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Divi's Lab 3QFY12 operational performance was in line with estimates. Key highlights:

m  Divi's Lab reported 34% YoY growth in revenues to INR4.14b (vs est of INR4.1b), EBITDA growth of 27%YoY to
INR1.48b (est of INR1.48b) and 25% YoY growth in Adj PAT to INR1.22b (est of INR1.14b).

m  Topline growth was led by 41% growth in Generic APl revenues to INR2.1b while CCS sales grew by 27% to
INR1.83b. Carotenoids revenues grew by 33% to INR200m albeit on a low base

m  EBITDA growth at 27% YoY to INR1.48b was in-line with estimates but was lower than topline growth because
of higher staff costs. EBITDA margins declined by 200bps YoY to 35.8% vs estimate of 36.3%.

m  Adj PAT growth of 25% YoY to INR1.22b was better than our estimate of INR1.14b and was boosted by higher
than expected other income at INR284m compared to our estimate of INR116m (mainly due to INR160m of
forex gains).

Divi's is well positioned in the CRAMS space, given its strong relationships with innovators, presence across the
CRAMS value chain, and its ability to support the innovator in late life-cycle strategies. Unlike other API players,
DIVI earns strong margins in this business due to its global cost and market leadership in some APIs (global market
share of 50-70%), its ability to increase prices, and strong backward integration. Divi's will be a key beneficiary of
increased outsourcing from India. We estimate RoCE and RoE of 25%+ for the next few years, led by traction in the
high-margin CRAMS business, sustained profitability in the APl business and incremental contribution from the
new SEZ. We estimate 23% revenue CAGR for FY11-13 led by both APl and CCS business segments and ramp-up in
Carotenoids revenues. EPS CAGR will be lower at 17% due to the significant increase expected in the company's
tax rate from 9% to 20%. Divi's stock currently trades at 22.4x FY12E and 17.8x FY13E earnings. Maintain Buy with a
price target of INR882 (20x FY13E EPS).

Ouarterly Performance (IR Million)
¥, E March FY1l FY12 FY1l FY12E
10 20 in 40 10 20 30 A0E
Het Op Revenue 2,635 2,553 3,007 1,786 3,586 3,54 4,147 4,697 13,071 15,970
Yao¥ Change (%) 280 123 578 524 361 387 334 -148 358 222
Total Expenditure 1,645 1,711 1,927 2877 2,308 2979 2 663 2051 8156 10231
EBITDA 99) 342 1,170 1,909 1,277 1,262 1,484 1,716 1,915 5,739
Margins (%) =R 330 378 3949 356 = 358 65 376 359
Depreciation 131 133 135 135 140 152 162 177 534 631
Interest & 5 & & 2 & 2 9 22 19
Other Income 50 a2 102 112 164 227 254 1aa 365 544
PET after EO Income 912 797 1131 1,880 1,299 1,332 1,604 1,697 4,724 5,932
Tax 71 i 130 12e 273 257 341 435 405 1,205
Deferred Tax 3 1] 17 & 1 14 38 -53 26 ]
Rate (%) 8.2 97 1z.0 0 210 204 236 225 a9l 220
Reported PAT 837 719 981 1748 1,026 1,061 1,226 1,315 1,293 4,627
adj PAT 837 719 981 L7a8 1,026 1,061 1,226 1,315 1,293 4,627
Yao¥ Change (%) 409 -152 451 329 225 47 4 245 -24.7 261 =
Margins (%) =1 282 318 365 286 300 296 280 328 290
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Revenues boosted by all round performance

Divi's Lab reported 34% YoY growth in revenues to INR4.14b (vs est of INR4.1b), EBITDA
growth of 27%YoY to INR1.48b (est of INR1.48b) and 25% YoY growth in Adj PAT to
INR1.22b (est of INR1.14b). While topline & EBITDA performance are in-line with
estimates, PAT was boosted by higher other income, mainly due to forex gains of
INR160m. However, EBITDA margins at 35.8% were lower than our est of 36.3%.

Topline growth was led by 41% growth in Generic API revenues to INR2.1b while CCS

sales grew by 27% to INR1.83b. Carotenoids revenues grew by 33% to INR200m albeit
on a low base.
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EBITDA in line with estimates; PAT boosted by forex gains

EBITDA growth at 27% YoY to INR1.48b was in-line with estimates but was lower than
topline growth because of higher staff costs. EBITDA margins declined by 200bps YoY
to 35.8% vs estimate of 36.3%. Adj PAT growth of 25% YoY to INR1.22b was better than
our estimate of INR1.14b and was boosted by higher than expected other income at

INR284m compared to our estimate of INR116m (mainly due to INR160m of forex
gains).

EBITDA Trend (INR m)
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Retains FY12 & FY13 topline & EBITDA guidance but raises tax guidance
Management has retained its 20-25% and 25% topline growth guidance for FY12 and
FY13 respectively on back of better visibility of revenues, ramp up in the production
capacities, new CCS projects and incremental revenues from APIs launched in FY11.
Further, management has indicated that it will be able to maintain EBITDA margins
over the next 2 years. We believe margins may not expand YoY due to new capacities
coming on stream in FY12 for which additional expenses will need to be incurred
without commensurate revenues. However, it has raised the tax guidance from 20%
to 22% for FY12 and from 19% to 20% for FY13.

FY12 Guidance
Parameter Guidance  Remarks

Topline growth (%) 20-25 Recovery in CRAMS business coupled with new launches in API
segment, ramp-up in Neutraceuticals to drive top-line growth.
We estimate FY12E top-line growth of 22%

EBITDA Margins (%) Maintain In the past, management has guided sustaining EBITDA
margins at FY11 levels of 37.6%. However, we estimate 35.9%

margins based on 9MFY12 performance

Tax rate (%) 22 Our revised estimates factor-in tax rate of 22%

Capex (INR b) 1.75 Resumption of capex implies up-tick in customer sourcing

Source: Company

Slow ramp-up in Neutraceuticals business so far

Divi's commercialized its neutraceuticals facility in FYO9 to target the USD1b carotenoids
opportunity (as of now dominated by DSM & BASF). The company has recruited
experienced marketing personnel from these companies to source business in the
international market. Despite the large opportunity, we believe ramp-up in this
business is very gradual with the company recording revenues of INR621m from this
opportunity in FY11 and INR580m for 9MFY12. Changing customer preferences to a
new supplier is proving to be time-consuming resulting in a very gradual ramp-up in
revenues. While management has earlier guided for doubling of revenues to INR1.2b
in FY12, we model in a more conservative revenue of INR780m based on the 9MFY12
performance.

Cutting estimates 2-3%

We have cut our EPS estimates for FY12 and FY13 by 2-3% to model increase in tax rate
and slightly lower EBITDA margins. Based on our revised estimates, we expect EPS of
INR34.9 for FY12 (up 7.7% YoY) and INR44.1 for FY13 (up 26.4% YoY) resulting in FY11-13
EPS CAGR of 17%.
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Valuation and view

Divi's is well positioned in the CRAMS space, given its strong relationships with
innovators, presence across the CRAMS value chain, and its ability to support the
innovator in late life-cycle strategies. Unlike other API players, DIVI earns strong
margins in this business due to its global cost and market leadership in some APIs
(global market share of 50-70%), its ability to increase prices, and strong backward
integration. Divi's will be a key beneficiary of increased outsourcing from India. We
estimate RoCE and RoE of 25%+ for the next few years, led by traction in the high-
margin CRAMS business, sustained profitability in the API business and incremental
contribution from the new SEZ. We estimate 23% revenue CAGR for FY11-13 led by
both APl and CCS business segments and ramp-up in Carotenoids revenues. EPS CAGR
will be lower at 17% due to the significant increase expected in the company's tax
rate from 9% to 20%. Divi's stock currently trades at 22.4x FY12E and 17.8x FY13E
earnings. Maintain Buy with a price target of INR882 (20x FY13E EPS).
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Divi's Laboratories: an investment profile

Company Description

Divi's Labs is one of the leading players in the CRAMS
segment and has one of the strongest CCS pipeline. The
company enjoys good relationships with innovator
pharmaceutical companies.

Key investment arguments

B We expect Divi's to be one of the key beneficiaries
of increased pharmaceutical outsourcing from India.

B Strong chemistry skills for early-phase work coupled
with a strong pipeline of late-stage and
commercialized products are likely to augur well for
the company's CRAMS business.

B Neutraceuticals business could become big
opportunity with limited competition. However,
ramp-up in this business will be gradual until new
customers are added

Key investment risks

B The CCS business' success is linked to the fortunes
of its MNC customers, especially their drug discovery
pipeline.

B Global M&As may lead to rationalization of R&D
pipelines which could potentially reduce the number
of R&D projects under development thereby
affecting CRAMS companies business

Comparative valuations

B Since the agreements between Divi's and its MNC
customers are confidential, there is no visibility on
the potential of the CCS business.

Recent developments
®m Commissioning of the new SEZ.

Valuation and view

B We expect Divi's to be a key beneficiary of the
increased pharmaceutical outsourcing from India
given its strong relationships with global innovator
pharmaceutical companies.

B Valuations at 22.4x FY12E and 17.8x FY13E earnings.

®  We maintain Buy.

Sector view

B India is on the threshold of a significant opportunity
in the contract manufacturing space. We expect
increased outsourcing from India as it offers a unique
proposition of low costs coupled with chemistry and
regulatory skills.

® High entry barriers will ensure that the top 6-7 players
will command a disproportionate share of this
opportunity.

EPS: MOSL forecast v/s consensus (INR)

Divis Labs Dishman Jubilant MOSL Consensus Variation

P/E (x) FY12E 22.4 -43.0 9.0 Forecast Forecast (%)

FY13E 17.8 5.8 6.2 FY12 34.9 36.8 -5.1
P/BV(x) FY12E 4.9 0.5 1.3 FY13 441 46.1 -4.3

FY13E 4.1 0.4 1.1
EV/Sales (x)  FY12E 6.5 13 15 Target price and recommendation

FY13E 5.2 1.1 1.3 Current Target Upside Reco.
EV/EBITDA (x) FY12E 18.1 7.0 7.2 Price (INR) Price (INR) (%)

FY13E 13.9 5.5 6.4 783 882 12.6 Buy

Stock performance (1 year)
Divis Labs Sensex - Rebased
850
Shareholding pattern (%) 750
Dec-11 Sep-11 Dec-10
650
Promoter 52.2 52.2 52.2
Domestic Inst 17.3 17.0 12.7 >0
Foreign 11.0 118 17.1 450
Others 19.6 19.1 18.0 Jan-11 Apr-11 Jul-11 Oct-11 Jan-12
5
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Income Statement (INR Million) Ratios
Y/E March 2009 2010 2011 2012E 2013 Y/E March 2009 2010 2011 2012E 2013E
Net Sales 11,803 9,416 13,071 15970 19,824  Basic (INR)
Change (%) 143 -202 388 222 241 EP3 321 258 324 345 441
Cash EPS 359 297 364 396 495
EBITDA 5178 4,053 4915 5739 7460 BV/Share 95.8 1149 1356 1582 1888
Margin (%) 439 430 376 359 376 DPS 3.0 60 100 104 116
Depreciation 478 515 534 631 722 Payout (%) log 272 382 348 308
EBIT 4,700 3538 4,381 5108 6738 Valuation (x)
Int. and Finance Cha 72 28 22 1% 27 F/E 242 224 17.8
Other Income - Rec. -145 343 365 844 597 CashP/E 215 188 158
P/BV 58 49 41
EV/Sales 8.0 6.5 5.2
PBT after EO Expense 4,482 3,853 4724 5932 7,314  Dividend Vield (%) 13 13 15
Current Tax 266 408 405 1305 L1863  po.pococio
Deferred Tax 50 az 26 o 0 RoE 396 247 259 238 254
Tax Rate (%) 70 117 91 220 200 RoCE 406 273 282 302 315
Reported PAT 4,166 3,403 4,293 4627 5851  \yoking Capital Ratios
PAT Adj for EQ ltems 4166 3,403 4,293 4627 5851  Fixed Asset Turnover 22 16 22 23 24
Change (%) 189 -183 261 78 264 Debtor (Days) 82 88 104 100 9
Margin (%) 353 361 328 28p 205  Inventory (Days] 130 133 160 153 150
Working Capital Turr 167 204 170 165 1559
Balance Sheet (INR Million)  Leverage Hﬂ_tiﬂiﬂ'{]
Y/E March 2009 2010 2011 2012E 2013F E“ rt;i[‘Et Ratio Zg E-é Eg S-g ;-E
EquityShare Capital 259 264 265 265 265 ——od-quity ' ' ' ' '
Total Reserves 12155 18914 17710 20723 28773 . (INR Milion)
Net Worth 12,414 15178 17,975 20,988 25,038 ‘ffEs - ”’:" Femen R 'm';:E
arci
Deferred liabiliti 432 474 500 500 500
TE ElrrLE ARIEs e 338 230 a7 aja OPPrOfit/llossibef. 5178 4053 4915 5739 7,460
otal Loans Interest/Dividends R -145 343 365 844 537
Capital Employed 13,372 15981 18,706 21,763 25813 Direct Taxes Paid -966 -408 405 -1305 -1463
Gross Block 7828 8329 8857 11687 12687  (Inc)/DecinWC -1,855 145 -813 -1039 -1,540
Less: Accum. Deprn. 10920 2431 2958 3574 4205 CF from Operations 2912 4,133 4,062 4,239 5054
Net Fixed Assets 5899 5898 5899 B113 B39l op o incom . 5 5 o o
Capital WIP 185 238 1283 1285 139 (f from Operationsine 2,912 4,133 4,062 4239 5054
Investments 1718 4413 5256 4906 7206
(inc)/decin FA 971  -557 -1591 -2,844 -1,000
Curr. Assets 7.671 8040 10,290 12,299 14636 b,y icoisof Investr -1162 -2695  -B44 350 -2,300
Inventary 4215 4885 5717 8707 8128 (f frominvestments  -2133 -3,252 -2.434 -2,494 -3,300
Account Receivables 2660 2,232 3,674 4312 5154 )
Cashand Bank Balar 148 165 177 331 263 Chanesinnetworth 88 28 26 g 1
Loans & Advances 650 658 731 878 1g0sp 'no/(Dec)inDebt I LB e -
Curr. Liability & Prov. 2,110 2,608 4,042 4,779 5714 'D”_t'?;ﬂtdp; 'E_'d qu gii . Egi . ;i . aéi
Account Payables 1621 1643 2424 3038 3767 CF'i'm;"Hn s ;miuiw s 1o
Provisions 489 064 1618 1744 1947 '
Net Current Assets 5561 5432 6257 7450 B2 o oo 6 17 n
Appl. of Funds 13372 15981 18706 21763 25813  ,ui pecinningBalar 142 148 165 177 331
E: MOSL Estimates Closing Balance 148 165 177 331 263
6

31 January 2012



MoTiLAL OSWAL Divi's Laboratories

NOTES

31 January 2012 7



Disclosures

This report s for personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement
to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been
furnished to you solely for your information and should not be reproduced or redistributed to any other person in any form.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its affiliates
or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSt
or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

The information contained herein is based on publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis, MOSt and/or its
affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its affiliates or
employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report . MOSt or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This report s intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial advisor prior to taking any investment decision
based on this report or for any necessary explanation of its contents.

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report. To enhance transparency, MOSt has incorporated a Disclosure of Interest
Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Divi's Laboratories
1. Analyst ownership of the stock

2. Group/Directors ownership of the stock

3. Broking relationship with company covered

4. Investment Banking relationship with company covered

5§88 &

Analyst Certification

The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or
will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The research analysts, strategists, or research associates principally responsible
for preparation of MOSt research receive compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

Regional Disclosures (outside India)
This reportis not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to
law, regulation or which would subject MOSt & its group companies to registration or licensing requirements within such jurisdictions.

For UK.

This report is intended for distribution only to persons having professional experience in matters relating to investments as described in Article 19 of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (referred to as "investment professionals”). This document must not be acted on or relied on by persons who are not investment professionals. Any investment or investment activity to
which this document relates is only available to investment professionals and will be engaged in only with such persons.

For U.S.

MOSt s not a registered broker-dealer in the United States (U.S.) and, therefore, is not subject to U.S. rules. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange
Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission (*SEC") in order to conduct business with Institutional Investors based in the U.S.,
Motilal Oswal has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as "major institutional
investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only available to major
institutional investors and will be engaged in only with major institutional investors.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer, Marco
Polo and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research analyst account.

MoTiLAL OSWAL

Motilal Oswal Securities Ltd
3rd Floor, Hoechst House, Nariman Point, Mumbai 400 021
Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: reports@motilaloswal.com




