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Biocon’s subsidiary Syngene has entered into an agreement with Bristol-Myers Squib (BMS) for providing R&D 
services for drug discovery and early drug development. As part of this partnering deal, Syngene will establish a 
dedicated facility for BMS with almost 400 scientists. This deal will significantly ramp-up Syngene’s manpower 
base and lead to accelerated growth in business over the next few years. Given the high profitability in contract 
research this deal is positive for Biocon’s consolidated earnings growth. In a vindication of our positive view, 
Biocon’s business model has grown from strength to strength over the last few quarters despite near term 
challenges. While statins business continues to be a challenge, there are multiple positives in form of strong 
licensing income stream, steady growth of insulin franchise, launch of EPO and a strong nephrology portfolio 
and imminent launch of GCSF. In recognition of these positives, the stock has got rerated and has been the top 
performer in SSKI pharma universe over last 6 months. We maintain our Outperformer call with a price target of 
Rs540 (22x FY08E and 18x FY09E). Increased visibility on the progress of Biocon’s discovery projects and Insulin 
launch schedule in regulated markets will be triggers for upsides. 

EVENT: SYNGENE (BIOCON SUBSIDIARY) ENTERS INTO A PARTNERSHIP WITH BMS 
Syngene (Biocon’s subsidiary involved in contract research) has entered into a research partnership with BMS. As part of 
this arrangement, Syngene will provide R&D services for discovery and early drug development. BMS benefits by 
accessing the low cost high quality Indian scientific manpower as well as by expanding the scope of its early stage drug 
discovery programme and improving its productivity. 

��Very positive development for Syngene 
As part of the agreement, Syngene will significantly broaden the scope of its relationship with BMS and undertake a 
much larger set of activities in area of medicinal chemistry, biology and drug development. Syngene will set up a 
dedicated research facility for BMS which will scale upto 400 scientists over the next 1-2 years.  

This deal clearly underlines Syngene’s capabilities in contract research arena and will further strengthen its position as 
strong player in the global contract research space. While considerably larger in scale, this deal is similar to the deal 
Wyeth signed in 2006 with GVK Biosciences wherein GVK set up a dedicated research facility for Wyeth. 

��Will accelerate contract research revenue growth for Biocon 
Given that Syngene currently has around 600 people on its rolls with 9mFY07 sales of Rs900m, the BMS deal will 
significantly enhance the scale of its operations and lead to accelerated growth over the next 1-2 years. 

We believe that this deal is also likely to generate additional revenue opportunities for other Biocon businesses like 
Clinigene, the kilo lab facility in Syngene etc. This will lead to additional revenue upsides for Biocon. 

We expect the deal to start contributing to revenues from FY08 with significant ramp-up in FY09. Given that contract 
research has high profitability (40-45% margins), this development is positive for overall profitability growth at Biocon 
with significant possibilities for upsides given a sharper ramp-up. 

We are upgrading our FY08 and FY09 earning estimates by 1.7% and 5% respectively. 
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��CRAMS space – Action is picking up 
We have been very positive on the CRAMS story for Indian pharma industry given the profitability pressures faced by 
global pharma majors and this deal is yet another vindication of our view. Over the last few quarters there has been a 
continuous stream of developments in the CRAMS space e.g. Suven’s partnership deal with Eli Lilly, GVK Biosciences’ 
deal with Wyeth, Advinus’ deal with Merck, NPIL’s deal with Eli Lilly etc. 

We expect regular news flow in CRAMS space going forward and believe that Indian CRAMS companies with strong 
relationships with innovators will benefit from this trend. 

��Valuations and view 
This BMS deal coupled with launch of nephrology portfolio and strong quarterly performances vindicate our positive 
view on Biocon’s business model despite challenges in the near term. With near stabilization in the fixed cost base, we 
believe Biocon’s improving revenue momentum will start getting reflected into improved operating leverage in 
subsequent quarters. Expected growth in licensing income with gradual leveraging of Biocon’s discovery R&D assets 
will further aid profitability improvements going forward. We remain excited about the potential for Biocon’s insulin 
business and its discovery pipeline including the Monoclonal Antibody franchise. Biocon is one of the leading Indian 
players in the lucrative Biogenerics space and will be a strong beneficiary of the improving regulatory environment for 
launch of these drugs in regulated markets. We maintain our Outperformer call with a price target of Rs540 (22x 
FY08E and 18x FY09E). Increased visibility on the progress of Biocon’s discovery projects and Insulin launch schedule 
in regulated markets will be triggers for upsides. 

Key ratios 

Year to March 31  FY05 FY06 FY07E FY08E FY09E 
Net Profit 1,988 1,743 1,849 2,487 3,207 

Shares in issue (m) 100 100 100 100 100 

Adj. EPS (Rs) 19.9  17.4  18.5  24.9  32.1  

        % growth 43.3  (12.3) 6.1  34.5  28.9  

PER (x) 23.3  26.6  25.0  18.6  14.4  

Price/Book (x) 6.2  5.2  4.4  3.7  3.0  

EV/EBITDA (x) 21.2  20.7  17.2  12.9  9.9  

ROE (%) 30.5  21.3  19.1  21.5  22.8  

ROCE (%) 26.0  20.5  17.7  20.6  22.6  

EV/CE (x) 5.4  4.4  3.7  3.0  2.4 
 

Price performance 
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Disclaimer 

This document has been prepared by S S Kantilal Ishwarlal Securities Private Limited (SSKI). SSKI and its subsidiaries and associated companies are full-service, integrated 
investment banking, investment management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities. 
This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. 
The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on 
reasonable basis, SSKI, its subsidiaries and associated companies, their directors and employees (“SSKI and affiliates”) are under no obligation to update or keep the 
information current. Also, there may be regulatory, compliance, or other reasons that may prevent SSKI and affiliates from doing so. 
 We do not represent that information contained herein is accurate or complete and it should not be relied upon as such. This document is prepared for assistance only and is 
not intended to be and must not alone betaken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. 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). The investment discussed or views expressed may not be suitable for all investors.  
Affiliates of SSKI may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.  
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject SSKI and affiliates to any registration or 
licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons 
in whose possession this document may come are required to inform themselves of and to observe such restriction. 
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. 
SSKI & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially 
interested in any of the securities mentioned or related securities. SSKI and affiliates may from time to time solicit from, or perform investment banking, or other services for, 
any company mentioned herein. Without limiting any of the foregoing, in no event shall SSKI, any of its affiliates or any third party involved in, or related to, computing or 
compiling the information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect 
those of SSKI and affiliates. 
This Document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed to and may contain confidential and/or 
privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited. 

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. SSKI will not treat recipients as customers by virtue of 
their receiving this report. 

Explanation of Ratings: 
1.  Outperformer:       More than 10% to Index  
2.  Neutral:                Within 0-10% to Index 
3.  Underperformer:    Less than 10% to Index 

Disclosure of interest: 
1. SSKI and its affiliates have not received compensation from the company covered herein in the past twelve months for Issue Management, Capital Structure, Mergers & 

Acquisitions, Buyback of shares and Other corporate advisory services.  
2. Affiliates of SSKI are currently not having any mandate from the subject company.  
3. SSKI and its affiliates do not hold paid up capital of the company. 
4. The Equity Analyst and his/her relatives/dependents hold no shares of the company covered as on the date of publication of research on the subject company. 

Copyright in this document vests exclusively with SSKI 


