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f the top ten global generics companies by 2010 and a
1 player by the year 2020,
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Eydus Cadila is well and truly 52 on the path of becoming a global pharmaceutical provider. In 2003-04
the company undetook bolder initiatives that would help it achieve its global agpirations. The first gep, of
course, was fo allgn the mission and viskon with the emerging opporunities.

Globally, the opportunities are enormous
Patent expiry and challenges for krading molecules are creating new opportniies in the generics market over the
roesl, ey s,

Rigsirg heallhcane costs have forced the governments in differenl cownlries o come oul with new regulations in

fawour of generics.

The drive 1o reduce costs by global pharma companies is opening up several outsourcing eoporsnities for Indian
companies in the manufeciuring and reeanch segrments.

To capitalise on these opponunities, it is imponant o have a critical mass, strong research infrastructure,
strong knowledge base, excellent chemigiry skills, sound regulsfory Infrasiructure and a robust pipeline of
filirgs. In addition, cost competitiveness, relationships with global players, the ability to scale-up and waorld
dlass manufacturing facilities are factors that will help the company make the mos of these emerging
apporiunities,




Zydus Cadila's growth stirategy is aligned to a distinctive global vision. The new vision and mission launched in January 2004 was
the result of an organisation-wide discussion on the strengths, collective expedtise and new opporunities of growth that were
emerging. The vision alms to capitalise on these unfolding opportunities. it aims 1o have a tangible impact in terms of sustained
gronvth and unleashing value.

Mission Vision

Wi are dedicated to life... in all One of India’s leading
its dimensions. Qur woeld is healthcare pla}fers,. we aim to
be a global-research driven

shaped a passion for
el W ¢ company by 2020,

innovation, commitment  to
We shall achieve sales of § 400

million by 2006 and

pariners and concern for people

in an effort to create healthier
We shall be a top ten global

generics company with a strong

communities, globally.

R&D pipeline and sales in
excess of $ 1 billion by 2010.
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By making a foray into the regulated markets of LISA and Europe and strengthening its market presence in ather focussed markets
worldwide, Fydus Cadila is aiming to become one of the top ten global generics companies by 2010, By 2020, the company aims
to be a ghobal research driven pharma player. Bs people will poawer the company’s future growth by their spirit of innovation and
the will 1o turn challenges into opportunities. Zydus Cadila will continue to identify leaders, buikd competencies and attract the
best talent to shape the company’s global future, With its passion for innovation, commitment o its partners and a corporate
philosophy to build healthier commamities, the company plans to guide its efforts in creating a ghobal company.




# Entering the world's largest
gencrics markel, cstimated at
U5 5 17 bn, as an integrated
generics player,

# Established Zydus Healthcare (USA) LLC
and £ydus Pharmaceuticals (LSA) Inc.,
to cater to the APl and formulation generics
markets respectively.

+ identified a basket of about 100 formulation

products for launch in the US market over the

Latin America
5

# Focus on Brazil - Established 100%
subsidiary ydus Brasil Healthcare
Limitada.

+ Building a regulatory pipeline and
targeting 12 product approvals in
the current year,

* Planning o launch generics starting
from 2005.
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# Established its presence in France through Zydus France 5A5.
# Launching generics in the French market in the current year.

# Prooess for site transfers to Moraiya, Ahmedabad is underway.
#* Planning to enter ltaly and Spain over the next two years,
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+ Revamped business model to grow
aggressively in the CIS markets,
mainly Russia & Ukraine,

# Focus on high growth therapeutic
segments of CV5 & GI.

# Expanded field-force and geographic
coverage and entered into an
arrangement with top distributors,
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§ . Chairman and Managing Director’s Message

Dear Shareholders,

The year 2003-04 will be remembered as a remarkable year in which the company made ungrecedented all rownd
progress, and set many records, In the process, we have begun to unleash value, Broadly, in 2003-04, your company
imemationalised operations and ascended the value chain with 2 quamtum jump in exponts, while conssolidating the
domestic operations. The company also launched soveral transformational initiatives and reviewed its overall vision
and strategy which would go a long way towards building a strong foundation 1o metene and sustain growth,

2003-04 : A Remarkable Year

A Year of Excellent Performance
+ Tha company postod the bighest sales ever at Bs, 1.7 b, up by 14% y  Tho major groswth driver was expors, which
grew by 63% y-y. On a corsolidabed basis, the sales reached Rs. 13.3 bn, growing by 18% =y,

# Tho company sgnificantly increased mvestments in RED, with total RE&D expenses going up to Bs, 0.9 bn, from Rs, 0.4 bn
in 200203, or nearky bwo and 3 half fimes y=y, OF this, the revenue expenses on BT wend up three-iold to Rs. 06 bn,

# Inspite of substantial hike in R&D spend, Profit Before Inferest Depreciation and Tax (PBIDT) increased by 29.4% to
Rs. 2.5 bn, The PRIDT margin jumped to 21.29% from 18.7%, the highest in the history of the company,

# Net Profit jumped to Bs. 1.43 bn, a growth of B6.5% which is the highest growth in the last several years.




#+ Fydus Altana Healthcare Py, Ltd., the S0:50 |V with Altana Pharma fumed in an excellent performance with record sales of RBs. 1.47 bn and
Mt Profit of Bs, 1,22 bn, an 82% net margin on sales, The [V paid Rs. 500 mn in dividends, up three-old from 2002-03,

These resilts mark another successful year in our pursuit 1o realise the full potential of Zydus Cadila, Our initiatives were well
received by both the imaestars and the stock market and this is reflected in the market capitalisation which nearly quadrupled to
Rz 28 bn by the end of the financial year. Your company has been ranked path amongst the ET top 500 companies in India, in
terms of market capitalisation. This is a significant improvement from the 87" rank in September ‘03,

Entry into Regulated Generics Markets

US and European Markets

Quwr focus in the coming yeans will be on globalisation of operations. This is both a challenging and inevitable process, As the
President of France, Mr. Jacques Chirac very succinctly put it - "Everything there is 1o say has been said-and well said-about the
ticdal wave that is mingling the ireversible globalisation of human activity with everfaster scientific and technical progress™.

The year 2003-04 was when we truly globalised our operations by marking our presence in the lagge and lucrative regulated
generics markels,

kel why is the regulated global generics market so imgonant? Facts speak for themselves. The tofal global pharma market is
estirated at LIS § 466 bn (IM5). Nodh America, Europe and Japan account for B8% of the pharmaceuticals sales in 2003, Generics
sales contributes almost 4-5% of this market, making the global genencs markel about 6 times the Indian market. While the
generics bisiness in LS is the langest in the world, Ewtope is also an attractive market and provides quicker access opporunilies.

It is a tremendous growth opportunity thal these markels represent with several blockbuster multi-billion dollar dregs going off
patent over the next few yvears, The other favourable factor is the dgng healthcare costs in the developed countries leading to a
perceplible shift owards generics. On the other hand, India is unigquely placed to benefit from this opporunity in terms of
marketing generics formulations, imermediates and APlS The advantage lies in the combination of immense talent pool that it
posteises, the process chemistry capabilivies, the competitive cost structure and world class manulaciuring base that can deliver
high gquality products al a much lower cost,

Cour global market sirategy is aligned o these oppotunities and | eleardy see global generics as an impoant growth driver for the
company, To make this possible, the company took the following concrebe steps:

Entered the French market which is amongst Europe's maost exciting generics markets with the acquisition of Alpharma’s French subsidiary,
renamed as Tydus France 545, We have prioritised over 60 generics market authorisations for launch in the French market over 3004 and |
am confident of growing this business rapadiy.

Set upr Eydus Pharmaceuticals (LISA) Inc. for generics formulations business in the USA. With Zydus Healthcare (USA) LLT - a subsidiary
et wp in 2002 to cater to the AP miarke! and a grong leam, we now have a =nlid 'butinai.rlﬁeumrld': mest impotant market,

Filed 12 AMDA's with the USFDA, This is a record as we ane the firg Indian comgany to file s many ag 12 in the very firt year of filing.
Cumulative DRF filings also stand at 12 at the end of the year,

Re-snsctured international busines srategy non-regulated markets} priaritising Brazil and CI5 for future thnst. In CI5, where we have
been presert for over a period of time, we restructured the business with a new team and wider geographic spread. We expect good
growth to come in froem the O market in the corrent year.

In the AP| business, we nearly doubled exparts on the back of strong relationships with large players. Total emﬂhmwmw
62, primarily driven by growth in APls and intermediates exponts. Total exporis now constitute 16% of the company's revenues, lﬁﬁﬂi
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World over there is a consideralde pressure to cut down healthcare costs which has led to pharma majors looking
at outsourcing their requirements to high quality, low cost manufacturing centres, such as India. We clearly see a
windiow of opportunity as a result of this and have taken up Ghobal Confract Manufacturing as a separate initiative.
We see this initiative as an extension of our core capability - 1o provide quality products at cost-competitive prices.

Domestic Operations

Consolidating Gains

Cwr growth in the domestic market has been a balanced one. Domestic formulations business grew at 11.9%
during 2003-04, well above market prowth rate of 7.3%. Ower the last few vears our focus has been on
consolidating our pasition in the core therapy areas and ranking amongst the top five in all the major sepments that
we participate in. Waorking on this plan, we retained our lead position in the Cardiovascular, Gastrointestinal and
Women's healthcare sepments [ORG MAT - March 2004). We ako strengthened owr product pipeline and
introduced 69 new prodects in the domestic market of which 10 were launched for the first fime in Iindia. This
amply reiterates our ability to seize the first mover advantage.

In fine with the strategy of the company to strengthen alliances with German Remedies’ erstwhile promoters and to
ensure top line growth in the post-2005 era, the company entered into an agreement with Schering AG whereby
Cadila Healthcare will be the preferred partner for fiture product launches of Schering’s innovator products in
India. We also signed an agreement with Boehringer Ingelheim India Limited, a wholly owned subsidiary of
Boehringer Ingeiheim, to manufacture and market products in India and identified new fine extensions for launch
in the near future,

With aggressive new product introductions, exposure to fast growing therapy areas, extending our brand equity and
emerging as a parner of choice for key multinational parners, we are better positioned than ever before to
leverage our strengths in the domestic market.,

Gathering Momentum

Improving Operational Efficiency

The year 2003-04 was also significant for the implementation of two programmes - ‘PRISM" and TELTA' that will
have a far reaching impact on improving operational efficiency and realising more fully our strengths and potential.
PRISM' is a programme aimed at improving operational efficiency across the organisation by saving on non-labour
spend. In the first cycle, wa identified some 1500 cost saving ideas and a large number of these are already
implemented, resulting into quanbem savings for the compamy. Riding high on the success of the first cycle and
with an aim to institutionalise the effor, we have created a separate purchase and supply chain management cell
and the second cycle of PRISM' was launched in March 2004,

As a3 part of "DELTA' - a three year value creation programme which we flagged off last year, we are debving into
issues linked to the core business growth, We have been looking at all aspects that are related to nearterm profit
improvement, areas that can drive momentem in core business and the kong term strategic opportunities, 1 firmly
believe that now is the time for action, Mow is the time to reach out and chase every possible idea that can lead us
onbo a greater opportunity. So, from grengthening domestic operations to globalisation of operations, long term
value creation through research and bringing about an organisational transformation - we are looking at an entire
garmut of initiatives that are critical to gpur the company’s growth as a part of this "DELTA’ programme. The goal is
tex take the organisation to a higher kevel of accomplishment and ensure our distinctiveness,



Organisational Transformation

Laying the Foundation for Managing Future Growth

Last year, | spoke about unleashing value and we have had a great start in this direction, To step up the pace we will have to
explode with enengy, look at every aspect of our business performance and take a quantum jump in each one of them. We must
fundamentally transform the way we omganisa oursebves to address the challenges of the future,

We have begun 1o set the wheels in motion by triggering off a transformational process that can take us on 1o & higher plane. The
entire process at Zydus Cadila rests on five pillars of Direction, Leadership, Accountability, Co-ordination and Control and
Capability. The overall focus is on keadership and people development through different ways, which imvolves:

+ Setting an cnerall dinection anel vissom for the company that anchors cur beliefs, values, mand-se and work culbure,
+ Deeloping leadens whi continiously tramsioem the culture of hosy we think, meet, plan and pedoem our work, Our rew Sydis Leadership

Cempetency Model kbaks imoe all these dimensions,

Initiating pedormance discussions for a maone focussed perlormance [n tandem with the oganisational goals and chjectives, Motivating people o
take om and achieve stretched tampels.

+ Bislding in the right systerns ard processes for greater efficiency in the onganlsation,

Cireater thiust on comgetency bulldirg, srergihening the recrstiment processes and nururi ng the value creatons in the onganlsation,

Dhwr transformational agenda will srengthen the relationship between employees and the company, between the company and its
customiers: and batween employees and the community, it will play a crucial role in the oreation of an organisational environment
and culture that suppots innovation and flexbility, the development of individual and organisational competencies and the trust
and shared vision necessarny to mowve foreard,

Enhancing Value

Through Sustainable Growth Platforms

In the long torm we aim o create value for the company through our rescarch inftiatives, During fiscal 2003-04, wo substantially
Hepped up investments in our mesearch and development activities and we continee to expand our R&D pipeling and strengthen
and accelerate measeres aimed at the rapid launch of new products, We are working to strengthen our discovery reseanch
capahilities to develop newer drug-discovary tangets, O the five NCEs that we are working on, three arg in the pre-clinical stage
and two are under various sages of development, Besides this, we have developed several NDDS and ane also actively engaged in
binlogy rescarch,

While | have highlighted some of the value creation initiatihves that we have underaken in the medium and fong tem, I firmly
believe that the proces of enhancing value is a more holigic and an ongoing process, Value is created through understanding and
mecting the needs of all those with whom we do business. We create value through our therapies, through technology and
rescarch, by making continued inrcads into the global madketplace, through the motivation and experise of our people, by
creating, win-win situations for our partners and by fostesing good relationships with governments and communitics in which we
work, We cannot neglect any of these isanes,

And as we go about the task of creating value, we are encouraged by your suppon. We belicve that we ane on the right track. We
have the right srategy in place - a digtinctive approach to cater 1o 3 global market, We are confident of the way ahead, We have
the: products, the people and the focus o maintain the momenturm, And we will maintain that momentum in pursait of one clear
and overriding goal - o deliver sustained and increasing sharcholder value,

Pankaj R. Patel
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2003-04 will be remembered
as a year in which the
company made
unprecedented progress, set
meany recornds and in the
process, unbeashed value,

Broadly, in 2003-04 CHL

Intesnationalised operations.
Consolidated domestic operations.
Went up the value chain with
quantum jump in expors,
Improved operating efficienties
with DELTA and PRISM
POErETITIES.

Reset overall vision and stratepy.
Launched orpanisation
transformation indtiatives.

The financial records of
2003-04

Highest ever sales (Rs 11.7 bnu)
Met Profit crossing Rs. 1 bn, (Rs,
100 crores) for the first time and
reachad Rs, 1.43 bn,

Mt Prodit growth of B6,5% y-v,
highest in past several years,

- Highest ever PRIDT margin of

21.2%,

« Fydus Altana |V has a record

Met Profin of Re. 1.22 bn and net
margin of 82%.

- Highest ever market

capitalisation, crosing Rs. 28
bn by yearend.

- Rated as the 54™ largest listed

Ineflizn Company by ET - 500,

Highlights of international
operations

= Enbered the French market with

acguisition of Alpharma’s French
subsidiary, renamed as Zydus
France 5A5.

= 5ot up Zydus Pharmaceuticals

IUSA) Inc, for generics
formadations basiness in the
LisA.

= Filed 12 AMDAS with the

LISFIDA - First Indian company to
file as many as 12 in the very fird
mrn‘f'ﬁ“nﬁ, Curmmlastive DIBF
filings stand at 12 at the end of
the year,

= Restroctured inbermational

business (non-regulated markets)
|rr'u:|rili:ina_ Brazil and CIS for
fulwre thrus.

- Total exports grew by 62%,

driven by growth of 96% in
expors of APl and intermediates,




A Remarkable Year

Highlights of domestic
operations

« Doemestic formulations business
grew at 11.9%, wall above the
market growth rate of 7.3%,

< Dwverall Sth ranking in the
domestic formulations market
{ORG MAT = Marcn 20040,
Eetaineg Mo 1 r.lf.iii'llﬂl'l in WS,
Gl and FHC participated
segrments (ORG MAT - Mareh
00},

Lavnched 59 new pmdul:.lx in
the domestic market.

= Crystallised in-licensing
arrangements with Schesing AG,
En:hrin!;vl:r Ing-rlhrim.
.'ilnnuf.a:iuﬁnguphmi-mliun
irrq:||r.rmrq|;u'.|,

Financial highlights of
FY 2003-04

Sales rovenss of Bs, 11723 mn, w 14% from
Es, TO282 mn in 200207,

PRIDT up 29.4% y-y io Rs, 2488 mn, from
Rs. 1922 mn last year,

PRIDT mangin up o 21.2%, compared o
18,7% last yoar.

PAT Up 55.2% 1o Bs, 1634 mn, from B 1053
mn last yesar, PET mangin expanded o 13.9%
froem 10.2% in 200203,

Met Profit of Re. 1429 mn, up B6.5% y-y from
Bs. 7RG mnin FO02-07%. Met margin: of 12.7%%
companed 1o 7.4% last year.,

EPS of Rs., 22,75 compared o Bs. 12,2 in
2002-03, up 86, 5%




Financial Highlights of 2003-04
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Economic Value Addition

A firrm's managernent creates value when it makes decisions that generate benefiis exceeding costs. Economic
Walue Added (EVA) I3 a measure of a irm's economic profit, It is caloslated as the excess of economic profit
over the cost of capital employed.

Rs, mn
Economic Value Added 2002-03 2003-D4
EBIT 1449 1837
Less = Adpusted tax 116 100
MOPAT [Met operating profit less fax) 1372 1737
Equity 4390 5247
e 4429 4057
Total Invested Capleal BE19 04
Ayerage capital employed 5102 A0k
Pt tax Cost of debi B:3% 5.7 %
Cost of egquity 11.6% 1065
WAL % (mearket valise welghted] T 4% 9.7%
WALCL 45 aa3

EVA IMOPAT - WACC) 424 a54

Mobes =
TV, by o ephsieend raderak of R, Somaan & Compary,

THIT [Farrirgs Makae Interest and Toans) inchide sbiderds recsived fom - Altans [V, heing 3 arsegc Invesdmar,

e ol pol pfinn secludes deferred tan snd b sefjugie for s shield on Intpssa,

Coat ol expeiy b bases] on oot of sk s debd plus sguity peembare sdjemed b firm's bhats wariasd. The equity premium b
psmumed @ T, whils jhe beta is caboulpied w07,

St ol chtbi b bowsedl on 10 v Cosormemand o Inally bond,

WA [veiphived Aserage Cod of Capltall b basd on markes walue bass welghis of debi s aguity

Thee ahowe calculakone sre bassd cn Isdian GAAR
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Market Value Addition

Market Value Added (MVA] B 2 measure of the value that the management has been able to add to given resources. It s measused
by cabculating the difference between a firm's market vahse {equity and debt) and its capital as per book value. Change in market
value added is the change in market vabue of capital lequity and debt) less the change in the book value of the capital.

Ks. mn
Market Value Added 2002-03 2003-04 Change y-y
Market unl.mufml'q,r I:':.m.r-cruﬂ] 7586 | RS2 209358
Market vabue of delt 4420 4057 =372
Market vakue of deit & equity 1205 12581 20566
Less - Invested l;iFil:lI
Book h:ll..le-nfequibr 4390 5247 B57
Book value of debe 4429 4057 =372
Tatal Bag G304 485
Market Value Added 3196 [ 23277 [ 200481

Mobes :

# delarked valus of debl cos e sarte s book value in e senon of debt being Hited | rgaladdy quoted.
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Cadila Healthcare Ltd., the flagship company of the Ahmedabad based Zydus Group, i one of India's leading
integrated pharmaceutical companies. It currently ranks amongst the top 3 in the domestic fommulations
market, with a market share of 3.85%. The company i also a leading producer of niche and complex bulk
drusgs. While the domestic business currently contributes over four fifths of the revenue, over the past bwo years
the company has put in place a focussed strategy, invested resources and created the infrastructure to benefit
frorm the global generics opportunity, both In dosage forms and bulk APls. The company alms to be a leading
ghabal generics player by the end of this decade and 10 be innovation driven in the long run.
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The Global Pharma Market

The global pharmacestical sales in 2003 stood at LSS 466 bn and grew at 9%, The growth was driven by a robust drug
denvelopment plpeline, ageing population and ongoing dernand for innovative theraples, Almost BB% of the sales was accounted
for by Morth America, Burope and Jagan. Morth America [USS 230 bnl alone represented almost half of entire ghobal sales and
grew at a handsome 9% in 2003 (Source: IMS)

LISA, is the largest penerics market in the world, estimated at anound LSS 17 bn in 2003 and grew at an estimated 14% over 2002,

Global Generics Opportunity

Cneer the last few years, a unique opportunity has been unfolding for the Indian pharmaceutical industry. It is the opporunity to
participate in the growing Global Generics market, which is abaut & times the size of the entire domestic formulations market. The
growth of the GBobal Generics market is driven primasily by

Pabert expiry fos o Lange number of daigs, including blockbusters, over the et few years,

Increasing heakhcare costs n developed courtrles that has resulted In governmental suppost, often leglslative, to penescs medicines,

The big opportunity for Indian pharma companies

Eydus group’s global market strategy is
aligned to these opportunitics

Indian pharma companies, particularky the larger players, are well positioned to benefit from this big opportunity, for the following
FEASONS:

They have been “reverse engineerdng’, throwgh Innovative processes for the past several decades and have the technical competency to
develop high quality prodiscts,

They are cost competent and effective and have been theiving at prices, often a tenth of thelr countenpans in other markets,

They hawe bulll wosrkd-class manufacturdng facillties and aoguined the necessary approwals to supply to regulated markets from these
facHities.

They have also developed competency in regulatony matters, to meet the stringent requirements of the markets In advanced oountries,
incleding the LSA

As a result, beading Indian companies have been able to penetrate the Global Generics markess. Indian companies now acoount
for up to a third of the regulatory filings to the USFDA, have the largest mumber of USFDA approved plants outside the LUSA and
have collectively eamed an estimated LSS 0.8 bn in revenues from generics exports to regulated markets in 2003-04,




Indian Pharma Market
The Indian pharma market is about Bs. 197 bn, or US% 4.3 bn in size. During 2003-04, the domestic
pharmaceutical market grew at 7.3% [ORG MAT - March 20041

The top 10 companies acoownt for about a third of the market and many of them recorded single digit growth
in domestic formulations. Anti-infectives, gastro-intestinals (GI) and cardiovasculars (CVS) are some of the
largest therapeutic seaments, accounting for nearly two fifths of the total market. During 2003-04, OWS was one
of the fastest growing segments, notching above market growth of 15%, while the respiratory segment grew at
about &%, In contrast, anti-infectives, Gls and NSAIDs grew by less than 5-6%, bebow market growth,

Imi this backdrop, the company's strategy to grow at higher than the market rate has been undenpinned by the
fiollowing:

+ Focus on chronle segments and [ife style products

+ Focus on bullding power and core brands Zydus brands in top new launches

+ Mew product intreductions of significant Pamadar oo %‘u
therapeutic advances %

+ In-licensing from alliance pastrens who are I:_\I'_nm“_ri o %mﬂaﬁ-

globral innowative drug companles
+ Accelerating growdh throwgh geographic expansion, eﬂpﬂ [ Rirealda
increased coverage and higher penetration



Operating Highlights - (Division-wise)

Domestic Formulations
The company's domestic formulations business grew by 11.9% in the year 200304, The total domestic formulations sales in 2003-
04 was Bs. 8347 mn, compared o R 7456 mn in 2002-03.

The growth of the formulations business as per CORG MAT - March 2004 was 8.6%. 1t retained 3.85% share of the total market and
maintained its top rankings in CVS, Gl and FHC segments, while gaining 4% market share in the respiratory segment. 16 of the
company’s top brands ane rated amaongst the top 300 brands in the country,

During this year, the company launched 6% new products under various therapeutic segments. Some of the major ones include:

Fain

Melanagement

Mephrology

Erectibe
Dhysfumciion

Hypolipldemic Dibusretic

# Mucoxia |+ Omi O |+ Aggramed |+ Saromus + Fydalis * Erta | # Fytanix
{Eoriconibl | {Omidazole | (Fyrofiban} (Sirolimus) | {Tadalafil) | (Exetimibe) | {Metolazone)
+ Zyrof Injoction| + Offoocacin] |+ Fyrova
(Roficoxibl [+ Ocid IV and {Rosuvasiating
+ Revalda RS '+ Samladon
Waldecoxibl | mrmprazale}l Mﬂﬂlﬁﬂﬂﬂ: | |
Anti Anli Anli Wornen's Respicare  Oncology
batcterial psychotic infective Healthcars
s Uliipime  +Firsito '+ Aricus + Impavido |+ Nabumgest + Forair |+ Holoxan &
{Cofipime)  (Escitalopraml | (Aripiprazolel | (innovatar | injection Lisomitexan
+ Ulipime-0  + Marebax |+ Zipra product  * Progymova
| Cofeiarmel (Reborontine) l (Fiprasidone) | Tantaris AG) | & Enew
Piveily + Diane 15 [innovator
produict-Schering AG) |

Thesa products contribuled to about 3% of the branded formulations sales in 2003-04. The company plans to continue o launch
new products aggressively in the near future,

TA-wise break-up of formulations revenue.

Chronic segrments contribite to
half of the formulations revenues,
while the share of highly
competitive anti-infective segment
has been falling.



In-licensing Opportunity

Ini line with the strategy of the company 1o strengthen alliances with the erstwhile foreign promoters of German
Remedies and to ensure top line growth in the post-2005 era, the company entered into an agreement with
Schering AD, whereby CHL will be the preferred partner for the Indian market for future launches of Schering’s
innovator products. The company alss signed an agreement with Boehringer Ingelheim to manufacture and
market products and identified new line extensions,

Schering AG, Berlin

+ Signed comtract for 10 years with provision for estension of
ancthar 5 years to manufacture and market existing prodects in
iz,

+ Separabe agreement signed for 10 years for sabe and distribution of
imported formulations of Schering in India,

# Acquired & frademarks and techniclogy fransfers

Boehringer Ingelheim

+ Signed contract for 10 years with provision for extension of
anather 5 years to manufacture and market existing products and
identificd new line oxtensions,

+ ldentificd new products io market in India.

+ Agrood to form W with Bochringer Ingelheim’s Indian subsidiary
i market new reseanch products in India,

* Signed contract for 10 years to manufacture Multi-Dose Powder
Inhaler Device (MIDP) and filling of cartridge for COPD and Asthma.



APls

The bulk drug market in India is estmated at around Rs. 78 bn and over 400 products are manufactured in India by a large number
of players. In recent years, the focus of the larger players has been 0 move up the value chain by moving from intermediates. to
APs, from commaoditised APt to specialty ones and from local market to global markets, including the regulabed markets,

The company's strategy in the bulk drug business has been to focus on niche APls, particularly in therapestic areas of
cardiovasculars, anti-ulcerants, anti-depressants and anti-histamines.

200304 was a landmark year for the AP1 division, as the exports of APl and intermediates increased 1o Rs. 1395 min, registering a
quanturn jumg of 95.8%. This was on the back of certain strategic relationships forged with manufacturess in Europe. The total
sabes of the division increased to Rs. 2321 mn, registering growth of 23.5%. Exports confributed o 80% of the tofal API sales, up
from 385, last vear,

Growing APl exports (Rs. mn)
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Some other highlights of the division were
Aioelerated filing of DMFs o the USFDW, taking the total to 12 DMEs at the end of the year

Laumched several new products - Etorlcoxib, Rosuvastatin cabelum, Mebeverine Hel, Noresthesterone and Testesterone for captive use,
Accoquired teeo manufacturing unis in Ankleshwar bo augment cagacity,

Capacity expansson project for augmenting Banvan " capacity |s under implerentation ard likely 1o go on stream dusing 2004-05.

Zyfine Chemicals
The company has also set up a new division called Zyfine Chemicals with focus on custom synthesis products. The division has set
up its facilities near Ahmedabad and will go on stream in 2004-05.




T

International Formulations

Intermational formmuslations business of the COaIpRaArTyY has two focus areas
+ regulated markets
# goamii £ NCN-IERY lated markets

Regulated Markets

2003-04 has besn the year of focusing on setting up the company’s presence in the regulated marksis of LISA
and Europe, with focus being on the generics opporunily. During the year, the company took several concrele
sege bowarnds this end. Specifically;

LISA

= LS arategy has bees put in place, with ower & bunshed produc cansfully selected for fulee faench, Thes
inchade nol only blodkhosten. poing off prient in the ooming yeass, but alsy mature or Sificuli-io-make
penschuts with lorw corpetition and abs producs difensslisted by newel deliery asiems

= The company now hae e subeidianies. in e LS with Spdus Prammoaomticals (LISAL Inc, dedicaled 1o
perenics femulaliors, while M:*kﬂ]mmuﬂﬂhmmmm:mﬁnlﬂhmm
comgany Fas laken on boatd 4 flrong and meperieaced leam.

= A munlioned elsmwhee in this eport, the company fled 13 ANDAS during the year with the DSFDA,

EUROPE

= In Furcpe alss, e company bos idantified France, italy s Spain s i priossy markeds, chacactesid by
lerw genaric pimsiration Int. high growth,

= With the scquisiion of Alpharma’s Frech unil, 2 muketieg and daribalion company, = mid JO03-04,
el aa Tt France 585, the comany bas enteres] ihe French markel, Tycha Framce, @ the lime of
soquistion, had o prisence mainly = branded fomdatiom bt bad oo 8 insdned kel sdthoriestios
Avihs) ol which 91 (includng ling saension] have Boen priorlised & beonch in J00 and 2005, The plan &
¥ lsinch & generic haseed in mid-2004 and eflorts are cn o site irensler s thal the prockcs can be
evariamlly macs in leddin, The company plam i fare sevences in Fance spidly,

Tee Dy s Framucesrons LISA] inc e Ddor HeaThaeaee [USAD LI ceama




Developing Markets
Armongst the semi and non-regulated markets also, the company book concrete steps bo grow revenses agpressively. The comgany

is now focussing on 3 markets - Russia, Ukraine and Brazil which would get them the best of resources in terms of products,
promotion and pesple. In Russia and Ukraine, the company  has created new infrastructure and put in place an expanded field
force and a new managerial team. Another major step has been establishing business relationships with large distributors and a
large number of new product registrations in all three couniries are underwany.

Growing pipeline of regulatory filings

I 8
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Manufacturing

During 2003-04, the formulations manufacturing facilities at Moraiva (Ahmedabad) and Goa maintained
production of 3.6 bn tablets. Production of Pantodac 1V attained a record 1.3 mn vials. The Goa factory also
produced 10 mn suppositories, utilising more than 100% of its capacity for the same. The aerosol facility
started producing MDI products of German Remedies, while the transdermal facility is expected to gear up
with launch of products in 2004-05, Likewise, the production of the typhoid vaccine has also begun and the
product launch is expected soon. The Moraiya plant received approvals from MoH Ghana and Oman.

A new formulations facility is being set up at an estimated cost of Bs. 250 mn at Baddi in Himachal Pradesh, to
cater to the growing demand of the domestic market and to avail of fiscal benefits available as per gowernment
policy for investments made in HP, The facility is expected to go on stream in the second half of 2004-05,

Additionally, as part of its manufacturing optimisation and cost savings, the following initiatives were
sccessfully implemented;

Creerall mamsfacturing strategy was refcamulated to optimise manufacturing at the bwo sites af Moralyva and Goa as
wiell as third party locations.

The Andberi factory that was shut down n Chotober 2003 was dismantled, surplus equipment was relocated or sodd
and a portipn of land disposed,

Large numbsar of cost saving deas wane implemented under PRISM (a0 In-house efficiency iImprovement programme)
i obtain cost savings from product reformulation, packaging changes and energy savings

Global contract manufacturing has been taken vp in 2003-04 a5 a separate initiative to dhive growth and better
utilisation of the world class Moraiya plant. Some contracts are likely to be finalised during 2004-05,

Concurrenthy, environment, health & safety issues remalned in focus, The Maoralya plamt maintained its zero aocident
(major] status shase nce Bs Inception and received an award for ceganisational excellence in pocd housekeeping

from the Baroda Productivity Council,




A well integrated player with a wide range of capabilities

Eight state-of-the-art plants
* 2 foemulation plants - one each at Maralya in Ahmedahad and Goa.
* An upeoming formulations facility a1 Baddi, Himachal Pradesh,
+ 3 API plands ot Ankleshwar, Vadodara and Patalganga.
& An Aglola: plant & Gou.
+ An API plant at Murnbai to marufacture key Intermediates of Pamaprazole.

Intermediates and APls
+ Speclaly chemibcals, fine clhemicals.
# Adtvanced irermesdiates,
+ High erd bulk actives.

#+ Investigational bulk actives,

+ Oral dosage forms (Tablets, hard and soft gel capsules).
* Injectables {Suerile Rguids and hophilised).

* nhalers, transclermals, suppossonies and vaccines,

* Formulation development for ANDA candidates,

# Development of specialised dosage looms,

Proven Strengths in Formulations Manufacturing
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Research and Development

During 2003-04, two hundred scientists at the state-of-the-art Zydus Research Center continued to focus on
creating NMEs in areas of metabaolic disorders, incheding dyslipidemia, hypercholestermia, diabetes, obesity,
inflammation and pain as well as bacterial infections, Further, the centre continued its focus on the following
research aneas:

+ Mew dug delivery systems including controdled release, sustaired release and transdemnal dellvery.

+ Process developrment for pereric dnigs and RSEs,

+ Biotechrology-developrment of proteins that play a key role in diseases,

At the end of 2003-04, three MMEs are under pre-clinical stage, of which one is at an advanced pre-clinical
siage, while two others are under bio-testing. The company is hopeful of filing its first IND in India during
2004-05, In bistechnobogy, Interferon alfa-28 has been developed and is awaiting approvals for launch, while
other products are under scale up or optimisation.

The company has received a US patent for Clopidogred novel process, Several patents have been filed for novel
processes and Mew Drug Defivery Systems (NDDS) and several formulations based on NDDS have been
launched in the domestic market.

MME Rescarch : Current Capabilities

22D
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Dwrimg 2003-04, the company filed & patents under PCT (Patert  Co-operation Treaty) route, takdng the total to 17 cumiulative
filings. 55 applications wene made In lnda, taking the total to 98 and 110 patent filings were made in foreign countries,

The company was granted three patents in India, one in USA and seven in other foreign countries during the year.

As part of its ghobal generics drive during the year, the company set up the necessary technical team to file for regulatory approvals
for the regulated and other markets. Dwring the second half of the year, the compamy filed for 12 ANDAs, This is the highest
number of ANDA filings made by any Indian company during the very first year, Additionally, the company has filed a total of 12
DindFs at the end of 2003-04.

The expenses on R&D during the year increased substantially to Rs. 926 min from Bs. 383 ma in 2002-03, Including the capex. As
% to sales, the expenses increased fo almost B% of sales. Revenue expendiure as % of sales increased to 5.8% from 2.1%
in 2002-03.

Although the expenses on the above efforts (other than capex] have been completely changed 1o revenue, in effect the compary
has created intangible assets in the form of - 1] pipeline of regulatory approvalsfilings and 2} patents and new technologies, which
will potentialty spearhead future growih,

Research expenditure
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Operating Highlights
Revenue

The sabes revenve Including incorme from operations increased to Rs. 11723 mn in 2003-04 from Rs. 10282 min

i 2002-03, registering a 14% growih.

Break-up of revenue

Rs, mn

200203 % grawth y-y
Domestic sales ELEL ELFd| i
Toital exports 1684 1161 Bl 3%
Toaal sales 173 10282 14%
% exports 1o total 16.1% 11.3%

The total domestic sales grew by 7.9%, driven primarily by growth in the core business of branded

formulations. Exponts prew with a quantum jump in the expots of APIs and intermediates,

Break-up of revenue

2003-04
Drewmestic formulations 8341 Fd5h 11.5%
Exparts-formulations 489 449 9.0%
APdomestic 926 es o g 3
APL-exports 1395 712 95.8%,
Consumer and others 572 494 14.9%
Total 11723 10282 14.0%

The domestic formulations business grew by 11.9% o Rs. 8341 min, while the formulation exports grew by a
mocbest %%, During the year, the company re-struciured its export business to Russia, which affected expots to
Russia for a few months, The de-growth in the domestic AP sales is largely due to a conscious shift to more
value added export business with available caparity.

Other Income Including Dividend

The total ather incomse increased to Rs. 719 mn from Bs. 276 mn in 2002-03, During the vear 2003-04, the
company received a total dividend of Rs. 600 min from the Zydus Altana |V compared to Bs. 200 mn in 2002-
03. This was up 200% y-v on the back of increased profits of the |V during the vear 2003 and higher pay out.
Additionally, the company registered notional forex gains to the extent of Rs. 70 mn in 2003-04 on the L5S%
barrowings due to strengthening of the Rupee as at end of 2003-04,




Breakdown of total revenue and comparison with previous year

Breakdown of total revenue 2003-04

Mo Tolal revenue mcludes sales revenue & other income.

Operating Costs

Material Cost
Material cost (after Inventory adjustment) increased by 10.4% y-y bul &3 per cent 1o sabes decreased Lo 40.9% in 2003-04, down

1.3% from 42.2% In 2002-03. This |5 largely atiributed o the consclows efforts made by the company under the PRISM progect (an

in-house efficiency Improvement programme] o bring in efficiencies in purchase and in consumption of raw materlals and
packaging materials.

Vg | Jr\




Personnel

Personnel cost fexcluding R&D increased by 23.1% y-v and went up from 9.2% of sales to 10% in 2003-04
mainly as the teams for international business were augmented during the year. The tofal number of employess
at the end of the vear exceeded 5900,

The cost of the Voluntary Retirement Scheme (VRS implemented in German Remedies in the year 2002
contineed, with incidence of Rs. 125 mn in 2003-04 (Rs. 89 mn in 2002-03) which was booked as an
extraordinary item. The payments and amortization will continue till 2005-06 (iotal 42 months).

Research & Development Expenses

As the company geared up on research and development, including the regulatony filings for regulated markets,
there was a comesponding sharp increase in the costs and as per company's conservative accounting policy, all
costs related to research and regulatory dossiers are completely charged to revenue in the same year,
irrespective of the potential future benefits. Hence the R&D costs (including salaries of R&D personnel, costs for
research. materiabs and for regulatory filings to developed and other countries but excluding depreciation)
jumped 253% in 2003-04 to Re, 632 mn from Bz 179 mn, and to 5.4% of sales, from 1.7% in the previcus year.

Selling, Distribution and Other Operating Costs

Selling, distribution and other operating costs increased by 14% vy to Bs, 2552 mn (Rs, 2238 mn in previous
wearl, The marketing. selling and distribution costs increased by 16.3% to Rs. 1137 mn, from Rs. 978 mn a year
ago and in terms of per cent to sales, increased marginally from 9.5% o %.7%, However, other operating
expenses increased by 12,3% to Rs. 1415 mn, from Rs, 1260 mn. A major contributor to the increase was legal
and professional fees.

Depreciation and Amortisation
Depreciation and amotisation cost was up 39% y-v to B, 531 mn, from Rs, 382 mn in 2002-03, This is lagely
on account of increased brand depreciation, which in wrn was due to additional brands acquired in the
Cerman Remedies division and also due to change in amostisation period to 10 vears from 17 vears earlier, as
per requirements of new accounting standard AS 26,

Dretails of depreciation for the year Rs. mn
H003-04

Depreciation an 166 73 127%

trademarks,

patents & designs

Depreciation on 65 37 76%

technical know-how

Depreciation on 300 272 10%

ather assets

Tonal 531 3682 39%




Interest

Interest cost reduced in absolute terms and decreased from RBs, 388 mn fo s 233 mn, a2 drop of 40% and nearly halved as per
cent of sales from 3.6% to 2.0%. This is due to effors made by the company to restrectere substantial pant of its debt postfolio and
switch to lower cost loans to benefit from the huge reduction in market interest rates as well as switch to FC loans. As on March
31, 2004, the company has foreign currency koans including ECB (External Commercial Borrowingsh of LISE 44.3 mn equivalent fo
Bs. 1945 mn {pravious yvear Re 413 ma) or $8% of its total loans

Tax

The tax provision for the yvear, including deferred tax, was Rs, 205 mn, down 28.6% from Rs, 287 mn in 2002403, The tax
provision decreased, in spite of higher profits, due to the tax shelter available on higher R&ED spend as well as lower surcharge, The
effective tax rate more than hahed from 27.3% to 12.5%.

Profits and Margins

The PEITDA (Profit Before Interest, Tax, Depreciation and Amorisation) inoreased by a handsome 29.3% to Re. 2488 mn in 2003-
04, from Rs, 1922 mn a year ago, The PBITDA margin (% to sales) increased by 250 basis points, to 21,2% from 18,7% a vear ago,
The reasans for the y=y improvement ane detailed below:

Reconciliation of net
improvement in PBIDT margin

PBEIDT meangin for 2002-03 TS
Lowwer material cosl & excisa 1.4%,
Higher parsonned cost 0.7 %)
Higher RED costs £3.7%)
Oher expenses 0.1%
Higher dividend and cther income 34
PRIDT margin for 2003-04 21.2%

K is clear from the above that the margin expansion of 250 basis points was achicved in spite of the increase in R&D costs and was
brgely aided by material cost efficiency and tripling of dividend from Zydies Aliara IV, In ling, the PBIT iProfit Before Interest and
Tax) incremsed by 27.1% y-¥ 10 Rs, 1957 mn irom B8, 1540 mn in 2002-03, This was inspite of the 39% increase in deprecialion
and amortisation during 2003-04, The PBT increased by a lrge 535.0% vy fo Bx. 1634 mn, boosied by the 409 lower interest
cost, The PRT margin improved by 370 basis poins (o 13.9% from 10.2% in the previous year,




The beneficial impact of the above, resulted in a quantum jump in the Profit After Tax,
which increased by 86.5% y-y to Rs. 1429 mn, from Bs. 766 mn in 2002-03. The net margin
gained 480 basis points to 12.2%, from 7.4% in 2002-03.

Reconciliation of net n'largin

PAT rargin fior 2002-03 TA4%
irprenernent in PRIOT mangin as above L.5%
Higher depreciation and amorization 0.8 %l
% to salesy

Lower Inbarest cost 1.8%
Exzraondinary bems 0.2%
Lowwer tan 1.1%
FAT margin for 3003-04 12.2%

Shareholders’ Funds

The total sharehalders” funds increased to Rs, 5395 mn at the end of March 31, 2004, from Rs, 4612 mn at the
end of March 31, 2003, While the share capital remained at Rs. 314 ma, the reserves increased to Rs., 5081 mn
at the end of 2003-04 from Rs, 4298 mn at the end of 2002-03 mainky on account of retained earnings,

[ the profit available for appropriation of Bs. 1904 mn for 2003-04, after providing for dividend at Bs. & per
share and tax thereon of Bs. 425 mn, transfer 1o Debenture Redemption Reserve of Bs, 150 mn and of Rs. 265
mn to General Reserve, the balance of Rs, 1064 mn has been carried io the balance sheet.

The net worth {after deducting Miscellaneous expenditure 1o the axent not written off) from shareholders’
funds, increased to Rs. 5247 mn as on March 31, 2004 from Rs. 4390 mn at the end of March 31, 2003, The
book vakue per share increased to Rs. 83.5 at the end of 2003-04 from Rs, 69.9 a year ago,

The Return On Equity (ROE) imgroved dramatically to 27.2% in 2003-04, from 17.4% a vear ago on the back
of the B7%: increase in Met Profit,

Debt

The total dabt of the company reduced from Rs, 4429 mn at the end of 2002-03 to Rs, 4057 mn at the end of
March 31, 2004, This includes FC loans of US § 44,3 mn equivalent o Bs. 1945 mn or about 48% of iotal
loans from previous yoar Rs. 413 mn, The debt o equity ratio at the end of March 31, 2004 was 0.77:1,
improved from 1:1 a year ago.

The net debt as at the cnd of 2003-04 was Rs. 3685 mn, after deducting cash and couivalent of Bs, 372 mn.
The net debt to equity ratio reduced to00,7:1, companed to 0.99;1 at the end of March 31, 2003,



All the existing loans, with the exception of the sales tax deferment loan are repayable by 2007-08, and the scheduled repayment
during 2004-05 is Rs, 1088 mn (of which Rs. 200 mn is likely to be molled over),

The average cost of borrowing at the end of the year 2003-04 was 5.8%, substantially lower than 8.8% in the previous year, a5 a
result of lower market rates and the efforts made by the company i benefit from the same,

Investments

Tho total investments incroased by Bs, 541 mn to Bs, 1387 mn as on March 31, 2004, Investments in subsidiany companics, [vs
and associabes increased from Bs 765 mn to Rs 1089 mn (after deletion of imvesiment of Bs 206 mn in Banyan Chemicals Lid,
due to mergerl. The company subscrbed 1o bonds of Rural Electrification Corp, NHB {National Housing Bankl & MABARD

(Mational Bank for Agricubure & Rural Development} for an amount aggregating Bs. 215 mn 1o save capital gains, tax arising from
sabe of land at Andheri,

Fixed Assets and Capital Expenditure
The total gross block at the end of 2003-04 is Be, 8460 mn, 3% of which is by way of intangible assets such as trade marks,
patents, technical know how and commercial rights. MNet block stood at Bs, 6476 mn,

The total capital expenditure lincheding capital work in progress) during the year was about Bs, 1.00 bn, This includes an amount
paid towards acguisition of brands, trade marks and know how of Rs, 237 mn. During 2003-04, the company sold a portion of
land at Andheri for a total consideration of Rs. 360 mn and a gain of Bs, 38.5 mn on revalued amount .

Currenthy, the major ongoing capex projects forming part of the capital work in progress include Banyan cxpansion project, seiting
up a new formulation unit at Himachal Pradesh and a unit for custorm synthesis with a aggregate outlay of about Rs, 600 mn,
Additionally, the company is investing as needed in balancing equipment, modemisation/replacement equipment and machineny
for marginal capacity expansion at the R&D conter, AP units and formulation units,

Working Capital and Liquidity

The working capital at the end of March 31, 2004 changed marginally to Rs, 2005 mn and comprised current assets of Rs, 4335

mn net of current liabilitics and provisions of Bs, 2330 ma, Current assets as per cent of sales reduced from 39% in 2002403 to
A7%.

Imventosses rediced to Be 1603 mn from Rs. 1756 mn at the end of 200203, Inventory days were reduced 1o 50 days from 62
d"ﬂ'ﬁ' tsrmdnver im 2002 -03.

Receivables increased by Rs, 291 mn to Rs, 1659 mn o the end of 2003-04 and from 49 days lof turnover) in 2002-03 to 52 days
in 2003-04. This was on account of higher propoion of export sabes in 2003-04.

The current ratio at the end of March 2004 was 1,15 (afier considering loan instalments falling due for repayment in 1 year),




Loans and Advances
Loans and sdvances reduced from Bs. 826 mn as on darch 31, 2003 /o Bs, 701 min a5 on March 31, 2004,

Capital Employed and Operating Efficiency

The total capital employed  at the end of the year was Rs. 10.3 bn, modestly up from Rs. 9.7 bn at the end of
the previous year. The retun on capital employed [ROCE=PBIT/capital emploved at vear-end) improved to
19% from 15.9% a wear ago, implying an improverent in operating efficiency. The asset tumower ratio
improved to 1.14x from 1.06x last vear,

Forex Earnings and Risk Management

Owver the last one year, your company has tried to actively hedge the cumency exposures and has staned
borrowing in US$ which may be partially hedged from time to time to mitigate the risk of Rupea depreciation
wersus the LSS, As at the end of 2003-04, US$ borrowings aggregated US3 44.3 mn.

As at the end of March 31, 2004, the company has hedged future exports freceivables to the extent of US$ 25.2
min, which cover over half of the projected exports/receivaibles in 2004-05, Further, the company has hedged
Eurg payments to the extent of Eurg 2.5 mn and bought options to the extent of Euro 9,78 mn as at the end of
March 31, 2004,

Performance on a Consolidated Basis
On a consolidated basis, the sales revenue increased by 18.2% 1o Rs. 13.34 bn from Rs, 11.2% bn in 2002-03.
The PRIDT increased in line by 18.5% to Rs. 2594 mn., while the Net Profit was up 37.9% to Rs. 13371 mn.

Domestic sales
Expois

PHT and exceptional

EbEme

% 1o sales

Losses by some subsidiaries and W, mainky Zydus France 5AS, Dialforhealth and 5ZAHL resulted into
consolidated net profit being lower than the parent company’s stand alone Met Profit of s, 1.43 bn.



Threats, Risks and Risk Mitigation

+ R&D 5pend and Corresponding Benefit
Even as the company has stepped up spending on basic research and on developments of new markets and generic business in
regulated and semi regulated markets, there is no certainty of the benefit from this spend. This risk is more pronounced for the
spend on basic research, Howewer, a5 a matter of prudent acoounting palicy, the company spends the entire spend (other than
capex in case of researchl in the year of spend itsalf,

+ Risk from International Operations
A5 the company steps up its intemational operations, and the contribution of exports to the total revenue grows larger, the ensuing
risk from operating in foreign countrics also grows higher, This inchedes inter-alia political risk, credit risk, litigation risk and
currency risk. Your company’s exports are principally denominated in the US$ and the Rupee appreciation versus the LSS is a
matter of concemn. However this is partially compensated by impons denominated in USS. The company has imports pasialby
denominated in Euro and here also continously rising Euro may marginally adversely affect the cost of imported raw materials,

+ Litigation Risk
As the company enters the generics markets in advanced countries, it faces the risk of entering intoe [itigation with product oginator
or patend holder and the ensuing costs. However, as per current thinking, the global generics strategy of the company is not a
litigation/patent challenge-centric sirategy, and as such this risk is not considened high at this stage,

+ Post 2005 Patent Regime
From lamsary 1, 2005, the new product patent regime will be in place, The implication is that it will not be possible for Indian
companies 10 lwnch products patented from Janeary 1, 1995 onwards. This could kead 1o slowdown in growth of domestic
formulation revenues, as now products have been an important driver of growth, The expected fall out of the new IPR regime has
boen known for years and your company has chalked owt its growth sirategy to absorb the likely gradual negative impact,
specifically,

# The company plans 10 launch a large number of products ovor the net 23 years, which would be compliant with the new IPR
reqjuiremniznts (prodiects other than those patended after Jan 1, 19951

+ The company is increasingly focussing on global generic markets to create new oppostunity for the company to gronw and is putting in
place necessary infrastructure 1o obtain the regulatory approvals.

+ The comparry has tied up with its alliance partners Schering AG and  Bochringer Ingelheim o become their preferred partner for sale of
their products including pateried products) in India,

+ As a long term strategy, the company aims to be research driven and 1o this end has set up a world class R&D center which is imvolved in
research on MCE and RIS in specific thorapodic arcas,




+ Price Control
The Indian pharma industry is subject o the Drug Price Control Creder (DPCO) 1992 enforcable by the
Mational Pharmaceutical Pricing Authority (NPPAL While the new Dirug Price Controd Order has mot et taken
final shape, it may have adverse effect on the prices of products marketed by the company.

+ |V Risk
The Zydus Altana |V has been remarkably successful and has contributed Bs. 600 mn in dividend in 2003-04,
The IV operations ane secured by & 10 year agreement upto 2009, In terms of off take and price, there seems
no imminent operational threat to the |, though adverse external developments could potentially affect the |V,

Operating Highlights of ]V Companies

Zydus Altana Healthcare Private Lid. (50:50 JV)

The Zydus Alana [V completed its second wear in 2003 with results that well surpassed expectations, The
aggregate production of K54 & and KSM 14 increased by 19% o 8% tonnes, from 75 tonnes in 2002, The total
sales revenue was up 32% to Bs, 1476 mn from Bs 1114 mn in 2002 on the back of higher dispatches and
higher sales price, The latter was boosted by a stronger Eurg,

The EBITDA margin improved to 81.4% in 2003 from 73,8% in 2002, A major boosting factor was the drop in
material cost as per cent o sales from 12.5% to 9.4%,

The Profit After Tax for 2003 rose to Rs. 1221 mn from Rs. 771 mn & year ago, an increase of 58%. This was
on the back of higher EBITDMA margin, as well as lower tax provision of Bs, 7 mn versus Rs, 30 mn in 2002 and
higher other income of Bs, 73.7 mn, versus Rs, 23,7 mn in 3002,

The PAT margins increased to 82.7%, beating its own record of £9.3% margin in 2302,

The excellent performance of the |% and the high profitability have highlighted the kind of oppomunity that
Indian pharma companies in general have in the field of outsourcing and confract manufacturing in catering to
the requirernents of global pharma companies.

The ¥ paid a total dividend of Rs, 600 mn for 2002 and Rs, 1 b for 2003, For the company this has translated
into dividend income of Rs, 600 mn in 2003-04, thrice that of s, 200 mn in 200203,

The company is confident of continued good performance of the IV in the forseeabde future,

Sarabhai Zydus Animal Healthcare Ltd. (SZAHL)

During 2003-04, the 50% owned animal healthcare [V engaged in digribution of veterinary producis for
livestock and poultry registored 12.5% growth in sales revenua to Rs, 837 mn, from Rs, 744 mn for 2002-03,
The PEIDT increased 19% to Bs, 139 mn, from Be 117 mn for 2002-03, and the PBIDT margin from 15.7% to
16.6%, Howewer, the [V ended the year with a higher boss of Bs. 36 mn, compared to Bs. 22 man in the previous
year, as the depreciation for the vear was shaply higher by 65% 1o Bs, 106 mn, compared o Bs, 53 mn in
2002-03. The increase in depreciation was lagely on account of write off of trademarks, technical know-how
and other rights over a shorer period of 10 years compared 1o 17 years carlier as per the requirements of the
A5 26, Together with Rs. 130 mn accumulated amostisation for prior years, the total loss was higher.




Internal Control Systems and their Adequacy

The company has established procedures for purchase of raw materials and sores, manufacture of finished goods as well as for it
sabe. Proper procedures exisd for receiptiransfer of raw materials, stores and finished products as well as for their proper
accounting, including perodical physical vesification thereof, Apant from these intermnal controd procedures, a well defired and
established systern of internal audit is in place 1o independently review and grengthen these control measures, resulling in
canmsiderable coft savings. The Awdit Commitiee of the Board reviews the repot of the internal auditor and action as recommended
by the Audit Committes is initiated 1o remedy any weakness in the system.

Human Resources

Aligning HR with the business challenges and the growp's global aspirations was ane of the key sdeps that the company undedook
during the year under review, The aim was o look o every sspect of our business pedformance and examine how the challefges of
the fulure can be addresed, Triggedng off the iransformational process, the focus was on five key areas of selting new direction,
identifying and developing leaders, bringing in greater accountability, facilitsting co-ordination and control and stirengthending
competencies or capabilities acrods the caganisation. In keeping with this, the following inlifatives were undertaken:

# The overall direction and vision for the company was arficulated with Zydans across hierarchies coming together 1o evolve the new
mission and vision in syne with the group’s global plans.

+ The it S Le:u:Elﬂfq:- ﬁ:mpetl:nq,r Model was charted ot o |:|n'c||:||:| and build ||:.'|d:r=h.i|:| npnl:iﬁﬁu ACTOES m‘ﬂplﬁ:&nn. The 5 step
facus of the model is on entrepreneurship, grategic planning, business planning, networking and peaple development,

+ A5 a part of the Pedformance Management System, performance commitment discussions were conducted for key leadership roles. The
objective of these discussions was 1o bring in a greater understanding of one’s role in achieving the organisations goaks, leading o a

+ Redefined the HR systems and processes for greater efficiency in the organisation,

+ Cireaber thrust on competency building through training and development initiatives. The key development focus during the year was on
grengthening competencies. Also introduced and implemented the concept of *Key Account Management” (2AM] for the AP Division.

Durimg the year under review, the First Zydus International HE conference was organised a1 Lonavala, The objective of the
conference was 1o align the HE mission and vision with the vision of the Zydus group. What emerged at the end of the discussions
and brainstorming was the HE mission and vision that would guide the HR processes and Human Resource Management in the

Rroup.

Zydus HR Vision Zydus HR Mission

Wér shall lnad the way Basic in o busines epirations
by rarsinming and buifding our HR ervironment ‘we ane dirrern by a mission
i achleve our business aspingtions 10 make Fydus the best company o work fon
we =hall build our HE emvisonerent o be continualby
(i achiewe sales of US § 400 mn by 2006, %0 beoome a iop ien global * hivg, evcabling el P

penerics oompany with 2 stooeg BAD pipeline and sales in eooees of LS §1
by by 1010 o 2 globaf research detwen company by 2020

Wwée shall nurture our curmens capabilizes

anl kil nemwr capabilities,

bringing in higher levels of

transparency, acoountabilite and promoting reninomcy.
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Community Development

Creating Healthier Communities
In keeping with its corporate philosophy of creating happier, healthicr commanities, Fydus Cadila’s objective is
tex work closely for the development of the sciety,

Dwsr community involvement programme has two main thrusts - working at the company bevel on key
initiatives, and spporting kocal activities in the sphere of healthcare and education under the acgis of the
Ramanbhai Foundation,

Company Initiatives

W aim to create commasnity benefits on key social isues that relate directly to our business by helping others
te help themselves, We have concentrated those activities in the arca of health awarenos, particularly in
creating an awareness about hypertension. Several health camps were arganised across the country which had
local doctors conducting free blood pressure check-ups and BCG if nocessary.

The Ramanbhai Foundation
The fowendation supports initiatives in the field of education and healthcare areas in which the Late Founder
Chairman of the Zydus group, Mr. Ramanbhai B. Patel had contributed sgnificantly during his lifetimes,

Zydus School for Excellence
An educational instilulion, se1 up under the aegis of the Ramanbhai Foundation, the school is now into its thind
year and provides a rich academic environment for children. It currently has classes from kindergarien lo
Class Wil {scalable o Class X1 with each passing year), It has been founded on the belief thal a school is nol
just a place where young minds come (o leam bul an instilution where character is built.



Shri Ramanbhai B. Patel - AMA Centre for Excellence in Education

The centre aims to provide & platform for parents, teachers and students to share views, experences and insights In the fleld of
education. The centre has Instifuted the "Shrestha Shilshak Awvard® to honour the contributions of a teaches to the childs waorld of
bearning. Momination forms were sent to 2000 schools acnoess Gujarat and the centre recalved an ovensdhelming response with
nominations pouring in from far lung aneas. Mr. Mabwarlal Shantifal Bhatt, a teacher frorm Matlrala High School in Ameeli Drstrict
was adjudged the Shrestha Shikshak. He recebved the award from the Fosmer Chief justice of India and Member of the United
Mations Human Rights Commities Me. P.M. Bhagwati.

The Ramanbhal Foundation in association sith the Indian Phamaceutical Association also instituted a lifetime achievernent awand
to hensier oaststanding contributions in the field of phammacy. The award was conferred on M M. B Shastel (retd. Director, Dwuags
Control Administratbon of Gujarat), s C. Gopalakrishna Murthy {an amalytical chernlst and Former Director, Drugs Control
Adminkstration, Amndhra Pradesh) and Mr 5.8, Desal (a pharma management consultant with reputed allopathic and ayuneedic
companies),

Healthcare Camps

Many of the compamys employees wolunteered thelr services at the general heakhcare camps at Moraiva, Ahmedabad and a
general healthcare and eve-care camp at Dhabasa, near Vadodara. A team of leading doctors from Ahmedabad and Vadodara
attendied on the patients alongeith the company's panel of medical advisoss.

Sosdents of the Zyohis SChaal For Escetence
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Directors’ Report

Your Directors take pleasure in presenting their report on the business and operations of your Company for the
year ended 315 March 2004,

Financial Review (Rs. in Millions)
For the year ended 31° March 31" March
2004 2003
Sakes and Other income 12442 10558 18
Profit before Interest, Depreciation,
Extraordinary items and Tax (FRIDT) 24848 1922 29
Less ; Depreciation 531 laz 39
Profit Before Interest and Tax (PRIT) 1957 1540 a7
Less ; Interest 232 laa (40}
Less : Extraordinary berms | 89 | 8]
Profit Before Tax 1634 1053 55
Less : Provision for tax 205 2a7 (24
Profit After Tax 1434 Fhb a7
Add : Profit browght forward from the previous year 567 327 73
Less 1 Goodwill writien off on Amalgamation 492 0 gle]e]
Profit avallable for appropeiatlon 1904 1093 74
Eamings per shara (EFS) in Rs. 2275 122 il

The results for the vear ended on 31* March 2004 includes financial affairs of Banyan Chemicals Limited
(BCLY, which got merged with the Company with effect from 1% April 2003,

During the year undar review, the Company achieved sakes of Rs. 11723 mn, up 14 % compared to tha
previous vear, The PRIDT increased by 29% year-on-year io Rs, 2488 mn, The Profit Before Tax was up 55%
b Bis. 1634 mn. The Profit After Tax increased to Bs, 1429 mn up by 87% compared to Bs, 766 mn, in
2003-04, The Company achieved EFS of Rs, 22,75 compared to Rs. 12.2 in 2002-03, The annewed auditors’
report and the notes forming part of accounts are self explanatory.

A detailed analysis of the operations of the Company has been provided in the Management's Discussion and
Analysis Report, which forms a part of this Annual Report.

Dividend

Your Directors are pleased to recommend a dividend of Rs, &' {120 %) per equity share on 61,808,854 equity
shares of Rs, 5/ each for the financial year ended 31% March 2004, The dividend, if approved by the
shareholders at the forthcoming Annual General Meeting, will be paid 1o the eligible shareholders on or after
24" july 2004,




Scheme of Amalgamation

During the year, your Dlirectors decided to amalgamate whally owned subsidiary Banyan Chemicals Limited with the Comparmy.
The Hon'ble High Court of Gujarat has sanctioned the Scheme on 250 March 2004,

This scheme of amalgamation of 100 % subsidiary has not resulted in issuance of any new shares and hence there is no change in
the capital structure of the Company. The Comgany’s investments in its subsidiary so amalgamated has been extinguished.

Performance of Subsidiary and Joint Venture Companies

The audited accownts of Zydus Pharmaceuticals Limited (Zydus Pharmal, Dialforhealth India Limited (DIL), Zydus International
Private Limited (ZIPL), Zydus Healthcare SA (Proprietary) Limited (ZHSA), German Remedies Limited (GRL), Zydus Healthcare
Brasil Limitada (ZHBL), Zydus Healthcare (USA) LLC (ZHUSA), Zydus France SAS [(ZF) and Zydus Pharmaceuticals LISA, Inc., the
wholly owned subsidiaries of the Company, along with the statement required under Section 212 of the Companies Act, 1956 are
annexed.

Performance of subsidiaries during 2003-04

Sr. Mamie of Subsidiary % hobding Main buasiness Profit after
ta 20WH3-04
[R5 mn)
1 | Zydus Pharmaceuticals 100% | Distrilasticon of 2143 .2
Limited pharma goods
2 | Zydus France SAS * 100% | Marketing of generies 4.89 € Loss of 1.92 €
{Pharmaceuticalsh
3 |German Remedies Lid, 100% | Marketing of drugs and 330.63 0.73
{Farmerly Known as pharmaceuticals
Cerman Remedies diagnostics and personal
Specialities Lid) hyglene and allied products
4 |Dialforhealth india Ltd. 100% | Operates a chain of retail 36 Loss of 17.3
pharmacies
5 |&ydus Healthcare 100% | Operates bulk API 0,39 Us$ OZUS S
USA) LLC besiress In USA
6 |Fydus Healthcare 100 % | Operates formulation Mil ROTUSS
Brasil LTDA. bissiress of the Company
in Brazil
7 | Zydus International Pvi. Ltd,| 100% | Based in kreland to hold il GO UKE
Company's Global
Inwestments
8 |Zydus Healtheare 5A 100% | Operates formilatlon Wil Livas of 0.002 R
{Pryl Lk, busingss of the Company in
South Africa —
9 | Zydus Pharmaceuticals B2.63 % | Marketing of generic Mil |Loss of 0.009 LS § | \
LISA Inc. ** formulations in LISA '

* 100 % share Fobding, soquived pursasnt i shane pundhase sgresment by Tadus Inernatioeal Private Limied during the year,
** |neorporabed during Bhe year i Joln Ventune Cogany Mzﬁnwmﬁmwﬂmuﬁhl}.m

r




Joint Ventures

Detailed discussion of pedformance of joint ventures s covered in Management Disouwssion and Anabysis

Report.

1. Zydus Alfana Healthcare Private Limited (ZAHL)
This 50:50 joint venture company between the Company and Altana Pharma AG, is a 100% BOL situated
at Mawl Mumbai. ZAHL pasd out thres interim dividends of 1005 In addition o a fimal dividend of 2000
during the year.

2. Onconova Thesapestics inc., USA IDNCOROVA)
Dnconova is a US-based oncology research company. The Company has invested Rs. 187 man (LIS 4 mn)
in Comvertible Preferred Stock, amounting 1o 18.17 o stake in total paid up capital.

3. Sarabhai Fydus Animal Heakh Ltd. (5ZAHL]
SEAHL i3 a 50:50 joint vemure formed between the Company and Ambalal Sarabhal Enterprises Limited to
market animal healthcare products, It incurred loss of Rs, 36,09 mn for the year under review,

International Market Initiative

Your Directors are pleased to inform you that the Company has chalked out an ambitious plan to foray into the
international market. Detailed dscussions on thess inltlatives are covered in Management Disoussion and
Analysis Report.

Fixed Deposits

The Company does not accept any fresh deposits from the pablic. As on 31® March 2004, the Company had
Rs. 0,15 rn of fixed deposits. All deposits that matured during 2003-04 were paid, except deposit of

Rs. 0,09 mn peraining to erstwhile German Bemedies Limited remained unclaimed as on 31" March 2004,
There is no other unclaimed [ unpaid deposits with the Company as on 31" March 2004,

Credit Rating

As on 31™ March 2004, CRISIL assigned P1+ credit rating for the R, 600 mn commercial paper programme of
the Company, signifying the Company's strong position in the demestic phammacesfical formalation market,
CRISIL has also assigned [ reaffirmed the AA rating for issuing Rs. 1300 mn long-term debentures and / or
honds.

Disclosure
As required under Section 21701 Ke) of the Companies Act, 1956 read with the Companies (Disclosure of
Particulars in the Repot of Directors) Rules, 1988, the relevant information and data with respect to the

conservation of energy, technology absorption and forelign exchange eamingsfoutgo have been provided in
Amnexure-A, attached to this repost, and forms a pas of this report.

There have been no material changes and commitmenis, which can affect the financial position of the

Comgany betacen the end of the financial year and the date of the repon.

As rexpuired under Section 21702} of the Compandes Act, 1956, the Board of Directors infonm the membsers that

during the financial year there has been :

* Mo change in the nature of the Company's buslness,

* Mo change in the Company’s subsidiaries, except those stated in this report or in the nature of the business
carried out by tham,

* Mo change in the classes of business in which the company has an interest.



Management's Discussion and Analysis (MDA)

MDA covering detalls of operations, international markets, research and development, opportunities and theeals, ete. for the year
under revlew ks given as a separate statement, which forms part of this Annual Report.

Directors

Dr. Manuivhai A Patel and Mr. Sharvil P Patel, Directors of the Company retire by rotation at the ensuing Annual General Meeting
and are eligible for re-appoiniment. Dr. Manubhal A. Patel has not offered himself for re-appointment. The Board recommends the
re-appointment of M Shanddl P Patel wiho hes offered himself foe re-appaolntment. in acoordance with stipulation under Clawse 49
of the Listing Agreernent, brief resume of Me. Sharvil P. Patel together with nature of his expertise in specific functlonal areas and
names of the companies In which he holds effice of the Direcior andfor the Chalman/fembership of Comméitess of the Board, is
given in the Corporate Governance Report.

Auditors

The Awdit Commities of the Board of Crectors of the Comgany has recommended the re-appolniment of M. B K. Pael &
Compary and ks, Mukesh M, Shah & Companmy, both Charersd Accountants, as joint auditors of the Comgany, who retire at the
conclusion of the ensuing Annual General Mesting. Both the auditors are eligible for re-appointrent.

Personnel

The staternent of particulars of employees, providing infosmation as per Section 21 7(24A) of the Companies Act, 1956 read with
Companies [Particulars of Employees) Rules, 1975, form a part of this repoet. However, 85 per the provisbons of Section 27907 110
of the Companies Act, 1956, the Annual Repont excheding this statement is being sent to all the members. Any member interested
in obtaining a copy of this statement may write to the Company Secretary at its registered office,

Directors’ Responsibility Statement

To thie best of their knowledge and belief, and according to the information and explanations provided to them, youwr Directors

herebny state that :

{al In preparation of the Annual Accounts, the applicable acoounting standards have bean folloeed,

Miecessary explanations are given for material departures;

i) Such accounting policies have been selected and applied consistently and judgements and estimates made that are reasonable
and prudent 50 as to give true and fair view of the state of affairs of the Company as on 31% March 2004 and of the profit of the
Company for the year ended on that dabe;

{c} Proper and sufficient cane has boen taken for maintenance of adequate accounting records in accordance with the provisions
of the Comipanles Act, 1956 fior safeguarding the assets of the company and for prevention and detection of frawsd and other
irregularities;

id) The Annual Accounts for the year ended 319 March 2004 are prepared on going concern basis.

Corporate Governance

The Company has comglied with the mandatory provisions of Corporate Governance as prescribed in the Clause 4% of the Listing
Agreement with the Stock Exchanges. A separate report on Corporate Covernance and auditors report thereon are included as a

part of the Annual Repost,
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Annexure to the Directors’ Report

ANNEXURE - A
Information requined under Section 21701 Neh of the Companies Act, 1956,

Disclosures
1. Conservation of Energy:
a. The Company has taken the following measures for Conservation of Energy.
General measures :
¢ Installed FRP blades on cooling tower fans in place of aluminum.
« Installed automatic power factor controllers to improve power factor,
¥ Lsage of better reflectors to reduce number of tube lights,
* Lsing fuel additives for better and efficlent use of fuel.

Specific measures taken :

Formulation unit at Moralya (Ahmedabad) :

¢ Installed wasie heat recovery system on DG Set o produce chilled water.

¢ Introduced Refrigerated bype Compressed Adr Dryer In place of descent type.

* Installed Solar Wister Purmp for gardening.

* Reduced Lyophilization eyele of Vaccine.

¢ Reduced AHU numbers in non critical sterile area and reduced speed for sterile area during non
wiorking howrs.

* Autormated Steam Pressure reducing stations throughout the plant.

¢ Installed steam condensate recovery aystem [n other areas,

* Installed VE.D. on pumps o reduce power consumption in other areas,

AP unit at Ankleshwar :

* Introduced Cyclic Star (Cyclic load Enengy Saver), Variable Frequency Drives in Centrifuges.

* Installed Fuel saving Magnetics Devices on fuel line of power plant and boiler.

Formulation Undt ai Goa =

* Started re-use of rejected water of RO Plant for wility services.

» Baltvy bolber installed in place of big bollers for W heating.

Aglolax Plant at Goa :

= Second phase of condensate recowvery systern installed and commissioned to reduce consumption of
Furnzce of| and wates,

AP| Unit &t Patalganga :

* LUsing of pre-heating furnace oll by steam instead of electricity.

AP| Unit at Dhabasa (Vadodara) :

* Installed one Sameon controller n steam line to control the temperature of steam to the jacket of
process water tank, to give better lemperature control ranging 80-86" C to aveid mocessive steam
utilisatieon.

* Replaced the coil type Boiler w's shell & wbe type to avoid recurring costs and get diny steam,




b. Additional investment and proposals, if ary, being implemented for reduction of consumption of energy.
Formulation unit at Moralya (Ahmedabad) :
= Installed high efficiency Trane Chiller,
= Found an akernative source of fuelpower. Working on the feasibility of gas as a fuel.
= Ingtalled Steam Condengate recovery system in other argas,
s |nstalled well designed tubelight reflectors in other areas.
# Incroased the installed capacity of Capacitor bank to improve the power factor based on load,
s installed waste heat recovery svstem.
= Ingtalled variable frequency drive, solar system,
AP unit at Ankbeshwar :
# Installed Backpressune Saturated Steam Turbine of 75KW capacity (co-gencration power plant) by
replacing existing Pressure Reducing Vahve (PRV)
¢, Impact of measure (a) and (b ;
Above measunes will reduce energy consumption and consequently reduce cost of production of goods.
These measures will also reduce consemption of electricity, water, geam, furnace oil and H50.

Form-A
{A) Power and fuel consumption
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The Cormpany manufsciures a wide range of bulk drugs, a large number of formulations and other products. In view
of this, it is impractical b apporiion the utilities wnil wise.



Form-B

Research and Development

A. Specific areas of Research & Development
Followling Research & Developrent activities are carred out ;

S, Locatlon A, Main ares of Foous B. Bamelits derived a3 8 result of Bossarch

Ma. and Development Activities

1 | Zycus Reseanch Cenire, 1. MCE Research on : Seseral compounds are in the various stages
haraiya, Gujarai of development.

8. Metabolic Disorders

b Infammation and Fain

c. Bacterial irfections

2. Process Research & Seseral processes are developed and are at
Movel Process Besearch Mmlﬁﬂlfmmt
Crevelopment of Mavel
thﬂiqm#mﬁ

3. Novel Drug Delivery Research | Several MDDS for various products

e and are ot various stages of

Dievelopment of Moved platlpem i

¥
-dIhTri:rlhl.'hdn:H
rebease of drug

b. Development of Movel fnerwlations

2, | Pharmaceutical Technology | Foemulations developrment for | Developed several ANDAs for filings in
Centre (FTC), Maraiva, developed countries like L%A and | developed markets like US, Eisope, s,
Cujarat Emmnﬁaﬂmn{mlmﬁm | Tweelon AMDAS filed with LISFOW,

and AMDA filings | during the year under report.

3. | 2ydus Fine Chemicaks Process development for custam i[hdq:mdmﬂﬂ'ﬂqﬁi‘u-ltnfmﬂ
Resegrch and Developmens | synahesss wilume chamicals which ane regquined
Cenbre, Moraiya, Gujaral ! far research and other development wark,

4, |Reseasch and Development | Dewelopment of e bulk acthve | Bimber of DiFs filed and few ane
Fadility, Dabhasa, Gujarat | manufaciuring processes far | ready for filing.

| developed markets and DMF flings |

5 Resewrh and Development | Develaprment of formulations and Developed a number of Sormulations for
Facillty at Andher, Mumbal, g delbany systems cemestic and Inbemnational markets and s
Mazharashira | | abso marketing them.

6. | Active Pharmaceutical Process chevelopment fior | memhﬁmﬁl
Ingredients Research Centre,| 2. Studying the different polymophs | commercial use. & also improved existing
Ankbestwar, Gujarat & discovery of new polymorphic | processes and developed nevw peocesses

compounds | by inproive productivily and reduce

mmuﬁm It also filed sewveral
b Durvrlopl g commaerncially wviable | DMFs (Drug Mastes Files), EOMFs for axpors

non infringing processes far
nf.ﬁ.P'Iﬁumpﬂa:nﬂamlmwlﬂml
pateried drugs [ st
. Existing products, process
improvement for cost redudlion,
reduction In tima cycle o increase
the productivity
7. | Hesearch and Developmens | Dewebopmaen of fommulations for |Divdupadnmhﬂfﬁmmhﬂumhr
Fawilities a1 Bangloee, marketing in India. marketing im India.
Earrataka
8. | Research and Development | Deweloprent of bulk acthee Dieveloped manufactiring process

Facility, Patalganga, manufactuning processes, | for five products and Is being manufaciured
Maharashira | on commercial scale,




B. Future plan of action

1. Comfinue in work on MCES,
2, The Company has plans to work aggressively on filings in developed markes like LS, Eurepe, etc., both in
A= and foemulations.

1. It weill also work on :b:ugrnpmrﬂ.lﬁlmﬁi:wmh&m:fnrﬂmm market.
4. It will condinue bo im-Fr\-mwr processes for APl and farmulations arad dmu:lq:- o ]

C. E'up:rldiun:nn R&D

[Rs, in mnl
il Capital 25000
liil Recurring 632,00
[iii) Total BR2.0
fiv} Total R&D expenditur: as a percentage of femover 7E2%

D. Technology absorption, adaptation and innovation:

1. Effards in briel, made towards Iq:l:l1n|:||nﬂ' al:unrpl:'rnn., ﬂq:taﬁm and innowation -
The Company has sucoeisully implemented the hed'lnuhmr for the marufacture of seversl formul2tions de.ﬂr.tnpud Ii1mua|'| in-
howse R&ED efiors. These products ane sobd commercially. It has alss implemented the processes for APls which are not onby sold
in India bat :.bne:l:pnﬂni

2. Benefiis derved a8 a resuli of the above effons ;
Several products for MO, DPFs, Extended Belease Products, Modified Belease Products and Delayed Released Products
have been secoessfiulhy developed and manufaciured for commercial purposes.

3. Details of imported technology during the last five years ;

Technology Imported Year of Import Whether fully absorbed ¥

For manufacture of Anti Rabies 1998-1999 Fully Absorbed

Waccine from Berna Biotech,

Switzerland

For manufacture of Transdermal 1992-2000 Absorbad o commercial level.

Patches from Ethical Holdings Will be considered as fully absorbed

PLC, LK. after thres: commercial batch
productions

Far manufacture of certain 20013-2004 Fully Absorbed

pharmaceutical products from

Schering AC, Geemany

a I ro fully absorbed, areas whese this has nob taken place, rexsons there of and fulure plans of actions : NI

3. Foreign exchange earnings and outgo

{Rs. in )

Earmings :
1. FOLB, Value of axpons 1773 32
2. Otheis 0 ]
Dutgo : |
1, CIF vabee of imports 1072 1534 i
2, Expendilure in foreign cumency : 7 FAb W * .‘
|

By order of the Board of Diirectors
Place : Ahmedsbad
Date : 26™ April 2004




Corporate Governance

Your Company has complied with all the material aspects of the Corporate
Governance Code as per Clause 49 of the Listing Agreement with the Stock
Exchanges. A report on the compliance with the Corporate Governance Code of
the Listing Agreement by the Company during the financial year 2003-04 is
furnished below.

1. Company's Philosophy on Code of Governance

Your Company has ahways believed in managing iis affairs with diligence, transparency, resporsibility and
accourtability, We have therefore designed our systerns and actions to enhance performance and
stakeholder valee in the kong run, To create a culture of good povernance, your Company has adopted
certain practices which comprises performance accountability, effective management control by the Board
of Directors, constitution of Board Committees as a part of the internal control system, fair representation
of professionally qualified, non-executive and independent Directors on the Board, the adequate timely
disclosuwre of information and the prompt discharge of stabsony duties. We take pleasure in reporting that
your Company's existing policies and practices are in conformity with the requirements: stipulated wnoer
Clause 49 of the Listing Agreemeant.

2. Board of Directors
al Composition of the Board :

The Composition of the Board of Directors, with reference to the number of Executive and Mon-
Executive Directors, meets the requirement of the Code of Corporate Governance, The Board is headed
by the Executive Chairman, Mr, Pankaj B, Patel, who is abso the promoter Dhrectorn, The Board of your
Company comprises eight Directors; one is the Executive Director while seven are Mon-Executive
Directors, Except Mr, Pankaj R, Patel and Mr. Sharvil P, Patel, all other Directors are independent
Directors, The Board represents an optimum mix of professionalism, knowledge and expertise,

b) Mumber of Board Meetings and attendance:

During 2003-04, seven meetings of the Board of Directors were held on 30th April, 2003, 15th july
2003, 16th Augiest, 2003, 30th Septembser, 2003, 20th Octobes, 2003, 20th January, 2004 and 12th
February, 2004. There was no gap of four months bebween any two meetings. The details of the Board
of Directors, thelr positlons, attendance record and other Directorships lexcluding private limited and
foreign companies and altemnative Directorships) and the membership of Board Commitiees other than
your Company as on 375t March, 2004 are as under :




Paare of Directar Pasiting Mluimbes M, i Al ipdlainice Mlseriibnet 3l M Lamidaer o

of Bogerd Hoard at th last ather ather
meelings | meefings ATk Bowrd Direciorships
ez aferded Commifoes el
Mr. Parkaj R, Paiel * | Chairman and | == | = Yes - e 7
| Managirg Director
Mr. H, K Bilpodiwala | Mon-execitive and 7 4 Yis e 7
LT independent
M. Mukesh M Patel | Non-executive and 7 7 Yes 3 - 3
| unhplndut
M. Pranial Bhogilal | Mon-execitive and 7 £ Yis 0 a
independent
M. H. Dhansajgi | Mon-executive and 7 4 Yis fj A— ]
ML AR M | Fom-execidive and 7 4 oL o o
- | =
D, Manubhai A Paiel | Mon-executive and 7 2 Yes 0 1
| u'uhplrl:ht
Mr, Sharvil P Pael | Mon-execidive 7 1 R3] 0 5
(Sl 1]
. Provnober Qg
- Chasirnan in all pao commitiess
P OF which Chalrman in one commities
— Of which Chairman al five oo jlbees
o 0f which Chaiman of thres commithess
A Felative of M. F'.i'lka.'fﬂ. Patel
tas st Appolnted woef. 16082003

c)] Information placed before the Board of Directors:
The Board of the Company is presented with the following information under the following heads, whenever applicable
and materially significant. These are submitted either as a part of the agenda papers well in advance or are tabled in the
course of the Board meetings. Among others, they include :
* Review of anneal operating plans of business, capex budget and updates, If amy.
*  Cmiarerly results of the Camparny.
*  Minules of the meeling of the Audit Committee and other committees.
* |nformation onthe recruitment and rermuneration of senior officers just below the Board level including the
appaintment and removal of the Chief Financial Officer and the Company Secretany,
*  Materially impomant show cases, demands, prosecutions and penalty notices.
® Fatal or serfous accidents or dangercus ooCurmences,
= Any materially significant effluent or pollution isues.
®  Any materially relevant default in financial obligations to and by the Company or any substantial non-payment for
goads sold by the Company
= Any [ssue which imeolves possible public or product liabélity claims of a substantial nature,
» [Dpedails |.'||'I':||r'|':||l jevinl wenine or collaboratinn aprerment,
* Transactions that involve substantial payments towards poodwill, brand equity and intellectual property, if any:
= Significant labour problems and development in human resources [/ industrial relations.
*  Material sale of investmends, subsidiaries and assets not in the normal course of business,
*  Cuarterly delails of foreign exchange exposure and the steps taken by the management 1o limit the risk of adverse W
exchange rate movement, W1 T‘ i‘
= Non compliance of any regulatory or statutory provision or |isting requirements as well as sharehalder service such as
the non-payment of dividend and delays in share transfer.
»  Weorking of the subsidiary comganies,




) Role of independent Directors :
The Independent Directors play an important role In the deliberations in Board Meetings and bring 1o
thet Company a wide guiding experience in phammacoutical industry, accountancy, finance, taxation
and legal fields, among others.

e} Board mesetings :
The meetings of the Board of Directors are beld at regular intervals of not more than four months at the
Company's Registered (ffice at Ahmedabad or ai Mumbai as per the convenience of the Directors;
these are generally scheduled well in advance. The provisions under the Companies Act, 1956 and
those under Clause 49 of the Listing Agreement ane strictly folkowed in this regand, The Boand meets 2
least once a quarter 1o review the performance and financial results. The agenda for the meeting is
pregared by the Company Secretary in consultation with the Chairman and Managing Director and the
agenda papers are circulated to the Directors well in advance. The members of the Board have access
ter all indormation pertaining to the Company and are free lo recommend the inclusion of any matler in
the agenda. The statutory auditors and senior executives of the Comgany are invited to the Board
Meeting for discussion and 1o provide inputs whenever requined.

3. Audit Committee
The Audit Commiltee was formed on 24th April 2000 and presently comprises of five independent Non-
Execulive Directars, namely Mr. Mokesh M. Pated (Chasrman of the Commitiee], Me H. K. Bilpodivala,
hir. Pranlal Bhogilal, Mr. H. Dhanrajgir and D M. A Patel. The Company continued 1o derive an
imense benelit from the deliberations emerging from the Audit commitiee meetings since membies are
experienced in the areas of finance, accounts, toation, company L and the industry,
The Commitbes carries oul U functions in accordanos wilh the lems of referencs set ool under Clinse
49 {11} of the Lisling Agreement read together with Section 2924 of the Companies Act, 1956, and
acditional responsibilities asigned to the Commitiee by the Board of Directors. The Commattes also
reviews repaons of the internal auditoes and satutory auditors along with the comments and action taken.
Senior executives are invited o the mesdings of the Audit Commiltes as and when comnsidered
appropriate, The head of the management audit, the head of the inance function, satulosy auditors and
coal muditor regularly aitend the meetings of the Audit Commitee; the Comgany Secretary st as the
Secretary of the Commitiee.
The functions of the Audit Commitiee, amang others, includes the following:
= Owverseeing the Company's financial reporing process and ensuring the correct, adeguate and credible
disclogure af lnancial satements,
= Heviewing with management, the annual financial saternents before their submission to the Board with
a special emphasis on accounting policies and practices, Intemal control reguiremends, compliance
with the accounting standards and other legal requirernents concerming financial satements,
*  Heviewing the adequacy of the audit and compliance function, incheding their policies, procedurnes,
technigues and ather regulMory regquirements,
=  Recommending the appointment of statutory auditons,
= To review the observations of internal and stautony audiors about the fndings during the audit of the
Company.




Attendance of Audit Committee members

The Auwdit Commitbes met three times during the year; on 30th Apsil, 2003, 164h August, 2003 and 20th [anuary, 2004, The
attendance of the members are given hereunder:

Mame of the Director Mo, of Mestings Meetings Attended
Mr. Mukesh M. Patel 3

M. Pranlal Bhogilal 3 3

Dr. Manubhal A Patel 3 -

* Mr. H. K. Bilpodiwala 3 1

* Mr. H. Dhanrajgir 3 1

* Appointed woef. 16th August, 2003

4. Shareholders'/Investors’ Grievance Committee

a) Tesms of reference :
The Comgany has formed a Shareholdessinvestors’ Grievance Committes under the Chalrmmanship of s Mubkesh
M. Patel, a non-executive independent director. The Committee monitors investors’ grievances.

b Compoasition :
The Committee comprises the following members:
hir. Mukesh M. Patel = Chairman,
Mir. Pankaj R. Patel,
Dr. Manubhai A Patel.
Mr. Upen Shah, Company Secrefary, acis as the Comgliance Officer of the Commitiee.

The status of the comglaints received by the Company are submitted periodically to the Committes. As on 315t March,
2004, all complainds have been resalverd.

The Committes meet at regular intervals and the members present reviewed the complaints and then provided sobution to
thee satisfaction of investoss,

The Commites is responsible for the redressal of shareholders and investors grievances relating to transfer of shares and
non-receipt of dividend.
There was no transfer of shares pending for transfer as on 31st March 2004,

As at 31st March, 2004 33,222 equity shares were remained in the in-ransit account with Mational Secusities Depository
Limited / Central Depository Services Limited.

5. Share Transfer Committee :
al Terms of reference:
The Committes approves and monitors transfers, transmission, dematerialisation, rematerialisation, isswe of duplicate
shares, splitting and consolidation of shares issued by the Company.
bl Composition:
The Share Transfer Committee comprises the following members:
hir. Pankaj R. Patal - Chairman
Mr. Mukesh M. Patel; and ;
Dr. M. A Patel. |
¢} Mestings and attendance during the year; '

The Cammittes maet af regular intervals to approve the share transfers, There were 34 meetings of the Committee held
during the vear which ended on 31st March, 2004,




The Committes meets on a need basis a least twice a menth to ensure the regular process of
transfersfransmissions of shares and to ensure that the transiers of shares are effected within one month
of recelpl.

6. Remuneration
The Directors’ Bemuneration Policy of your Company confinms with the provisions under the Companies
At 1956, The Board of Directors detesrnine the remuneration of the Mon-Executive Directors within the
lirnits approved by the shareholders.
The Company daes nol pay any remuneration o Mon-Executive Directors, excepl commission not
exceeding one per cent per annurm of net profits of the Comparny, subject to masximum of Bs.50,00,000/-
im agpregate fo be paid to the Directors of the Company or some or any of them other than Managing
Director and the non-independent Director, and the sitting fees for attending the meeting of the
BoardCommithes of the Board and reimbarses the travelling and out-of-pocket expenses for attending
such meetings. There are no pecuniary relationship or ransactions with the Company. The detalls of the
payment of commission Jf siting fees to the Mon-Executive Directors during the year 2003-04 are given
bl v

Sitting foes (Ks.) **

Mon-Executive Directors Commission Board Mestings  Audit Committes Tatal
Meatings
1. Dr. Manubhai A, Patel 85,714 10, (e HIL 85,714
2. Mr. Pranlal Bhogilal 257143 30,00 15,000 302143
3. Mr. Mukesh M. Patel * 300,000 35,00 15,00 3,501,600
4, Mr. Sharvil F. Patel ] 5,00 M. A 5000
5. M. H. Dhanrajgir 171,429 20,0 5,000 1,56,42%
6. Mr. H. K. Bilpodiwala * 171428 20,000 5,060 1,96,429
7. M. Apunca Diwanji * 1,71,429 20,0 M.A. 1,891,429

* Also paid professional fees for rendering professional sendces io the Companmy.
** Sinting fees paid to the Directors of erstwhile German Remedies Limited (GEL) are not included above.

iar. Pankaj . Patel, the Managing Director of the Cormpany, was appointed for a period of five years from
15t Beptermber, 2007, on a remuneration permissible under Section 198 and 309, read with Schedule -
Xl of the Companies Act, 1956, An agreement i3 entered info with the Managing Director. As per the
terrns of agreement, Managing Director can resign his office by giving three calendar months notice in
writing to the Company and the Board may appoint any ather person (5] to be Managing Directon(s) at any
tirme. The office of the Managing Director if determined before the expiry of his term of office, Campany
will pay compensation for loss of office In accosdance with the provisions of Section 318 of the
Companies Act, 1956,

The Company has not intreduced any siock option scheme for any of (s Directors.

Remuneration paid/payable to the Managing Director towards salary and contribution to the Provident
fumd and other funds amount to R 84 mn for the year 2003-04,

Computation of the remuneration of the Managing Director is given in Note 17 of lates on Accounts,
under Schedule 20 of the accounts.
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Management

al Management's Discission and Anabysis Report;
Management's Discassion and Anahysis Report is sot out in 2 separate section inclsded in this Annual Repost and forms a
part of this Repon.

bl Disclosures on materially sgnificant related paty ransactions:
Transactions with related panies are disclosed in Note Mo, 19 of Schedule 20 of the Accounts under the heading
‘Significant Accounting Policies and Motes on Accownts” in the Annual Repost,
Thess fransactions have no potential conflict with the interest of the Company at lamge.

Note on appointment or re-appointment of Directors
D M. A Patel and Mr, Sharvil P. Pagel retire by rotation at the forthcoming Annual General Meeling. Being eligible, Mr,
Sharvil P. Patel has ofiered himself for re-appointment as a Director, however, D, M. A, Patel has not offered himself for
reappoinirment, A brief resume of s Shanl P Pated is given below
Brief resume of Mr. Sharvil P. Patel
kir. Sharvil F. Patel is a graduate in Chemical and Pharmaceutical Science (CPS) from Liniversity of Sunderland LK, Presenly
he Fl.lrll,.liﬂa ki PRI in the feld of cancer at }|:||"||‘|: ank'ins Earmw.r Maediral Centre, LISA,

Me. Sharl P. Pated is presently on the Board of the folbowing Public Limited Comgsanies,

= [Dialfarbealh (ncial Limited

= Tydus Finance Lirmibed

= Fydus Phasmacesdicals Lirmibed

*=  Phamaceuticals Business Groags {India) Lid,

®  Sarabhai I'rrdut Anirmal Health Lirmited

Means of communication

The: quarterly, half yearly and annual inancial results of the Comgany are sent tothe Sock Exchanges immediately after they
harve: been taken on record by the Board. The same are published in well ciroulated Guiarati and English dailies.

The: redilis are dmullaneously posted on wws syduscadila.com., the company's website.

The Company also provides periodic event-hased infarmation o imestors and the public al lage by way of press releases |/
iriimation bo the Stock Exchanges where the shares of the Compary are listed.

The Company also makes the presentation to the Instilutional Investors and the copy of presemtation are also filed with the
Sock Exchange and abo uploaded on the Company’s website for the information of the investors at large.

10. General shareholder information

i} Annaal General Meeting :

Day v Tuesday

[ ate : 20th ||J|'|.I 2004

Timuz ;1000 a.m.

b g . Bhaikaka Bhavan
L -EaIIeE: Resad
Elllﬂ:rldﬂe

Ahrmedabad - 380 DOG.
i) Tentative inancial calendar {subject to change] for the financial year 2004-05:
i) Resulis for the first quanar by 3161 July 3004
it} Half-vearly resubs by 3150 Ociober 2004
i} Results for the thind quarter by 3131 January 2005
] Audited results for the year ending on 3751 March 2005 by 30th June 2005




{iii} Drates of book closure:
16th July 2004 to 20th July 2004 {both days inclusivel
{iv) Diate of payment of dividend:
O and after the 24th July 2004
v} Listing of securities and Stock Code:
The equity shares of the Company are listed on the following Stock Exchanges:

Mame of the Siock Exchange Address Liock Code
The Stock Exchange, Karmehenu Complex 10927
Ahrmedabad Opp. Sabjanand College,

Panjara Pole,

Ahmedabad - 380 015
The: Stock Exchange, Tat Floow, Mew Trading Ring, 53231
Murribal Restunds Bldg., P. |- Teweers,

Dualal Stree, Fost,

Mumbal - 400 001.
The Mational Stock Exchange of Exchange Plazy, CADLAHC EQ)
Imcdla Lirmibed Bandra-Kurla Complex,

Bandra (EL

Murmbsal - 400 051

i) Liging fees

The Comgany has paid listing fees for the financial year 2004-05 1o all the Siock Exchanges whens
e secunilies ane liged.

{viil Demat ISIN Number for NSDL & CDSL
IS5IN Number issued for equity shares by NSDL & COSL: INEDTOBO1019, Trading in the Company’s
expuily shares has been made compulsorily in a dematerialised form with effect from 24tk July
2000.

Iviil) Stock price data:
The: table given below depicts the manthly high and low of Company's share on the Stock

Exchange, Mumbai, Mational Siock Exchange of India Limited and the Stock Exchange,
Aleniedabaad,



Table -1

Month The Stock Mational Siock The Stock

Exchange Mumbai Exchange of India Exchange,

Lirmitesd Ahmedabad
High | Low | High lew | High Lesw
Apiil, 2003 | 2960 | 12545 | 12085 | 12890 | 12000 | NI | NI
May 1M | 12195 115.15 127.00 110.00 MNT. N.T.
June | 3607 | 174.80 12555 | 17535 12075 N.T. M.,
Juby | 3793 | 24650 178,85 | 255.00 173.00 MNT. M.T.
Aupust | a245 | 297.95 21695 | 30000 | 23250 NT. N.T.
September | 4453 | 338,85 29150 | 351.90 280,10 M.T. M.T.
Ocwober | 497 | 34285 | 30035 | 34840 | 29050 NT | NT
November | 5045 | 378.00 34175 | 38400 | 33200 NT | NT
December | 5839 | 411.50 | 38145 | 42100 | 375.05 NT | ONT
January, 2004 | 5696 | 417.80 | 36985 | 42400 | 366.00 NT | NT
February | 5668 | 51300 | 365.20 | 52400 | 360.00 NT | NI
March | 5591 | 49110 442,40 503.00 | 42115 NE | N

M.T. = Mo Trading Recorded

Charn "4 given below shows the sock performance in comparison o brosd based BSE Senses.
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[ix) Registrars and transfer agents:

For Indgment of transfer deeds and other documents or any grievances [ complaints investors may contact the Company's
Reglstrar and Transfer Agend at the following address:

M5 Finnacle Shares Registry Pt Lid.,

Mear Achoka Mills, Maroda Road, Ahmedabad — 380 025,
Telephome: 079 — 12304236, 22200591, 22200582,

Fax number: 079 — 22203963, Emall: gautam.shahd@psrpl.com

[k}  Share transfer system:

Shares sent for transfer in physical form ane processed and transferred by Hegistrar and Share Transfer Agents within mgm ‘ 1 ‘
from the receipt of proper documents following approval by the Share Transfer Commitiee. Shares transfers which are under

objection are returmed within 21 days. The Share Transfer Committes rmeets on a need basis at least twice in & month 1o

approwve share transfessfiransmissions.




[xii} Dematerialisation of shares and liquidity:
The Company's shares are in compulsony dematerialised (damat) list and are settled through the depositony system. The
Company signed agreements with Mational Securities Depository Systom [NSDL and Central Depository Services (India)
Limited (CDEL) to offer depasitony services to sharcholders, As on 31st March, 2004, 26,86% equity share capital of the

Comgany has been dematerialised, However, 71,10% of the paid up capital held by the prometer group has not bean
dematerialised,

[xifl} Location of the company’s manufactusing plants:
Company's plants are located at:

Formulation Complex
Survey Nos. 417, 419, 420
Willape: Maoraiva

Taluk: Sanand

DChist.: Ahmiedabad [Gajarat)

Kundiam Industrial Estate
Pk
Goa - 403 401

food Products

Plat Mo, 5504

CIDC Estate, Vatwa
Ahmedabad (Gujarat

R & D Centre

Supvey Nos. 396 & 403
Willage: Maraiva. Tal: Sanand
Dst.: Ahrnedabad (G jarat)

Active Pharmaceuticals Ingredient Complex
Pl Mo, 297 and Plot Mo, 518

GIDC Industrial Estate

Ankleshwar

Dist.: Brarnich (Gujarat]

Plot No. 31

Dabhasa, Umraya Rosd
Dabhasa, Taluka Padra - 391 440
Dl Vadedara

Plot A-2, MIDC

Patalganga, Dist. Raigad
Maharashira - 410 220,

Diagnostic and re-agents manufacturing plant
Shed Mo, AM-3707

GIDC Estate, Yatwa

Ahmecdabhad - 382 445,

[xivh Registered Office/address for correspondence:

Shareholders can send their corespondence to the Registered Office of the Company at Zydus Tower, Satellite Cross Roads,
Ahmedabad 380 015 or to the Registrar and Transfer Agent at M/s Pinnache Share Registry Private Limited, Mear Asoka Mills,
Maroda Road, Ahmedabad ~ 380 025, in case of transfers, transmission, change in address and bank particulars etc. with

respect to physical shares,
Shareholders holding their shares in the electronic mode should address all their comespondence to their respe Stive
depository pasticipants.
) Outstanding GORsADEsMarrants:
The Company has not bseed CGDRyADEs warrants or any corvertible instiruments.




(=il  Pattern/distribution of shareholding:

Table 2 and Table 3 below gives the detalls about the shareholding pattern and the disiribution of
Comgpany’s shares as at 3180 March, 2004,

Tabde 2, shareholding paiiern a3 at 319 March, 2004

Mo, of Shares held % of share holding
A Promoter's holding
I -indian promoters 45064885 | 71.75
- Foreign promoders MIL MIL
3. Persans acting in Concert NIL | NIL
Sub-total 45064885 71.75
B.  Non-promeoters Holding |
3. Institutional Investors
a. Mutual Funds and UIT| 1403562 | 2.23
b.  Banks, financial Fnstitutions,
Insurance Companyfies (Central |
Sale government instiutions /
Nan-government Institutions) 4457301 | 7.10
. Flls 5119473 B8.15
Sub-Total 10980336 | 17.48
4 Ohess
a  Private corporate bodies 740414 | 1.18
b. Indian public 5862277 9.33
e NRis{OCBs 158942 | 0.26
d.  Any ather {please speciiy) NIL NIL
Sub-total 6761633 | 10.77
GRAND TOTAL 62806854 100.00

Table 3, Distribution of shareholding as at 31 March 2004

Mo. of equity Shares held Mo, of Folios

Upto 25 | 5401 11.81 74857 | 042
26 10 50 | 2122 47.70 1066793 | 1.70
51 to 100 B936 19.53 821584 131
101 o 500 | B2 18.12 1942479 | 309
501 to 1000 718 1.57 523818 083
1001 to 10000 | 472 1.03 185123 | 189
100071 and above 110 0.24 57192200 9106
Grand Total 45751 100.00 62806854 | 100,00
Mo, of Sharcholders in Physical Mode 13360 29,20 45939026 73.14
N of Shareholders in Electronle Made | 32391 70.80 16867028 | 26.86

45751 100,00 62806854 | 100.00




11. General body meetings

The paniculars of the last three Annual General Meetings of the Company are provided hereunder. All
the resolutions set oul In the respective notices wene duly carred on by the sharehalderss,

Mature of Meating

Sixth Annual General Meeting Thth July 2007 Bhaikaka Bhavan
| 10am Law College Road,
| | Ahmedabad - 380 0.
Seventh Annual General Mesting 2hgh September 2002 Bhaikaka Bhavan
- 10am | Law College Road,
| Ahrmedabad - 380 006,
Eight Annual General Mesting | 30thSeprember2003 | Town Hall, Ellisbridge
| 10am | Ahmedabad - 380 D06,
All rescdutions including the special resoligion set out in the respective notices weore passed by the
majority of sharcholders,

Mo reselution, which requined to be passed through a postal ballot, as recommended wnder Clase 49 of
the Listing Agreement and the Companics (Passing of Ressdutions through Postal Ballots) Rules, 2001,
were placed for sharchalders’ approval at the mesting,

12. Details of mon-compliance

There was no non-compliance during the year and no penalties were imposed or strictures passed on the
company by the Stock Exchanges, SEBI or any other statutory authority. The Company obtalned a
Certificate from the Statutory Auditors of the Company with respect to compliance with the conditions
of Corpovate Covernance and annexed the certificate with the Directors’ Report and sent the same to all
thi shareholders of the Comgarny. The sarme cetificate shall also be sent o all the concerned Stock
Exchanges along with the annual retwrns filed by the Company.

13. Report on Corporate Governance
This section of the Report, ogether with the information given under the Management Discussion and
Analysis Report and the Additional Sharehobders’ Information constiutes a detailed report on the
Corporate Govennance efforts of the Company during the year ended 315t March 2004,
Extent of compliance with the non-mandatory requirements:

1. Chainman of the Boand:
The Chairman and Managing Director of the Company Mr. Pankaj . Patel is entitled o maintain
Chairman's office at the expense of Company and is also reimbursed the expenses incurred by him in
the course of pesformance of his duties,

2. Remuneration Commities:
The Company has not established any Remuneration Commitiee. The Board of Directors and
shareholders approve the remuneration of Managing Director and also payment of commission to
the Directors other than Managing Director.

3. Shareholders’ rights:
Thee puarterhy [ half-yearly resulis, after they are taken on record by the Board of Directors, ane sent
forthwith to the Stock Exchanges where the Company's shares are lsted. The results in the prescribed
proformia are useally published In leading Gujaratl and English dailies. These resulis ase made
avallable on Company's welsite weszydusc adilacom.




4. Postal ballea:
Provisions relating to postal ballots hawve been introduced by the Companics (Amendrment] Act, 2000, Howeves, the same
are applicable to paticular busineses as specificd therein, The same shall be complied with as and when applicable.

Auditors’ Certificate on Corporate Governance

We have examined the compliance of the conditions of Corporate Governance by Cadila Healthcare Limited, for the year ended
on 315 Manch 2004 as stipulated in Clawse 49 of the Listing Agreement of the sald Company with the concemed Stock Exchanges
in Indla.

The Compliance of the conditions of corporate governance s the responsibility of the management. Cur examination was limited
to the procedures and implementation thereof, adopied by the Company for ensurng the compliance of the conditions of
Corporate Govesnance. [t is neither an audit nor an expression of an opinion on the financial staterments of the Company.

in our opinion and to the best of our information and explanations given & s, we certify that the company has complied with the
conditions of Composate Covemnance as stipulated in the above mentioned listing agresments,

Wi state that in respect of the Investor grievances received during the year ended 31t March 2004, no sech imvestor grievances
remained unatiendedipending for more than 30 days,

We further state that such compliance Is neither an assurance as to the future viability of the Company nor the efficiency or
effectivenecss with which the managernent has conducted the affairs of the Company.

For R. B. Patel & Co. For Mukesh M. Shah & Co.
Charnered Accounianis Chartered Accountants

K. B. Patel Mukesh M. Shah
Proprietos Partner

Place : Ahmedabad Place : Ahmedabad

Date = 26th April 2004 Diate : 26th Apeil 2004




Auditors’ Report

T

The Marmbears of
Cadila Healtheare Lid.
Ahmedabad

We have audited the aitached Balance Sheet of Cadila Healthcare Limited (The comp a5 @ 315t March
2004, and also the Profit and Loss Account and the Cash Flow Staternent for the year on that date
annexed therelo. These financial satements are the responsibility of the company’s management. Cur
responsibility is 1o express an opinion on these financial statements based on our audit.

We conducted our awdit in accordance with auditing standards generally accepted in India. Those Standands
requine that we plan and perform the audit to obtain reasonable assurance about whether the financial
staterments are free of materlal misstaberment. An audit Includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial satements. An awedit also inc assessing the accounting
principles applied and significant estimates made by the management, s well as evaluating the overall
financial staternent presentation. We believe that ouwr awdit provides a reasonable basis for our opinlon

As required by the Companbes [Auditors” Report) Order, 2003 [ssued by the Cendral Covernment of India in

termms of section 227{4A) of the Companles Ac, 1956, We enclose in the anmexure, a staterment on the matiers
speciiied in paragragh 4 of the said Cirder.

Further to gur commeants in the Annesure referred 1o above, we report that:

fal ‘We have obtained all the informiation and explanations, which to the best of our knowledge and befief,
wiere necessary for the punposes of owr swedit;

In cur opinéon, proper books of account as requined by law have been kept by the cormpany, so far as it
appears from our examination of the books;

(b

il The Balance Sheet, Profit and Loss scoount and Cash Flosy Statement dealt with by this report are In
apreemment with the books of acoount;

id} In our opinkon, the Balance Sheet, Profit and Loss account and Cash Flow Statement dealt with by this

report comply with the accounting standards referred 1o in sub-section (3C) of section 211 of the
Cormpanies Act, 1956,

Oin the basis of the written representations recelved from the divectors of the cormpany and taken on
recond by the Board of Directors, we repart that no director is disgualified & on 375t March 2004 from
being appointed as a director in terms of clause [g) of sub-section (1) of section 274 of the Companies Act,
14956 and

i In our opinfon, and to the best of cur Information and according to the explanations ghven o us, the said
accounts subject to significant accounting policies and notes thereon give the information required by the
Compamies Act, 1956, in the manner so required and give a true and fair view in conformity with the

accounting principles generally accepted in India;
i1 Inthe case of the Balance Sheet, of the state of affairs of the Company as at 315t March 2004;

(i} Im the case of the Profit and Loss accownt, of the profit for the year ended on that date; and
(16l) Im the case of Cash Flow statemernt, of the cash flows for the vear ended on that date.

E

For RLE. PATEL & OO, For MUKESH M, SHAH & CO.
CHARTERED ACCOUNTAMNTS CHARTERED ACCOUMNTAMNTS
(K. R. PATEL) IMUKESH M. SHAH)
PROPRIETOR FARTHER

membership Mo. 7871 Membership Mo.30190

Place : Ahmedabad
Date : 268 April 2004



Annexure to the Auditors’ Report

With reference to the Annexune referred to in paragraph 3 of the repost of the Auditors to the Members of Cadila Healthcare Ltd on
the accounis for the year ended 31st March, 2004, we report that:

[

(&l The company has maintained proper records showving full particulars, including guantitative details and situation of fixed
AS5ETE,

by Sorme of the fixed assets were physically vesified during the year by the management in accordance with programe of
verification, which in our opinion provides for physical verification of all the fixed assets at reascnable intercals. According
to the informmation and explanations given to us no material discrepancies were noticed on such verification.

ic) Fixed assets disposed off during the year were not substantial and therefore do not affect the golng concern assumption,

ta] The inventory has been physically verified by the management during the vear. In our opinion, the frequency of such
verification is reasomabie.

(bl The procedures for the physical verification of imventory followed by management ane reasonable and sdequats in relation
i the size of the compary and the nature of its business,

(c] The Company has maimtained proper reconds of inventory. Mo material discrepancies were noticed on physical vesification
af imventony,

tal The Company has neither granted nor taken any boan, secured or unsecured toffrom companies, firms or other parties
ciwered in the register maintained under Section 301 of the Companies Act, 1956, Thesefore, requirements of clawses (iii-
&), (iii-c) and {iii-d) of paragraph 4 of the order are not applicable.

In our opinion, and according to the information and explanations given o us, there are adeguate internal control procedures
commensurate with the size of the company and nature of its business for the purchase of inventory and fixed assets and for the
sale of poods. Inour opinion, and according to the information and explanations given to us, there is no continuing failure to
correct major weaknesses in internal cuntrﬁ.

{al In ouwsr opinion, and according to the information and explanations given to us, the trarsactions that need to be entered into
a register in pursuance of Section 301 of the Companies Act, 1956, have been 5o entered.

ib} In cusr opinion and acconding to the information and explanations given to us, the ransactions exceeding rupees five |akhs
each have been made at prices, which are reasonable having regard to prevailing market prices at the relevant time,

In our opinion, and according to the information and explanations given o us, the company has complied with the directives
issued by the Reserve Bank of India and provisions of section 58A and 58AA of the Companies Act, 1956 and the rules framed
there under with regard to deposits accepted from the public. We are informed that no order has been passed by the
Company Law Board.

Tha Company has an internal audit system which, in our opinion is commensurate with its size and the nature of its business,

We have broadly reviewed the books of accounts maintained by the Company pursuant to the order made by the Central
Government for maintenance of opet reconds under Section 20%1) (d) of the Comganies Act, 1956, and are of the opinion that
prima facie the prescribed accounts and recosds have been made and maintained. We have not, however made a detailed
examination of the reconds.

ta) According to the information and explanations given 1o us and on the basis of our examination of the books of account, the
company has been generally regular in depositing undisputed statutory dues including Provident Fund, Investor Education
and Protection Fund, Employees” State Insurance, Income-tax, Sales-tax, Wealth tax, Custom duty, Excise duty, cess and any
other dues during the year with the appropriate authorities. A few minor delays have been noted. However, at 315t March
2004, there are no undisputed dues payahle for a period of more than six months from the date they became payahble,

b} According to the information and explanations given 1o us, there are no cases of non-deposit with appropriate authorities of
disputed dues of Sales tax, Income tax, Customs duty, Wealth tax, Excise duty and cess except Rs.241 Millions in respect of
Income tax (pending with Commissioner of Income-tax {Appeals) and Rs.219 Millions in respect of excise duty (pending Rs.
125 Millions with Assistant / Joint Commissicner (Appeals), Rs. 68 Millions with CECAT, Rs.1 Million with High Court and
Rs. 25 Millions with Supreme Court) and Rs.?7 Millions in respect of Sales Tax [pending Bs. 13 Millions with Commissicner
of Sales tax {(Appeals) and Rs.64 Millions with High Courth, L

10 The company does not have any accumulated bosses at the end of the financial year and has not incumed cash losses in H1§‘LII|L

11, The company has not defaulted in repayment of dues 1o a financial institution or bank or debenture holder.

financial year and in the immediately preceding financial year.

)
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The company had granted loan to a conporate n earlier years against security of shares. The sald boan has
been fully recovered during the year. Further, the company has granted an advance 1o a joint verdure
comparny for honouring its obdigations as a guarantor to-a bank against the security of some of the assets of
the said comnpany and against pledge of shares of & said pary to a jeint verture. Adegeate records ana
raintained for the same.

The compary 1s not a chit fund § nidhl / mutual benedit fund £ society.

Aocording o the information and explanations given to us, the company is not dealing or frading in
shares, securities, debentures and other investments.

In our epinion and according to the information and explanations given o us, the terms and conditions of
puarantees given by the company for loans taken by joint venture mmpanr? amd subsidiaries from banks
and financial institutions are not, prima facie, prejudicial to the interests of the company.

Term loans obtained by the Company were applied for the purpose for which the boans were obtained.

According w the Cash-flow staternent and other records examined by ws and the information and
explanations ghven to us, on an overall basis, funds raised on shost term basis have not , prima facie, been
used during the vear for long term investment However, funds raised on bong term basis to the extent of
Rs. 192 millions have besn wtilised for short term imsestment,

The compary has not made any preferential allobment of shares to parties and companies covered in the
register maintained under Section 301 of the Companies Act, 1956,

The Company has issued debentures for which securities were created during the year.
The Company has not raised amy money by public issees during the year.

. To the best of our knowledge and belief, and according to the information and explanations given to us,

no frawsd on or by the company was noticed or reported during the year.

For RUR. PATEL & CO., For MUKESH M, SHAH & CO.
CHARTERED ACCOUMNTANTS CHARTERED ACCOUNTANTS
{R. R. PATEL) IMUKESH M. SHAH)
PROPRIETOR PARTHER

Membership No, F&F1 Membership Mo. 307590

PFlace : Ahmedabad
Date = 26th April 2004



