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BusinessEgypt International Pharma (EIPICO) was established in 1980. It is the
largest local private pharma manufacturer with 10-12% market share.Current
annual output is around 180-200 products with licensing agreements from MNCs
like Glaxo, Pfizer, HEK Pharmaetc. It has a unique spot delivery mechanism with
9 branches covering Sohag in Upper Egypt to Alexandria in Northern Egypt. It
owns 98.8% in EIACO and a 30% stake in Universal in Saudi Arabia.
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Invegment thesis

Egyptian International Pharmaceuticals Industries Company (EIPICO) is the Average annual growth in consumption is 8% in the Egyptian
largest private manufacturer in Egypt with 10-12% market share in domestic pharmaceuticals market. Domestic sales (excluding over-the-counter
sales. EIPICO possesses the largest sterile area in the Middle East, products) stood at USD 1.7bn in 2007, as per the Economist Intelligence
successfully adhering to relevant global standards required to manufacture Unit (EIU). Local manufacturers (including companies which produce foreign
phar maceuti cal products. El Pl O&ds snder ficense)chagoanted forpd94% of donlestic @ales byovataper i s e s
products, since its commencement and its current annual output is pegged but a much lower 56% in value terms. Egyptian pharmaceuticals market is
at around 180-200 products. It is pertinent to note that patent protection fragmented with presence of around 62 players (9 multinationals, 8 public
period of 90% of EI PI COG&6s pr od gector cempamies and 45 pricate eompanies). lecal players yare primarlyt h  t h
operating under license. Hence, EIPICO is favorably placed, in our opinion, involved in producing generic drugs and drugs under license of multinational
despite Egypt-Relsted Asgbas pftintellectnal Property T r piayare Hence, lack of research and development (R&D) skills reduce entry
Rights (TRIPS) since January 2005, which provides 20 years of protection to barriers for the industry, which in our view, remains a key operating risk for
the original patent holders. EIPICO. Further, the multinational players might increase their exposure to
Egypt with proper implementation of TRIPS. However, domestic players like
Favorable demographics and a vibrant economy remain the long term EIPICO enjoy a considerable moat, in our view, in the form of price
growth drivers of the Egyptian pharmaceuticals market, in our view. differential vis-a-vis the multinational players.
However, government policies regarding health expenditures, pricing
regulations and health insurance are equally important to aid in sustenance Another key negative for the domestic players is the lack of pricing power.
of domestic demand. Since 2004, the government expenditure on health Ministry of Health & Population (MoHP) regulates the drug prices in Egypt.
grew by an impressive 20% CAGR to reach LE 11.3bn (4% of government The domestic players prepare a detailed cost break-up and submit to the

expendi ture) at the end of FY2O0 0 &MinistnfifdlVis radpraial tbl @rigel att the find selbng prics. fTypically the2 0 0 8 0
by Worl d Health Organizati on ( donédic)playgesepgrae in & lopnd pf 15%-285% gofit margins, algpendinga g o v

expenditure on health (at average exchange rate) at USD 30 in 2005, which on the nature of drugs (essential and non-essential). Hence, increase in
is only 10% of the MENA average. The gov er n me nt 6 s h e @vkntehby EIPIES canrordy hecaghieved by higher turnover, rather than
program covers ¢.40% of the population and is expected to reach 100% any improvement in price realizations, in our view.

coverage by 2011.
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EIPICO is currently operating at 100% capacity utilization, with a turnover of
LE 1bn. However, EIPICO has started investing in a new facility spread over
30,000 square metres, adjacent to its current facility. The new plant is
expected to increase its production capacity by 30% and is scheduled to
commence production in 2010. The estimated capital outlay is LE 300mn
and 50% of the estimated amount has been fully funded by EIPICO out of its
internal accruals over the past two years.

EIPICO has set up a 98.6%-owned subsidiary, Egyptian International
Ampoules Company (EIACO), with a capacity of 800 mn ampoules per
annum. EIACO is presently operating at 50% capacity utilization rate, with
the balance being utilized for manufacture of plastic containers and cases
for ElI PI COb6s
consumed by EIPICO internally and the management has expressed its
intention of selling the ampoules to external customers as well, in the future.
EIACO, in our view, serves EIPICO the dual purpose of gaining direct
control over quality of raw materials as well as its cost of production.

Egyptian pharmaceutical exports stood at USD 238mn in 2007, according to
EIU, with only 6% of its output being exported. MoHP intends to increase
pharmaceutical exports to USD 1bn by 2011. EIPICO has also been
focusing on the export markets with three main offices in KSA, UAE &
Romania. Major exporting countries include Irag, North Africa (especially
Libya) and entire Africa. Further, EIPICO is planning to open export offices
in former Soviet Union countries like Azerbaijan, Kazakhstan. Exports as
percentage of its revenues rose to 16% in 2008 from 12% in 2007 and the
management is contemplating a further rise to 20% in the medium term.

EIPICO is registered under WTO and tried to export its products to UK.
However, the strategy turned out unviable, forcing EIPICO to turn its
attention to nearby African, Middle East and Levant countries. EIPICO
doesndt seem very keen
tougher competitive landscape and (ii) higher transportation costs. As part of
its focus on the Middle East countries, EIPICO has set up a new
company i n
Phar maceuti cal Productiono.
balance being held by Al Batargi Group (40%) and PHARCO (30%).

phar maceuti cal

EIPICO has a very effective distribution system, with its 9 branches covering
Sohag in Upper Egypt to Alexandria in Northern Egypt. EIPICO has its own
fleet of vehicles, which enables it to meet any local demand quickly.
El PI CO6s wunique distribution
our view, in an otherwise free industry.

ElI PI CO6s operating
decade. Its sales grew at 9% CAGR over the past decade and we expect
the trend to continue with the planned expansion of its new facility, enabling
EIPICO to maintain its run rate of launching four-five new products annually

either

and higher contribution from exports. Net profit growth has been equally
consistent at 12% during the same period.

EI PI COb6s Il iquidity position
equivalents reaching LE 432m at the end of 1QFY2009. Strong cash
position enables EIPICO to extract better bargain prices from its suppliers,
thereby keeping its procurement cost low.

El PI CO6s free cash flow stoo
declined to 10% of its revenues at the end of FY2008. The decline is
primarily attributable to the investments in its subsidiaries and expansion of
its new facility. Despite

e n fite prpductondisucorréntly beingE | Aliddeénd payout eatio averaged a healthy 56% between FY06-08.

Financial Summary
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scenario) to LE 36 (best case). (Refer to Table 1). EIPICO is fairly
undervalued at the current market price with high margin of safety, owing to
its 20.9% discount to our base case intrinsic value. Our valuation
methodology assigns weights to intrinsic values arrived by applying relative
valuation multiples (refer to Appendix i Peer Group Comparison) to our

Y/E 31 Dec FYO6 FYO7 FY08 FYO9E FY10E

Revenues (EGP mn) 745 850 910 997 1,086

EBITDA (EGP mn) 277 330 329 354 390

EBITDA Margins (%) 372 388 36.1 356 359

Reported PAT (EGP mn) 197 232 257 272 297

EPS (Rs) 2.7 3.2 3.6 3.8 41

Growth (%) 214 18.0 10.6 6.1 9.3

PER () 96 10.1 76 6.9 6.3

ROE (%) 283 29.0 26.1 224 218

EV/EBITDA (x) 5.0 58 49 41 37

Price/Book (x) 25 2.8 1.8 14 1.3
Dividend¥ield@)e t r at e 57t h eSS UST4mar8ber 86 o wi

Source: Watheeqa
S a Waluation Ar abi a, named AUni ver sal fo
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for arriving at the intrinsic value range. We have assigned conservative
relative valuation multiples to value EIPICO and in our opinion, going
forvaed sEIP1GOemight trade aé awpenmiuk ewingltoy(i) itsanarkat feddesshtip e
position (ii) rising exports potential (iii) timely capacity expansion (iii) rock
solid balance sheet and (i vVv)
current cash per share is LE 6, close to 23% of its current market price of LE
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26/share. Adjusted for cash and amortization expenses, EIPICO is trading at 1 EI Pl C@dgliguiditys positioo equips it with higher bargaining
5.0x PER based on TTM EPS and 4.5x PER based on our FY10 EPS. power vis-a-vis its suppliers.

T EI'PI CO6s expansion of its new f
We forecast a modest 9% CAGR i n jGntedalader@26.s revenues over the nex
years, driven by higher expor s geppdc@XsP adisviiode nadf yEFEPHCDEs epp®
capacity. El PI CO0s %ueetiepastdecadg mar gi ns averaged 27
and we forecast an average 30% operating margins over the next two years, BearsArgument
despite factoring in 5% deval ugt [oftmers SentrfleRsSEEPIED tohigh Bpbrding kN ¢y - E1 P 1 C
CAGR in net profits stood at 12%. However, we forecast a lower 8% growth 1 Lack of research and development skills would act as a major
in its profits over FY08-1 0. Despite a slower g fhdhteRor nlovihg up ih Bef vaiuk Shain inBné PhdmfacQufeat
return on capital invested would average 22% over the next two years, industry.
marginally lower than its 5 year average of 23%. Return on equity would EIPICO is exposed to exchange rate risk owing to its high raw material
average 22% over the next two years, lower than its ten year average of imports.
25%. T Higher l oyalties under TRIPS mi

. . expansion of new under-license drugs. ) .

EIPICO6s cash flow would remai Eg(pc())nsbtc%josevglo’ped mafets IfkeUS & Lﬁ('argnvgt’viablélvo'wirgg ?o free
estimated at 18% of its revenues over the next two years. We expect lack of sophisticated products
El PI CO6s dividend payout ratio to average 0% over our forecas
Hence, EIPICO looks attractive with a dividend yield of 10% in FY10. Financial Overview

Growh:El Pl CO6s annual revenue growtt

Risk

EIPICO imports its raw materials directly from the parent company or
authorized agents of the parent company. Raw materials account for 40% of
El PI COb6s tot al
material costs, with the balance being procured from the domestic markets.
Hence, any significant depreciation in Egyptian pound would impact
El PI CO6s operating margins adyv
rate at LE 5.72/USD in FY09, compared to LE 5.43/USD in FY08, implying a

5% depreciation of the domestic currency in FY09. Assuming a 5%
depreciation of the domestic
(30.4%) would have been lower by 130bps. Nevertheless, our estimates
factor in average exchange rate of LE 5.72/USD in FY09, mitigating the
currency risk to a large extent.

Low barriers to entry in the domestic market have attracted many marginal
players. These players have been able to obtain low cost out-of-patent
generic drugs and manufacture at a lower price compared to EIPICO,
thereby eating into its market share.

Bulls Argument

9 Favorable demographics and continued government thrust on
healthcare would aid in sustaining the growth momentum in domestic
consumption.

1 EIPICO is the largest private manufacturer in Egypt with a unique spot
delivery mechanism, thereby providing an edge over the new entrants.

T EI PI COb6s thrust on exports

coupled with superior operating margins.

0391% levels vrv1itf2: h)i?her contribution from_exports and better control over its

With the rise in exports and its new facility being operational, we forecast a
stable 9% CAGR in revenues over the next two years. Exports grew by an
impressive 43% in FY08 to reach 16% of EI P1 CO6s t ot al r

COst s .of 8uof tollmw a v forecatt 9 EAGR of 32 SRet I'-tY0°8-10(1"ncfom F()exrpo'rtssar%?j estimate its

contribution to rise to 24% of total revenues in FY10.

er_se_[)é. EI U forecasts the a
ProfitabilityEl P1 CO6s operating mar

year average at 27%. We expect its operating margins to sustain at around

47 h29%

e tin
raw material costs through EIACO. Our estimates factor in a depreciation of g

5% (from 2008) in the domestic currency to LE 5.72/lUSD. E1 P CO®0 s
operating margins would have been higher by 60bps at the current monthly
average (Jan-Apr 2009) of LE 5.58/USD. The operationalization of Universal
woul d enhance EIPI CO6s profitabil
capital is expected to remain healthy at 22% over the next two years,

marginally lower than its five year average of 23%.

FY

Financial HealtlEIPICO possesses a rock-solid balance sheet with zero
leverage. The expansion of its new facility would be entirely financed by its
internal accrual s. El PI CO6s08di vi
despite decline in its free cash flow levels. We anticipate an average 60%
di vidend payout ratio over t
outlay of LE 150mn over the next two years. Accordingly, dividend yield
would reach 10% at the end of FY10. EIPICO turned 10% of its revenues
into free cash flow in 2008 and we expect it to improve to 18% over the next
\t,\\;vgyga#s.d ' ead to higher revenue
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Company Overview

EIPICO was incorporated in 1980 with a paid-up capital of LE 7mn. The
company has funded the entire growth through internal accruals and has
never gone to its shareholders to fund its expansion. In 1999, EIPICO
revalued its assets owing to merger with its subsidiary, Egyptian Company
for Pharmaceutical Packaging, taking its total paid-up capital base to the
current LE 720mn.

EIPICO is the largest private manufacturing company in Egypt with a 10-
12% market share in domestic sales. EIPICO has manufactured 255
products since its commencement and the current annual output is around
180-200 products. EIPICO has licensing agreements with several MNC
players like Glaxo, Pfizer, HEK Pharma, Rohnepoulenc, to name a few.

EIPICO has the largest production capacity in the Middle East, successfully
adhering to the relevant global conditions required to manufacture
pharmaceutical products. It has 9 branches across Egypt covering Sohag in
Upper Egypt to Alexandria in Northern Egypt, facilitating faster deliveries
across Egypt.

EIPICO is currently operating at 100% capacity utilization rate with a
turnover of LE 1bn. However, the company has started investing in a new
facility spread over 30,000 sq. metres. The company has entered into
contracts with German manufacturers for import of its machinery and
expects it to get the same installed over next 2 months time. The new plant
is expected to increase its production capacity by 30% and is expected to
commence production in 2010. The estimated cash outlay for the new
facility is LE 300mn and half the amount has already been spent by the
company over the past two years.

EIPICO has a 98.8% owned subsidiary in the form of Egyptian International

Ampoules Company (EIACO), with a designed capacity of 800mn units per

annum. El ACOb6s net pY®mg.it El BIt ©O@4ds attotlaH 8. 8mn i n F

investments in EIACO stood at LE 79mn at the end of 1QFY09. EIPICO has

established a factory in Saudi Arabia named, AUni ver sal for P ha
Productiono. EI PI CO has a 30% stake (i nvest ment of LE 27. 7mn
Universal, with the balance being held by Al Batargi Group (40%) and

PHARCO (30%). EIPICO also owns 98.6% in EIPICO Tech and has

invested LE 11.6mn till date.
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Table 1: Intrinsic Value Range

Intrinsic Value Calculations EV/EBITDA multiple Weights

(i) Based on EBITDA 5.5 6.0

FY10E EBITDA 390

FY10E Cash 472

Enterprise Value 2,144 2,339

Intrinsic Value 2,616 2,811

Intrinsic Value/share 36 39 40%
P/E multiple

(ii) Based on EPS 7.0 7.5

FY10E adjusted EPS 44

Intrinsic Value/share 31 33 20%
Low High

(iv) Based on historical P/E band 7.2 7.8

Intrinsic Value/share 31 34 20%
Low High

(vi) Based on historical EV/EBITDA band 4.1 4.9

Intrinsic Value 2,054 2,376

Intrinsic Value/share 28 33 20%

Intrinsic Value Range 33 36 100%

Source: Watheega
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Income Statement Summary (EGP mn)

Y/E 31 Dec FY06 FY07 FY08 FYO9E FY10E
Revenue 745 850 910 997 1,086
EBITDA 277 330 329 354 390
EBIT 242 281 278 299 330
Interest Income 16 16 20 20 19
Interest Expense (2) (2) (1 (1 (0)
PBT 251 295 316 336 367
Taxes 54 64 59 64 70
Net Profit 197 232 257 272 297

Balance Sheet Summary (EGP mn)

Y/E 31 Dec FY06 FY07 FY08 FY09E FY10E
Cash & Cash Equivalents 376 417 372 408 472
Sundry Debtors 186 228 242 259 283
Inventories 281 339 382 410 446
Other Current Assets 24 28 33 36 38
Fixed Assets 306 339 405 491 549
Gooduwill 236 217 199 180 162
Other long term assets 79 39 39 118 118
Total Assets 1,488 1,607 1,672 1,902 2,069
Short term Debt - - - -

Sundry Creditors 105 100 91 96 104
Other Current Liabilities 402 439 258 310 372
Long term debt - - - -

Other long term liabilities - 0 8 9 11
Networth 982 1,068 1,315 1,488 1,582
Total Liability & equity 1,488 1,607 1,672 1,902 2,069

Cashflow Summary (EGP mn)

Y/E 31 Dec FYO06 FYO07 FYO08 FYQ9E FY10E
Income before tax 251 295 316 336 367
Depreciation & Amortisation 59 53 48 55 60
Changes in Working Capital (82) (171) (121) (107) (124)
Non cash items 7 (2) (60) (38) (37)
Operating Cash Flow 235 175 183 247 265
Capital expenditure (82) (44) (95) (86) (58)
Free Cash Flow 153 131 88 161 207
Dividends Paid (107) (124) (146) (162) (180)
Net change in cash 63 24 (45) 36 64
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Ratio Analysis

Y/E 31 Dec FY06 FYO07 FY08 FYO9E FY10E
Revenue growth (%) 10.6 141 7.0 9.5 9.0
EBITDA growth (%) 20.6 19.0 (0.3) 78 10.0
EBIT growth (%) 21.3 16.3 (1.3) 78 10.4
EBITDA Margin (%) 372 38.8 36.1 35.6 359
EBIT Margin (%) 324 33.1 30.5 30.0 304
Net Profit Margin (%) 26.4 27.3 28.2 27.3 274
Dividend Payout (%) 55.0 56.0 56.2 59.6 60.6
Tax rate (%) 21.7 215 18.8 19.0 19.0
Net Debt/Equity (%) - - - -

Net Debt/EBITDA (x) - - - -

Return on Equity (%) 28.3 29.0 26.1 224 21.8
Return on Assets (%) 16.6 17.6 17.9 17.0 16.4
Return on Invested Capital (%) 27.3 26.5 23.2 22.0 221
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