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We attended Pharma Summit 2006 organized by the Confederation of Indian Industry
(CII). We present below our key takeaways:

Clinical trials offer significant outsourcing potential: About two-thirds of total R&D
cost (~US$800m-1.5b/drug) of a new molecule is on clinical trials. Clinical trials could be
a US$20b opportunity by 2010. India, with its large ethnic population and low cost skilled
manpower, is an excellent destination for conducting clinical trials.

Low cost not a long-term competitive advantage: Low cost is not a sustainable
competitive advantage. India's cost advantage gave an edge to Indian players that entered
the US generics market early. However, over time, competition in the US generics market
has become intense, even among players from India. Also, the western players are taking
note of the India advantage and gaining access to India through acquisitions, greenfield
units, collaborations, etc., thereby reducing the competitive advantage.

Acquisitions – valuations remain expensive: Indian pharma companies were on an
acquisition spree in FY06. The larger players acquired around 16 companies/businesses
for over US$1.4b. Given the competition between Indian companies and other international
generics players to acquire assets, deal valuations are likely to remain expensive.
Consolidation efforts are likely to intensify further and generics players may end up acquiring
expensive assets (resulting in extended paybacks). The unanimous view was that valuations
of target companies are high. However, few participants opined that acquiring a company
with expensive valuations may be justified if the target company offered a strategic fit.

Regulated generics markets – pricing pressure to continue: Regulated generics
markets are expected to remain highly competitive, given the rush of filings and the entry
of new competitors (especially from India). Also, with global innovators not being as
profitable as they were earlier and generics growing into a sizeable business, global innovators
could get into the generics business (eg: Novartis through Sandoz). Pricing pressure would
continue in the US generics segment.

Need to step up investment in innovative R&D: India’s spend on R&D has been
low as compared to global players. India has been spending around 2% of sales on R&D
as against 14-16% by global players. In the new product patent regime, avenues of launching
new products would decline. Also, there has been renewed focus by MNCs on India,
translating into increasing competition from global players. This, coupled with lack of strong
NCE R&D pipeline, has forced most of the dominant Indian players to scout for in-licensing
products from innovators, thereby intensifying competition for in-license products. Therefore,
it would be very important for domestic players to scale-up their investments in R&D for
innovative products.
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Need to look beyond life-style disease: Increase in life expectancy in India could
throw up some interesting opportunities for NCE research. Indian companies need to look
beyond just the lifestyle diseases (cardiac ailments and diabetes) and address old age
diseases, which offer growth potential. Also, the focus of the pharma industry worldwide,
including India, is on lifestyle diseases. Niche therapeutic segments are neglected. One
could focus on such a segment and build a strong product without much competition.

Manpower – challenge to attract and retain: With the Indian pharma industry going
global and many international players setting up presence in India, acquisition of talented
people and managing their growth aspirations would pose a significant challenge for Indian
managements. Also, there is huge demand for Indian talent from overseas and retaining
talent would be challenging. There is shortage of manpower in high-end R&D and regulatory
areas. Manpower costs are trending up.

China – a potential threat: Although China is not perceived as an imminent threat by
the Indian pharma industry, over the next 4-5 years, it could challenge India’s USP of
‘good quality at low cost’. While the quality of Chinese pharma products is perceived to
be inferior, Chinese players have been improving quality and adhering to USFDA norms.
This is reflected in increasing share of DMF filings by China (16%), although China does
not have a single ANDA filing till date. Also, China is a preferred R&D destination to
India, as unlike China, India is not strong in biology. A survey on preferred R&D destinations
ranked India third, after China (1st) and USA (2nd).

India presence – priority among global players: Most of the global players are planning
to have direct or indirect presence in India. With India embracing product patents, and
given the large population of India and the potential it offers, most global innovators are
now looking at the domestic market in India with renewed vigor. This is visible in the entry
of Merck Inc and BMS into India. Also, on the generics front, given India’s strength in
chemistry, global generics players are looking at India as a source for superior quality
intermediates/APIs at low cost. This is reflected in the recent acquisition of Matrix by
Mylan, Teva’s acquisition of manufacturing plants in India and various collaborations by
global generics players with Indian generics companies.
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COMPARATIVE VALUATIONS
CMP (RS) RECO EPS (RS) P/E (X) EV/EBITDA ROE (%)
14.09.06 FY06 FY07E FY08E FY06 FY07E FY08E FY06 FY07E FY08E FY06 FY07E FY08E

Pharmaceuticals
Aurobindo Pharma 637 Sell 12.0 22.6 37.2 53.3 28.2 17.2 24.3 13.3 9.6 8.4 15.1 20.8
Aventis Pharma 1,625 Buy 69.6 78.5 86.1 23.4 20.7 18.9 15.1 12.9 11.3 31.6 28.8 26.0
Biocon 371 Buy 17.4 15.4 21.4 21.3 24.1 17.3 16.2 15.7 11.7 19.6 15.3 18.3
Cipla 254 Buy 8.1 9.3 11.1 31.4 27.3 22.8 30.2 20.7 16.9 30.8 21.8 21.5
Divis Labs 2,086 Buy 54.6 80.5 97.5 38.2 25.9 21.4 24.1 16.7 14.3 22.4 27.1 26.5
Dr Reddy’ s Labs 748 Buy 8.9 21.6 32.9 83.6 34.6 22.7 88.0 22.1 17.3 6.2 13.4 17.7
GSK Pharma 1,251 Buy 36.2 44.4 46.9 34.6 28.2 26.7 22.5 19.2 17.8 32.3 32.2 28.2
Jubiliant Organosys 201 Buy 8.6 11.6 15.7 23.3 17.3 12.8 15.7 9.7 6.9 17.0 20.8 23.2
Lupin 475 Buy 21.4 28.7 35.3 22.2 16.6 13.5 19.1 12.6 10.1 31.0 35.1 33.3
Matrix 271 Buy 9.1 11.5 14.9 29.8 23.7 18.1 38.3 20.4 16.5 17.8 17.1 19.0
Nicholas Piramal 215 Buy 6.1 10.1 13.5 35.4 21.3 15.9 23.9 13.7 11.2 17.4 21.1 25.4
Pfizer 903 Neutral 27.7 36.0 34.6 32.6 25.1 26.1 18.8 15.1 15.5 22.0 25.0 21.7
Ranbaxy Labs 414 Buy 5.8 11.9 18.2 71.3 34.7 22.7 55.0 17.9 14.1 8.9 17.8 23.8
Shasun Chemicals 83 Buy 7.6 0.1 9.2 10.9 847.7 9.0 6.5 6.2 4.5 23.0 0.2 19.7
Sun Pharma 919 Buy 27.7 30.8 37.8 33.2 29.8 24.3 34.7 26.7 20.5 42.1 37.0 36.0
Wockhardt 407 Buy 17.7 23.5 30.5 23.0 17.3 13.3 16.4 11.3 8.4 29.5 31.1 32.4
Sector Aggregate 34.4 25.3 19.4 28.9 17.6 14.1 20.6 22.2 24.3
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. 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.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible 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.

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.

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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