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Investment Rationale
Domestic leadership intact: Cipla continues to maintain its leadership in respiratory, paediatric and
urology therapies. Legacy brands continue to perform well. As one of India’s leading pharmaceutical
companies, its commitment to provide modern patients. In FY16, despite pricing challenges and the
impact of a weak monsoon, Cipla’s domestic revenues for its prescription business grew by 16%
compared to the industry growth of 14%, as per IMS Health data.
The India business contributed ~40% to overall Company revenues, with new products contributing
4.5% of total India business revenues. The prescription business accounted for 81% of India business
revenues and market share for this segment currently stands at 5.3%. The Company grew faster
than the market in Anti-infectives, Gastrointestinal and Urology. The respiratory business saw strong
uptake with over 20% growth in the COPD portfolio. Cipla continues to focus on high-value
opportunities to build out its specialty portfolio, through a mix of in-licensing and in-house
innovation and development.
momentum in FY 2015-16 with 6 deals executed in oncology, respiratory and dermatology segments.
The Company also initiated several high value innovation projects, of which a few are likely to be
commercialized in FY 2016-17.
With the successful launch of Sofosbuvir in India for the treatment of Hepatitis-C, Cipla has expanded
access to the drug with nearly 10,000 patients being treated under the brand name
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Cipla continues to build out its Hepatitis franchise in order to improve access to breakthrough
therapies for patients with HepCvir + Ledipasvir / Daclatasvir combinations.
Cipla also entered new areas through a partnership model – Cutisera in cosmetology, Nasovac S in
vaccines and Reteplase in the Anti-Thrombolytic segment.
In the coming years, the domestic business will continue to focus on enhancing depth of portfolio in
priority therapy areas, and increasing sales force productivity with the rollout of Customer Relationship
Management (CRM) and Sales Force Automation (SFA) systems. Through this, Cipla aims to grow
above market rate of growth and strengthen leadership position in priority therapy areas in the Indian
market.
Striving to be focused player; exiting from difficult geographies: In the past six months, Cipla
has exited 24 countries and brought down its presence abroad to 110 nations from about 135 earlier.
Much of this has been achieved by Umang Vora, who took charge as managing director and chief
executive officer (CEO) from September 1. He was elevated from the earlier role of chief operating
officer. Vora aims to exit six more countries in the near future and there could be more on the
cards.These moves are aimed at enabling the company to maintain focused and profitable growth.
However, the phase of accelerated expansion into global markets did not start too long ago. Subhanu
Saxena joined the company as CEO in February 2013, following the resignation of then joint managing
director Amar Lulla in December 2010. Saxena, to strengthen presence in the “rest of the world"
markets, entered into a series of acquisitions of distributions companies. It was a move to adopt the
costly front-end model of business beyond the domestic market. It was opposite to what Lulla had
practised under the partnership model for the company in foreign markets. Fast expansion into global
markets saw the company’s return on capital employed dropping to 14.5 per cent at the end of 201516, from 24 per cent at the end of 2012-13. Profit margins, too, have declined. Certainly, the
expansionist mode did not work, and hence the consolidation strategy under the new leadership of
Vora is in play now.
Consolidating position globally and focus on key markets: In the past four years, the company
invested in building front-end in various global markets, acquiring key assets such as Medpro in South
Africa and building strong leadership positions in various emerging markets. Cipla acquired Medpro in
2013 for Rs 2,707 crore and followed up with the Rs 3,575-crore acquisitions of the US generic drug
makers, InvaGen and Exelan. The Company’s focus will be to consolidate its position globally and
focus on key markets. As part of the new strategy, Cipla intends to have front-end presence in “key
markets" including India, the US and South Africa. In other markets, it intends to return to the old
model of partnership. The Company holds a leadership position in several markets such as Uganda, Sri
Lanka, Yemen and North Africa. Cipla’s business in partnership-led markets (B2B) saw a growth of
8% in FY 2015-16 over the previous year. The Company is proactively simplifying its businesses,
rationalising markets where necessary, and focusing only on high-growth markets where it holds a
leadership position.
Respiratory market to add profits in Cipla’s kitty: Over the last 40 years, Cipla has invested in
three dedicated manufacturing sites for Respiratory. The Company manufactures four major dosage
forms i.e. metered dose inhalers (pMDIs), dry powder inhalers (DPIs), nasal sprays and nebulisers in
addition to a range of inhalation devices. In FY16, the Company was amongst the largest
manufacturers of pMDIs with capacity to produce over 100 million inhalers. In addition, the Company
has built a team of world-class specialists across Manufacturing, Quality Control, Quality Assurance,
Supply-Chain who continue to collaborate seamlessly across functions. Cipla Respiratory has unique
end-to-end capability covering the value chain from API, formulation, device development and
manufacturing to doctor and patient initiatives.
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In India, Cipla Respiratory has played a pioneering role in driving the conversion of patients from oral
to inhaled therapy for the treatment of Respiratory disease. This year, the Company further
strengthened and adapted where necessary its pioneering “BreatheFree” patient awareness and
education programs across key markets outside India such as South Africa and Sri Lanka.
Cipla Respiratory has grown to almost ~US$ 400 mn, accounting for ~25% of the company’s
revenues. Despite aggressive competition, the Company remains focused to retain leadership in
serving patients diseases across the world.
With the global respiratory market expected to grow to US$50 billion by 2018 from current US$36
billion, Cipla would be able to generate about US$500 million in net profit over the next 5-7 years
from its respiratory portfolio
New launches to drive growth: Leveraging the front-end in the US market, the company plans to
launch 10-15 products. It has a target of filing 20-25 ANDAs (Abbreviated New Drug Applications) in
the current financial year for drugs going off-patent. The Company expects the execution of the
InvaGen pipeline and continued approvals in Cipla DTM (direct-to-market) to ramp up the US revenue
to about $500 million by FY18, which should help improve base business margin over FY18-19.
In the next five to seven years, the US is going to see drugs in broad categories of respiratory, HIV,
immuno medications and oncology, go off-patent.
The company has huge proven capabilities in respiratory and HIV drugs where it sees opportunity with
drugs going off-patent in the US. Oncology is the third area where the company claims to be wellversed with to capitalise on the coming opportunity in the world’s largest market for pharmaceutical
products.
Cipla reported 18 per cent of its Rs crore revenue in the quarter ended September from North
America. Domestic rivals Lupin earns over 40-45 per cent of revenue from the US market. While there
is potential for Cipla to ramp up the revenue share of the US market in the short to medium term,
analysts don’t sound confident.
While management expects US business to see strong growth led by four-five limited competition
(drugs) over the next 12 months, the challenges for the business have risen significantly and we
remain cautious. “Cipla is, in our view, significantly late to the market, which will limit the overall
potential of the business.
Decent Q2FY17 result
The Company witnessed a topline growth of 15.3 percent on yoy basis to touch Rs. 37510 mn in
Q2FY17. However, sequentially topline remained flat.
EBITDA registered a jump of whopping 295 percent on yoy basis to Rs. 6,807 mn. On qoq basis,
EBITDA grew by 11.4 percent. OPM increased by 1,286 bps on yoy basis to 18.1 percent which
outperformed our expectations.
The Company posted PAT of Rs. 3,271 mn as against loss in Q2FY16. On qoq basis, PAT witnessed a
growth of 4.2 percent. PAT margin stood at 8.7 percent.
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Valuation & Recommendation
At CMP, the stock is trading at a P/E of 31x FY16 EPS. We recommend a “BUY” on the stock with a
price target of Rs. 700 (assign a discounted multiple of 28x at street estimated FY18 EPS of Rs. 25) an
upside of 22%, over a period of 3 months.
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Recommendation parameters for fundamental reports:
Buy – Absolute return of 20% and above
Accumulate – Absolute return between 15% and above
Book profits: On achieving the price target given in the research report for a particular Company or
on a occurrence of a specific event leading to change in fundamentals of the Company recommended
Disclosure under SEBI Research Analyst Regulations 2014:
a)
b)
c)
d)
e)
f)

Analyst holding: No
Company holding: No
Directors holding: Yes
Group/Associates Position: No
Relationship with management: No
Any Compensation Received by our Company/Associate during the last 12 months:
No
g) Our Company/Associate have managed the public offering of securities for the
subject Company in the past 12 months: No

Disclaimer
Ajcon Global Services Ltd. is a fully integrated investment banking, merchant banking, corporate
advisory, stock broking, commodity and currency broking. Ajcon Global Services Ltd. research
analysts responsible for the preparation of the research report may interact with trading desk
personnel, sales personnel and other parties for gathering, applying and interpreting information.
Ajcon Global Services Ltd. is a SEBI registered Research Analyst entity bearing registration Number
INH000001170 under SEBI (Research Analysts) Regulations, 2014.
Individuals employed as research analyst by Ajcon Global Services Ltd. or their associates are not
allowed to deal or trade in securities that the research analyst recommends within thirty days before
and five days after the publication of a research report as prescribed under SEBI Research Analyst
Regulations.
Subject to the restrictions mentioned in above para, We and our affliates, officers, directors,
employees and their relative may: (a) from time to time, have long or short positions acting as a
principal in, and buy or sell the securities or derivatives thereof, of Company mentioned herein or (b)
be engaged in any other transaction involving such securities and earn brokerage.
Ajcon Global Services Ltd. or its associates may have commercial transactions with the Company
mentioned in the research report with respect to advisory services.
The information and opinions in this report have been prepared by Ajcon Global Services Ltd. and are
subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way,
transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of Ajcon Global Services Ltd. While we would
endeavour to update the information herein on a reasonable basis, Ajcon Global Services Ltd. is under
no obligation to update or keep the information current. Also, there may be regulatory, compliance or
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other reasons that may prevent Ajcon Global Services Ltd. from doing so. This report is based on
information obtained from public sources and sources believed to be reliable, but no independent
verification has been made nor is its accuracy or completeness guaranteed. This report and
information herein is solely for informational purpose and shall not be used or considered as an offer
document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments.
Though disseminated to all the customers simultaneously, not all customers may receive this report at
the same time. Ajcon Global Services Ltd. will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or
a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for
all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for
the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return on investment may vary because of changes in interest
rates, foreign exchange rates or any other reason. Ajcon Global Services Ltd. accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance
is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure
Document to understand the risks associated before investing in the securities markets. Actual results
may differ materially from those set forth in projections. Forward-looking statements are not
predictions and may be subject to change without notice. Ajcon Global Services Ltd. or its associates
might have managed or co-managed public offering of securities for the subject company or might
have been mandated by the subject company for any other assignment in the past twelve months.
Ajcon Global Services Ltd. encourages independence in research report preparation and strives to
minimize conflict in preparation of research report. Ajcon Global Services Ltd. or its analysts did not
receive any compensation or other benefits from the companies mentioned in the report or third party
in connection with preparation of the research report. Accordingly, neither Ajcon Global Services Ltd.
nor Research Analysts have any material conflict of interest at the time of publication of this report.
It is confirmed that Akash Jain – MBA (Financial Markets) or any other Research Analysts of this report
has not received any compensation from the company mentioned in the report in the preceding twelve
months. Compensation of our Research Analysts is not based on any specific merchant banking,
investment banking or brokerage service transactions.
Ajcon Global Services Ltd. or its subsidiaries collectively or Directors including their relatives, Research
Analysts, do not own 1% or more of the equity securities of the Company mentioned in the report as
of the last day of the month preceding the publication of the research report.
It is confirmed that Akash Jain – MBA (Financial Markets) research analyst or any other Research
Analysts of Ajcon Global do not serve as an officer, director or employee of the companies mentioned
in the report.
Ajcon Global Services Ltd. may have issued other reports that are inconsistent with and reach
different conclusion from the information presented in this report.
Neither the Research Analysts nor Ajcon Global Services Ltd. have been engaged in market making
activity for the companies mentioned in the report.
We submit that no material disciplinary action has been taken on Ajcon Global Services Ltd. by any
Regulatory Authority impacting Equity Research Analysis activities.
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Analyst Certification
I, Akash Jain MBA (Financial Markets), research analyst, author and the names subscribed to this
report, hereby certify that all of the views expressed in this research report accurately reflect our
views about the subject issuer(s) or securities. I also certify that no part of compensation was, is, or
will be directly or indirectly related to the specific recommendation(s) or view (s) in this report.
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