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Results below expectation

Cipla Ltd’s Q1FYO8 numbers were significantly below our
estimates. During the quarter, the company’s net sales were
marginally up 4.9% YoY at Rs9bn; however, EBITDA and PAT
declined by 29.8% and 29.7% YoY at Rsl.6bn and Rsl.2bn
respectively. Sales were below our expectation on account of
lower domestic formulations growth and lower export revenue,
which were partially affected by rupee appreciation. Cipla’s
EBITDA margin declined by 880bps YoY at 17.8% during the
quarter. The company has given a guidance of 10-12% growth in
sales.

We are reducing FYO8E and FYQO9E EPS estimates by 14% and
15.4% respectively, on account of appreciating rupee and change
in product-mix. At revised earnings, Cipla trades at 23.3x FYO8E
EPS of Rs8.6 and 19.4x FYO9E EPS of Rs10.4. We recommend
’Reduce’ rating on the stock.

Key highlights of Q1FY08 results are:

A During QIFY08, domestic formulation sales grew modestly
by 7% YoY at Rs4.8bn, which is significantly below the
market growth rate. This was mainly on account of lower
stocking of certain older brands at the primary level.
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Cipla’s gross margin reduced from 55.2% to 50.2%, due
to change in product-mix and appreciation of Indian
rupee. Staff costs and other expenses have also gone up
significantly on YoY basis, resulting in lower EBITDA
margin of 17.8% (26.6% in Q1FYQ7).
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In QLFY08, formulation export sales grew marginally by
2.1% YoY to Rs4bn, which was mainly on account of rupee
appreciation and lower formulation exports to regulated
markets. In our opinion, the company is facing challenges
in sustaining historical growth rates on a much larger
export base, and increase in formulation exports seems to
come from lower margin products. APl exports have
grown by 8.5% YoY at Rs816mn.

A Valuation: We are reducing FYO8E and FYO9E EPS estimates
by 14% and 15.4% respectively, and expect the stock to be
under pressure for the next couple of quarters. Cipla has
given a guidance of 10-12% growth in sales. At revised
earnings, the company trades at 23.3x FYO8E EPS of Rs8.6
and 19.4x FYO9E EPS of Rs10.4. We recommend ‘Reduce’
rating on the stock.
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Table 1. Sales mix

Rsmn QIFYO8  Q4FY07 QoQ(%) QIFYO7 YoY(%)
Domestic sales (net of excise) (a) 4783.5 3778.1 26.6 4460.5 7.2
% to sales 54.3 41.6 53.1
Exports
Formulations 3203.4 3878.7 (17.4) 3186.5 0.5
Formulations/Total Sales % 79.7 73.3 80.9
APIs 815.8 1414.6 (42.3) 751.7 8.5
Total Exports (b) 4019.2 5293.3 (24.1) 3938.2 2.1
% of exports to sales 45.7 58.4 46.9
Total Sales (at+b) 8802.7 9071.4 (3.0) 8398.7 4.8
Other operating income
Technology Knowhow/Fees 113.4 242.0 90.2
Technology Knowhow fees/Sales % 77.2 44.6
Others 102.2 713 112.1
Total (c) 215.6 313.3 (31.2) 202.3 6.6
Total opearting Income (a+b+c) 9018.3 9384.7 (3.9) 8601 4.9
Source: |ISL research, company
Table 2. Quarterly result table
Rs mn QIFY08 Q4FYO7 QoQ% QIFYO7 YoY%
Gross Sales 9288.3 9603.8 -3.3 8869.1 4.7
Excise Duty 270 219.1 268.1
(%) of Gross sales 2.9 2.3 3.0

Net Sales 9018.3 9384.7 (3.9) 8601.0 4.9
Total Expenses 74114 7914.8 6312.3

(%) of net sales 82.2 84.3 73.4
EBITDA 1606.9 1469.9 9.3 2288.7 (29.8)
Depreciation 302.5 260.8 260.0
EBIT 1304.4 1209.1 7.9 2028.7 (35.7)
Interest 8.2 12.9 27.9
Other Income 185.4 220.6 219.5
PBT 1481.6 1416.8 46 22203 (33.3)
Provision for tax(including deferred tax) 284 159.5 516.0
PAT 1197.6 1257.3 (4.7) 17043  (29.7)
Equity (Face value 2) 1554.6 1554.6 1554.6
EPS (Rs.) 15 1.6 2.2
Key Ratios (%)
EBITDA Margin 17.8 15.7 26.6
Interest/ Sales 0.1 0.2 0.3
Tax/PBT 19.2 13.0 23.2
Other Income/Sales 21 2.8 2.6
NPM 13.3 13.4 19.8

Source: IISL research, company
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Financials
Profit & Loss Balance Sheet
In Rs million FY06 FYO7E FYO8E FYO9E In Rs million FY06 FYO7E FYO8E FYO9E
Net sales 29,858.8 35,7214  40,433.8  47,796.0 Equity capital 599.7 1,554.6 1,554.6 1,554.6
YoY (%) 324 19.6 13.2 18.2 Preference capital 0.0 0.0 0.0 0.0
Total expenses 23,060.7  27,493.8 32,1364  37,787.3 Reserves 19,233.0 30,8549 34,4725 39,416.1
Inc/dec in stock (943.5) 338.2 (508.8) (852.4) Net worth 19,832.7 32,4095  36,027.0  40,970.7
Raw material cost 15,059.2 16,941.7 20,574.5 24,066.1
Staff cost 1,507.6 1,842.9 2,395.8 3,114.5 Total borrowings 4,689.1 576.1 1,831.8 1,139.4
Power and fuel cost 630.8 738.0 845.5 1,004.7 Deferred tax 979.5 1,104.5 1,143.1 1,287.6
Other manufacturing expens: 2,790.5 3,104.5 3,5695.5 4,234.8 Total liabilities 25,501.3 34,090.1 39,001.9 43,397.7
Selling Expenses 2259.3 2473.1 2818.3 3349.0
Other expenses 1,756.8 2,055.5 2,415.7 2,870.6 Gross block 13,666.7 16,141.1 18,141.1 20,141.1
EBIDTA 6,798.1 8,227.6 8,297.4 10,008.8 Less: Acc. depreciation 3,100.6 4,141.4 5,248.4 6,454.7
YoY (%) 34.1 21.0 0.8 20.6 Net block 10,566.1 11,999.7 12,892.7 13,686.4
EBIDTA (%) 22.8 23.0 20.5 20.9 Cwip 870.1 400.0 400.0 400.0
Other income 1,216.3 891.3 931.4 931.4
PBIDT 8,014.4 9,118.9 9,228.8 10,940.1
Interest 114.2 69.6 77.0 99.1 Investments 224.3 6,892.1 9,498.0 9,514.2
Gross profit 7,900.2 9,049.3 9,151.7 10,841.1 Current assets 22,922.8 26,135.3  30,376.0 35,596.1
Depreciation 801.8 1,040.8 1,107.0 1,206.3 Inventories 9,570.0 9,139.5 10,628.7 12,432.6
PBT and extra ordinary 7,098.4 8,008.5 8,044.8 9,634.8 Debtors 8,759.6 10,647.5 12,298.9 14,615.1
Extra ordinary items 941.9 0.0 0.0 0.0 Cash 444.8 1,000.0 1,000.0 1,000.0
PBT 8,040.3 8,008.5 8,044.8 9,634.8 Loans and advances 4,148.4 5,348.4 6,448.4 7,548.4
(-) Tax 1,022.0 1,400.1 1,325.8 1,589.7 Current liabilities 6,358.9 7,788.8 10,173.5 11,807.7
Tax/ PBT 12.7 17.5 16.5 16.5 Provisions 2,723.1 3,548.3 3,991.4 3,991.4
PAT 7,018.3 6,608.4 6,719.0 8,045.0 Net current assets 13,840.8 14,798.2 16,211.1 19,797.0
Adjusted net profit 7,018.3 6,608.4 6,719.0 8,045.0 Miscellaneous expenses 0.0 0.0 0.0 0.0
YoY (%) 66.5 (5.8) 1.7 19.7 Total assets 25,501.3  34,090.0 39,001.9  43,397.6
Key Ratios Cash Flow
FY06 FYO7E FYO8E FYO9E In Rs million FY06 FYO7E FYO8E FYO9E
EPS (Rs) 234 85 8.6 10.4 Net profit 71241 6,608.4 6,719.0 8,045.0
CEPS (Rs) 26.7 10.0 10.1 12.1 Depn and w/o 801.8 1,040.8 1,107.0 1,206.3
Book value (Rs) 66.1 417 46.3 52.7 Deferred tax 90.0 125.0 38.6 144.5
Dividend per share (Rs) 5.9 34 4.0 4.0 Change in working cap (3,802.0) (402.2) (1,413.0)  (3,585.9)
Debt-equity (x) 0.2 0.0 0.1 0.0 Other income 1,216.3 891.3 931.4 931.4
Operating cash flow 2,997.6 6,480.7 5,520.2 4,878.6
ROCE 24.5 21.8 19.0 20.9
ROE 35.4 20.4 18.6 19.6 Other income 1,216.3 891.3 931.4 931.4
Capex (3,789.3)  (2,004.3)  (2,000.0)  (2,000.0)
Valuations Investments (41.3) (6,667.8)  (2,605.9) (16.2)
PE (x) 8.6 23.6 23.3 19.4 Investing cash flow (2,614.3) (7,780.8)  (3,674.5)  (1,084.8)
Cash PE (x) 75 20.1 19.9 16.6
Dividend (1,772.6)  (2,658.3) (3,101.4) (3,101.4)
Price/book value (x) 3.0 4.8 4.3 3.8 Fresh equity (1,055.1) 7,671.8 0.0 0.0
Dividend yield 2.9 1.7 2.0 2.0 Debt 2,777.1 (4,113.0) 1,255.7 (692.4)
Market cap/sales 2.0 44 3.9 3.3 Financing cash flow (50.6) 900.4 (1,845.7)  (3,793.8)
EV/sales (x) 2.2 4.4 3.9 3.3 Others 0.1 954.8 0.0 0.0
EV/EBDITA (x) 9.5 18.9 18.9 15.6 Net change in cash 332.8 555.2 0.0 (0.0)
Opening cash 112.0 444.8 1,000.0 1,000.0
Closing cash 444.8 1,000.0 1,000.0 1,000.0
> Cipla / Pharma
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IISL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial
instruments dealt in the report or may make sale or purchase or other deals in the securities from time to time or may deal in other securities of

the companies/ organizations described in this report

Certification of Research Analyst
I, Milind Bhangale,hereby certify that: the views expressed in the attached research report accurately reflect my personal views about Cipla
and its securities, and my compensation is not directly or indirectly, related to the specific views or recommendations expressed in the

research report.

Disclaimer Clause

This report has been prepared by the Research Department of IL&FS Investsmart Securities Limited (IISL). E*TRADE Financial Corporation
holds an equity interest in 1ISL. E*TRADE and the asterisk logo are registered trademarks of E*TRADE Financial Corporation or its

subsidiaries and are used with permission.

The information and opinions contained herein have been compiled or arrived at based upon information obtained in good faith from sources
believed to be reliable. Such information has not been independently verified and no guarantee, representation or warranty, express or implied
is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This report
has been produced independently of any company or companies mentioned herein, and forward looking statements, opinions and
expectations contained herein are entirely those of IISL and given as part of its normal research activity and not as a Manager or Underwriter
of any Offering or as an agent of the subject company (the “Company”) or any other person. Accordingly if any such Company should at any
time commence an Offering of securities, any decision to invest in any such Offer or invitation to subscribe for or acquire securities of any such
Company must be based wholly on the information contained in the Final Prospectus issued or to be issued by any such Company in
connection with any such Offer or invitation and not on the contents hereof. This document is for information purposes only and is provided on
an “as is” basis. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this
document is not, and should not be construed as an offer, or solicitation of an offer, to buy or sell any securities or other financial instruments.

We are not soliciting any action based on this research report.

IISL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to
the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of the shares and

bonds, changes in the currency rates, diminution in the NAVSs, reduction in the dividend or income, etc.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person or entity who
is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability
or use would be contrary to law or regulation or would subject IISL or its affiliates to any registration or licensing requirement within such
jurisdiction. If this report is inadvertently sent or has reached any individual in such country, the same may be ignored and brought to the

attention of the sender. This document may not be reproduced, distributed or published for any purpose without prior written approval of IISL.

Foreign currency denominated securities, if any, wherever mentioned are subject to exchange rate fluctuations which could have an adverse
effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs or GDRs, the values of which
are influenced by foreign currencies effectively assume currency risk. Certain transactions, including those involving futures, options and high

yield securities give rise to substantial risk and are not suitable for all investors.
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This research report is for the general information and does not take into account the particular investment objectives, financial situation or
needs of any individual customer, and it does not constitute a personalized recommendation of any particular security or investment
strategy. Before acting on any advice or recommendation in this research report, a customer should consider whether it is suitable given the
customer’s particular circumstances and, if necessary, seek professional advice. Certain transactions, including those involving futures,

options, and high yield securities, give rise to substantial risk and are not suitable for all investors.

E*TRADE Capital Markets, LLC, E*TRADE Canada Securities Corporation, E*XTRADE Securities Limited and E*TRADE Securities (Hong
Kong) Limited (together with E*XTRADE Financial Corporation and collectively “E*TRADE”) do not represent or endorse the accuracy or
reliability of any of the information or content of the research report and reliance upon it is at your own risk. E*TRADE expressly disclaims
any and all warranties, express or implied, including without limitation warranties of merchantability and fithess for a particular purpose with
respect to the research report and any information in it. E*TRADE shall not be liable for any direct, indirect, incidental, punitive or

consequential damages of any kind with respect to the research report.

Distribution of this report into the United States is intended to be solely to “major U.S. institutional investors” pursuant to Rule 15a-6 under
the U.S. Securities Exchange Act 1934, as amended. All U.S. persons that receive this report, by their acceptance thereof, represent and
agree that they are a major U.S. institutional investor and understand the risks associated in executing transactions in securities. U.S.
persons wishing to obtain further information or effect transactions in any securities mentioned in the attached report should contact
E*TRADE Capital Markets, LLC, 135 East 57th Street, 14th Floor, New York, NY 10022, Telephone Number- 646-840-8730, Fax - 646-840-
8701.

Research, analysis, charting, reports, estimates, commentary, information, data, views, opinions, news and other content (collectively, the
“Research”) provided to you by E*TRADE Canada Securities Corporation (“E*TRADE Canada”) is for informational purposes only. The
Research provided herein by E*TRADE Canada has been prepared by IISL, but such research has been prepared independently from
E*TRADE Canada and its employees. Accordingly, the Research may not have been, and no representation is made that such Research
has been, prepared in accordance with Canadian disclosure requirements. Neither the Research nor the profiles of the third party research
providers have been endorsed or approved by E*TRADE Canada, and E*TRADE Canada is not responsible for the content thereof or for
any third party products or services. Some Research may contain financial information, but nothing in the Research constitutes a
recommendation by E*TRADE Canada to buy, sell or hold any security discussed therein, and the Research neither is, nor should it be
construed as, an offer or a solicitation of an offer to buy or sell securities by E*TRADE Canada. E*TRADE Canada does not provide
investment advice or recommendations of any kind, nor advice regarding the suitability or profitability of any investment. You are fully
responsible for any investment decisions that you make and any profits or losses that may result. Any opinions, views, advice, services or
other content provided by a third party are solely those of such third party, and E*TRADE Canada neither endorses nor accepts any liability

in respect thereof.

E*TRADE Securities Limited is a company registered in Scotland No. SC103238 with its principal place of business at 42nd Floor, One
Canada Square, London E14 5AA, United Kingdom. Registered Office: 24 Great King Street, Edinburgh EH3 6QN, United Kingdom.
E*TRADE Securities Limited is a member of the London Stock Exchange and is authorised and regulated by the Financial Services
Authority.

E*TRADE Securities (Hong Kong) Limited is licensed by the Hong Kong Securities & Futures Commission under Central Entity Number:
ACT 764. Registered Office: Suite 2401-12 Two Pacific Place, 88 Queensway, Admiralty, Hong Kong.
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