increase in
52 week high/low  : Rs 381/ Rs 299 contractual sta '

Avg. daily vol. (6mth) : 1.8 mn shares marketing cost (Rs 200-250 mn) and 4% rupee appreciation.
Bloomberg code :CIPLAIB

Reuters code : CIPL.BO O PAT: Was down 20% led by lower EBITDA and higher depreciation

(on account of commissioning of Indore SEZ).
Shareholding (%) Dec-10 QoQ chg

Promoters : 36.8 0.0

Flls . 154 0.2 Reduce estimates; maintain HOLD (5% downside from CMP)
il /0L : ay 15 We believe, with ramp-up of Indore SEZ and launch of combination
Banks / Fls : 12.0 (1.1) , , o, .

Others c 291 (0.6) inhalers in Europe, Cipla’s sales growth rate and margins should see

improvement. However, it will materialize over a period of time. In view
of slow ramp-up at Indore SEZ and continued pressure on margins, we
reduce our FY11E and FY12E EPS estimates by 7.5% and 2.8% to Rs
12.5 and Rs 15.3 respectively. Maintain HOLD for a lower target price of
Rs 307 (20xFY12E EPS).

Financial Summary

Sales PAT Consensus EPS Change RoCE EV/EBITDA

(Rsmn)  (Rs mn) EPS* (Rs) YoY (%) (%) (x)
2009 49,606 9,682 - 125 50 - 23.9 24.2 - 2.0
2010 53,595 10,532 = 131 5 = 20.5 23.5 = 2.0
2011E 60,480 10,086 14.0 125 (4) 25.8 16.0 19.3 18.2 21
2012E 67,585 12,323 16.4 153 22 211 171 20.5 15.2 2.4

Source: * Consensus broker estimates, Company, ENAM estimates

ENAM Research is available on Bloomberg (ENAM <Go>), Reuters.com and Firstcall.com 4 February 2011



Cipla Ltd

Results Update
Quarter ended 12 months ended

(Rs mn) Dec-10 Dec-09 % Chg Sep-10 % Chg Mar11E Mar-10E % Chg
Net Sales 15,537 14,385 8.0 16,154 (3.8) 60,480 53,595 12.8
EBITDA 3,182 3,799 (16.2) 3,516 (9.5) 13,904 13,742 1.2
Other income 257 178 44.0 166 54.4 799 1,073 (25.5)
PBIDT 3,439 3,977 (13.5) 3,682 (6.6) 14,703 14,815 (0.8)
Depreciation 653 457 429 639 21 2,484 1,671 48.7
Interest 29 44 (33.0) 28 - 38 230 (83.4)
PBT 2,757 3,477 (20.7) 3,040 (9.3) 12,181 12,915 (5.7)
Tax 430 587 (26.7) 560 (23.2) 2,095 2,383 (12.1)
Adjusted PAT 2,327 2,890 (19.5) 2,480 (6.2) 10,086 10,532 (4.2)
Extra ordinary income/ (exp.) 0 0 - 150 - 0 294 -
Reported PAT 2,327 2,890 (19.5) 2,630 (11.5) 10,086 10,826 (6.8)
No. of shares (mn) 803 803 - 803 - 804 804 -
EBITDA margins (%) 20.5 26.4 5 21.8 5 23.0 25.6 .
PBIDT margins (%) 221 27.6 - 22.8 - 243 27.6 -
EPS - annualized (Rs.) 11.6 14.4 (19.5) 124 (6.2) 125 134 4.2)
Source: Company, ENAM Research

Sales mix*

Quarter ended

(Rs mn) Dec-10 Dec-09 % Chg Sep-10 % Chg

Domestlc sales 7,340 6,592 113 7,564 (3.0)

Exports

- Formulations 6,432 5,758 11.7 6,639 (3.1)

- APIs 1,386 1,229 12.8 1,683 (17.6)

Total Exports 7,818 6,987 119 8,322 6.1)

Total sales 15,158 13,579 116 15,886 (4.6)

Other operating income 523 943 (44.6) 355 47.5

Total operating revenue 15,681 14,522 8.0 16,241 3.4)
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Source: Company data, *Gross Sales

Other Highlights

O Indore SEZ - Currently the facility is EBITDA negative as sales are negligible
but overheads are being incurred (Rs 250-300 mn). The facility has been
approved by WHO, South Africa, Australia and UK. Mgmt seemed confident of
ramping up the sales at the SEZ over next 4-5 quarter and indicated that it
may start contributing 10% of revenues by end-FY12.

O CFC-free inhalers - Cipla has already launched salmeterol in South Africa and
would soon be launching in Russia. The mgmt expects to commercialize few
products in Europe over next 12 months. But, failed to provide clarity on
combination inhalers.

O The company indicated that it has 64 products approved and 46 pending
approval with US FDA. Management expects these approvals to drive growth in
US markets.

O The mgmt indicated that they are in talks with innovator companies over
supply agreement for various markets. However, did not provide any time-line.
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this
document should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to
buy or sell the securities of companies referred to in this document. The intent of this document is not in recommendary nature

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 its own advisors to determine the merits and risks of
such an investment. The investment discussed or views expressed may not be suitable for all investors

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express
or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of
the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and
alternations to this statement as may be required from time to time without any prior approval

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or
deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or
solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent
of each other. The recipient should take this into account before interpreting the document

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM
Securities Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other
person or published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to
U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident
thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform
themselves about, and observe, any such restrictions

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.

Copyright in this document vests exclusively with ENAM Securities Private Limited.
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