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Better QIFY18 performance compared to its peers
Aurobindo Pharma (Auro) is one of the largest vertically integrated pharmaceutical Market Cap (Rs cr) 42492
companies. Over the past few years, the company has drastically shifted its focus Enterprise Value (Rs cr) 45,063
from APIs business to generic formulations. Outstanding Shares (cr) 58.6
e Auro reported ~2% YoY decline in revenue in Q1FY18 primarily due to weak Free Float 48%
API & ARV business performance. o )
e US sales fell just 0.5% YoY as new product launches offset the impact of Dividend Yield 03
pricing pressure in select brands. 52-week high Rs895
e  EBITDA margin fell ~72bps YoY in Q1FY18 due to higher employee, R&D and 52-week low Rs504
other expenses. . 6m average volume (cr) 0.3
e  We expect revenues to grow at 11% CAGR over FY17-19E driven by recent B 08
acquisition in Europe, new product launches mainly in complex generics and eta ’
strong momentum in Injectables segment. Face value Rsl
e  Given robust product portfolio, strong approval and launch pace, no pending Shareholding % Q3FY17  Q4FY17 Q1FY18
regulatory rulings and upbeat performance from EU business, we increase our Promoters 51.9 51.9 51.9
PE multiple to ‘17x (15x earlie'r). e . FIT's 241 2.0 196
e Hence, our revised target price stands at Rs 817. Maintain “BUY’ rating on the i
stock. MFs/Insti 11.0 12.8 14.2
Public 9.2 9.7 10.0
Niche product launches provides visibility
Net sales fell ~2% YoY in Q1FY18 primarily due to weak API and ARV business performance. Revenue Others . 4.6 43
from API business fell sharply by 15% YoY owing to the impact of GST implementation and deferment of ~ Total 100.0 100.0 100.0
certain products sale. ARV formulation sales declined by 19% YoY impacted by increased competition. Price Perf. 3mth 6mth 1 Year
US formulation business (contributes 46% to the total revenues) reported just 0.5% YoY decline in Q1FY18 FICER,CITOFMANCE
as new product launches offset the impact of pricing pressure in select brands. On sequential basis, the US ~ Absolute Return 28% 8% (8%)
business rose 3.1% supported by key launches during the quarter including Meropenem, Renvela Oral o, o, o
solutions and Strattera. AuroMedics, the Injectable business registered a growth of 5% YoY. ANDA filings Al TEREEEE 2 L2 Len)
for Injectables stood robust at 80, of which 51 are approved while 31 are awaiting approvals. The —Relative Return* 26% (2%) (22%)

management expects US injectable sales to grow in the range of 40-50% per annum for the next few years  *gver or under performance to benchmark index

driven by new product launches. Overall, during Q1FY18, Auro filed 13 ANDAs with USFDA (9 oral and

4 injectable) and received final approval for 17 ANDAs (16 oral and 1 Injectable). It launched 15 products —_—  AUROPHABMA  —— Sonzes (Rebased)
in the US market including 3 injectables. We expect the launch momentum to continue going ahead 1100
considering the robust product pipeline and steady approval rate. Although, the management expects —
pricing pressure to sustain, we expect US sales to grow at a CAGR of 11.5% over FY17-19E driven by . W
recently launched limited competition gRenvela tablets (generic version of kidney drug) and new 500

launches in Injectables and Oral solids segments.

Acquisition of Generis Farma and Actavis to drive growth in Europe ﬁ

Europe sales surged 10.4% YoY in Q1FY18 supported by higher sales in Actavis business and integration = . = = am b B Dn b En e b D

of acquired business of Generis Farmaceutica SA. During Q1FY18, Agile Pharma B.V. Netherlands, the gr 22 £ 2 2 2 E E 5 3 &
wholly owned subsidiary of the company has successfully completed the acquisition of Generis = = = = = = = = =
Farmaceutica SA. We expect improved operating performance from the European business on the back of x

transfer of product manufacturing to India. The company has transferred manufacturing of 71 products (eI G LU N IRy FY17 FY18E FY19E
from Europe to India till date and expects to transfer another 40-45 products in the coming quarters.  Sales 14,910 16,773 18,264
Importantly, the management expec'ts double-digit .EBITDA margin.in FY18 in Europe driven by new Growth (%) 81% 12.5% 8.9%
product launches and focus on ramping up presence in new geographies.

EBITDA margin to improve by120bps YoY in FY18 and normalise in FY19 EBITDA 3434 4,052 4,366
EBITDA declined by 5.3% YoY and EBITDA margins fell ~72bps in Q1FY18 due to higher employee, R&D Margin (%) 23.0 24.2 23.9
and other expenses. The company expects R&D expense as percent of sales to remain in the range of ~5- X

6% in FY18. We expect EBITDA margin to expand by 120 bps YoY to 24.2% in FY18E on the back of PAT Adj 2,297 2,573 2,810
exclusive complex generics launches. However, it is expected to normalise to 23.9% in FY19E. Adj. Pat fell ~ Growth (%) 13.5% 12.1% 9.2%
by 7% YoY owing to lower operational performance and higher depreciation (up by 24% YoY) on account .

of commissioning of Unit XVI and Vizag facility. On the capex front, the company has guided capex of Adj.EPS 392 43.9 48.0
USD120-130 mn for FY18 excluding biosimilars and vaccines. Growth (%) 13.4% 12.1% 9.2%
Outlook & Valuation ) ) P/E 18.5 16.5 15.1
We lower our revenue and PAT estimates for FY18E/19E by 4.4%/5.7% and 6.2% /10.1% respectively due

to tepid ARV and API sales. We believe Aurobindo Pharma is better placed as compared to its peers on P/B 45 3.6 3.0
the back of relatively better performance in a challenging pricing environment especially in US. We gy /EBITDA 131 111 99
expect revenue and PAT to grow at a CAGR of 11% and 10% respectively, over FY17-19E. Given robust .

product portfolio, strong approval and launch pace, no pending regulatory rulings, upbeat performance ROE (%) 27.6 24.3 21.5
from EU business and ramp up in injectables business led by new product launches, we increase our PE /E 03 03 01
multiple to 17x (15x earlier). Hence, our revised target price stands at Rs 817. Maintain ‘BUY” rating on the

stock.
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Quarterly Financials (Consolidated)

Profit & Loss Account
YoY QoQ
(Rs cr) Q1FY18 Q1FY17 Growth % Q4FY17 Growth %
Total Revenue 3,679 3,767 (2.3) 3,642 1.0
EBITDA 842 889 (53) 721 16.7
EBITDA Margin (%) 229 23.6 (72) 198 307
Depreciation 131 106 23.5 100 31.1
EBIT 710 783 9.2) 621 144
Interest 17 21 (18.3) 14 18.1
Other Income 33 16 109.3 41 (18.4)
Exceptional Items (19) 7 (367.5) - -
PBT 708 785 9.8) 648 9.3
Tax 191 201 4.9) 117 63.0
PAT 517 584 (11.5) 531 (2:6)
Minority Interest/Pé&L of Associates 2 1 924 2 (20.4)
Reported PAT 518.5 584.96 (11.4) 532.45 (2:6)
Adjustment 19 (7) (367.5) - -
Adj PAT 537 578 (7.0) 532 0.9
No. of shares (cr) 58.6 58.5 0.1 58.5 0.1
Adj. EPS (Rs) 8.8 9.9 (10.4) 9.1 27)
Business performance
(Rs cr) Q1FY18 Q1FY17 YoY Q4FY17 Q0Q
Growth % Growth %
us 1695 1704 0.5) 1643 3.1
Europe 918 831 10.4 777 18.1
RoW 194 194 - 197 (1.6)
ARVs 245 303 (19.3) 262 (6.6)
Total Formulations 3051 3032 0.6 2879 6.0
APIs 625 735 (14.9) 763 (18.1)
Total sales 3676 3767 (24) 3642 0.9
Source: Company, Geojit Research
Change in estimates
Old estimates New estimates Change %
Year/Rs cr FY1SE FY19E FY18E FY19E FY1SE FY19E
Revenue 17,552 19,363 16,773 18,264 (4.4) (5.7)
EBITDA 4,247 4,782 4,052 4,366 (4.6) 8.7)
Margins (%) 242 247 242 23.9 - (80bps)
PAT 2,744 3,124 2,573 2,810 (6.2) (10.1)
EPS 46.9 53.4 43.9 48.0 (6.4) (10.1)

Source: Company, Geojit Research
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Consolidated Financials

Profit & Loss Account Balance Sheet
Y.E March (RS CI‘) FY15 FY16 FY17 FYlSE FY19E Y.E March (RS Cl‘) FY].S FY16 FY17 FY].SE FY19E
Sales 12121 13,795 14,910 16,773 18,264 T, 260 300 13 10 T30k
% change 49.6%  13.8% 81%  125%  89% Accounts Receivable 3539 4607 2765 3395 3,697
EBITDA 2,564 3,188 3434 4052 4366 Inventories 3,611 4056 4331 4727 5197
% change 202%  244% 77%  180%  77% Other Cur. Assets 660 837 1603 1763 1,939
Depreciation 333 392 428 570 669 Investments 20 123 246 246 246
EBIT 2231 2,796 3007 3482 3,697 Gross Fixed Assets 5459 4164 5229 8187 9,187
Interest 160 257 67 68 46 Net Fixed Assets 3718 3773 4427 6816 7,147
PBT 2168 2,743 3056 3501 3,747 Intangible Assets 0 406 406 406 406
% change 415% 265% 114:% 146% 70% Def Tax (Net) -206 182 118 118 118
Tax 597 721 760 928 937 Other Assets 486 263 332 332 332
Tax Rate (%) 27.5%  263%  249%  265%  250% Total Assets 12,704 15896 16200 18953 20,946
Reported PAT 1576 2,024 2297 2573 2810 Current Liabilities 3,047 4191 3742 4097 4,456
Adj* 0 0 - - - Provisions - - - - -
Adj PAT 1576 2024 2297 2573 2810 | pepiFunds 4451 4415 3084 3084 2,084
% change 344%  284%  135%  121%  92% Other Liabilities o 0 0 0 0
No. of shares (cr) 29 59 59 59 59 Equity Capital 29 59 59 59 59
Adj EPS (Rs) 25 N T 392 439 480 | Recervesand 5127 7229 9313 11711 14345
% change 344%  284%  134%  121%  92% Surplus
DPS (Rs) 2.2 25 25 25 2.5 Shareholder’s Fund 5,156 7,287 9372 11,770 14,404
Minority Interest 26 3 2 2 2
Total Liabilities 12704 1589 16200 18953 20,946
BVPS (Rs.) 880 1245 1600 2009 2458
Cash flow Ratios
Y.E March (Rs cr) FY15 FY16 FY17 FY18E FY19E Y.E March FY15 FY16 FY17 FY18E FY19E
Pre-tax profit 2,168 2,744 3,061 3,501 3,747 Profitab. & Return
Depreciation 333 392 428 570 669 EBITDA margin (%) 212 23.1 23.0 242 23.9
Changes in W.C (842 (1,0%) 563 (832) (588) EBIT margin (%) 184 203 202 208 202
Others 131 14 ! (19) (50) Net profit mgn.(%) 130 147 154 153 154
Tax Paid (496) (733) (774) (928) (937) ROE (%) 4 s e S o
CF.O 1,295 1,420 3,279 2,292 2,841 : : : : :
Capital exp. (746)  (L566) (1,685  (2000)  (1,000) ROCE (%) 271 Zid 223 2
Change in inv. - 1) (118) - - W.C & Liquidity
Other invest.CF (663) 152 15 87 96 Receivables (days) 105.3 120.5 66.9 73.0 73.0
C.F - investing (1,409) (1,445) (1,787) (1,913) (904) Inventory (days) 159.8 154.6 156.6 154.5 155.1
Issue of equity 7 7 7 - - Payables (days) 78.3 84.6 79.1 79.0 79.2
Issue/repay debt 341 603 (1,728) - (1,000) Current ratio (x) 2.7 2.5 25 2.6 2.7
Dividends paid (180) (162) (137) (176) (176) Quick ratio (x) 15 15 13 14 1.6
Other finance.CF (74) (84) (57) (68) (46) Turnover &Levg.
C.F - Financing 93 365 (1L915) (249  (1222) Gross asset T.O (x) 25 29 5% 25 21
Chg, in cash @1 340 (424) 136 715 Total asset T.O (x) 11 1.0 0.9 1.0 0.9
Closing cash 469 800 213 e Int. covge. ratio (x) 14.0 109 451 513 80.6
Adj. debt/equity (x) 0.9 0.6 0.3 0.3 0.1
Valuation ratios
EV/Sales (x) 338 33 3.0 2.7 24
EV/EBITDA (x) 18.1 144 13.1 11.1 9.9
P/E (x) 26.9 21.0 185 165 15.1
P/BV (x) 82 538 45 3.6 3.0
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Recommendation Summary (last 3 years) Dates Rating Target
10-June-16 BUY 924
23-Feb-17 BUY 801
01-Sep-17 BUY 817

1200

o T T T T T T
Aug-14 Feb-15 Aung-15 Feb-16 Aug-16 Feb-17 Ang-17

Source: Bloomberg, Geojit Research

Investment Rating Criteria

Large Cap Stocks; Mid Cap and Small Cap;
Buy - Upside is 10% or more. Buy - Upside is 15% or more.
Hold - Upside or downside is less than 10%. Accumulate* - Upside between 10% - 15%.
Reduce - Downside is 10% or more. Hold - Absolute returns between 0% - 10%.
Reduce/Sell - Absolute returns less than 0%.

To satisfy regulatory requirements, we attribute ‘Accumulate’ as Buy and
‘Reduce’ as Sell.
The recommendations are based on 12 month horizon, unless otherwise specified. The investment ratings are on absolute positive/negative return basis. It is
possible that due to volatile price fluctuation in the near to medium term, there could be a temporary mismatch to rating.
* For reasons of valuations/return/lack of clarity/event we may revisit rating at appropriate time. Please note that the stock always carries the risk of being
upgraded to BUY or downgraded to a HOLD, REDUCE or SELL.

Geojit Financial Services Limited has outsourced the preparation of this research report to DION Global Solutions Limited whose relevant disclosures are
available hereunder. However, Geojit's research desk has reviewed this report for any untrue statement of material fact or any false or misleading
information.

General Disclosures and Disclaimers

CERTIFICATION

I, Abhishek Kumar Das, employee of Dion Global Solutions Limited (Dion) is engaged in preparation of this report and hereby certify that all the views
expressed in this research report (report) reflect my personal views about any or all of the subject issuer or securities.

Disclaimer

This report has been prepared by Dion and the report & its contents are the exclusive property of the Dion and the client cannot tamper with the report or
its contents in any manner and the said report, shall in no case, be further distributed to any third party for commercial use, with or without consideration.

Geojit Financial Services Limited has outsourced the assignment of preparation of this report to Dion.

Recipient shall not further distribute the report to a third party for a commercial consideration as this report is being furnished to the recipient solely for the
purpose of information.

Dion has taken steps to ensure that facts in this report are based on reliable information but cannot testify, nor make any representation or warranty, express
or implied, to the accuracy, contents or data contained within this report. It is hereby confirmed that wherever Dion has employed a rating system in this
report, the rating system has been clearly defined including the time horizon and benchmarks on which the rating is based.

Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this report is not, and should not be
construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. Dion has not taken any steps to ensure that the
securities referred to in this report are suitable for any particular investor. This report is not to be relied upon in substitution for the exercise of independent
judgment. Opinions or estimates expressed are current opinions as of the original publication date appearing on this report and the information, including
the opinions and estimates contained herein, are subject to change without notice. Dion is under no duty to update this report from time to time.

Dion or its associates including employees engaged in preparation of this report and its directors do not take any responsibility, financial or otherwise, of
the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the
prices of securities, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

The investments or services contained or referred to in this report may not be suitable for all equally and it is recommended that an independent investment
advisor be consulted. In addition, nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or
strategy is suitable or appropriate to individual circumstances or otherwise constitutes a personal recommendation of Dion.

REGULATORY DISCLOSURES:

www.geojit.com
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Dion is engaged in the business of developing software solutions for the global financial services industry across the entire transaction lifecycle and inter-
alia provides research and information services essential for business intelligence to global companies and financial institutions. Dion is listed on BSE
Limited (BSE) and is also registered under the SEBI (Research Analyst) Regulations, 2014 (SEBI Regulations) as a Research Analyst vide Registration No.
INH100002771. Dion’s activities were neither suspended nor has it defaulted with requirements under the Listing Agreement and / or SEBI (Listing
Obligations and Disclosure Requirements) Regulations, 2015 with the BSE in the last five years. Dion has not been debarred from doing business by BSE /
SEBI or any other authority.

In the context of the SEBI Regulations, we affirm that we are a SEBI registered Research Analyst and in the course of our business, we issue research reports
/research analysis etc that are prepared by our Research Analysts. We also affirm and undertake that no disciplinary action has been taken against us or our
Analysts in connection with our business activities.

In compliance with the above mentioned SEBI Regulations, the following additional disclosures are also provided which may be considered by the reader
before making an investment decision:

1. Disclosures regarding Ownership
Dion confirms that:

(i) It/its associates have no financial interest or any other material conflict in relation to the subject company (ies) covered herein at the time of
publication of this report.

(i) It/its associates have no actual / beneficial ownership of 1% or more securities of the subject company (ies) covered herein at the end of the
month immediately preceding the date of publication of this report.
Further, the Research Analyst confirms that:

(i) He, his associates and his relatives have no financial interest in the subject company (ies) covered herein, and they have no other material conflict
in the subject company at the time of publication of this report.

(ii) He, his associates and his relatives have no actual/beneficial ownership of 1% or more securities of the subject company (ies) covered herein at the
end of the month immediately preceding the date of publication of this report.

2. Disclosures regarding Compensation:
During the past 12 months, Dion or its Associates:

(a) Have not managed or co-managed public offering of securities for the subject company (b) Have not received any compensation for investment banking
or merchant banking or brokerage services from the subject company (c) Have not received any compensation for products or services other than
investment banking or merchant banking or brokerage services from the subject (d) Have not received any compensation or other benefits from the subject
company or third party in connection with this report.

3. Disclosure regarding the Research Analyst’s connection with the subject company:

It is affirmed that I, Abhishek Kumar Das employed as Research Analyst by Dion and engaged in the preparation of this report have not served as an
officer, director or employee of the subject company

4. Disclosure regarding Market Making activity:
Neither Dion /its Research Analysts have engaged in market making activities for the subject company.

Copyright in this report vests exclusively with Dion.

Please ensure that you have read the “Risk Disclosure Documents for Capital Market and Derivatives Segments” as prescribed by the Securities and
Exchange Board of India before investing.

ABHISHEK KUMAR  Digitally signed by ABHISHEK

KUMAR DAS

DAS Date: 2017.08.31 18:24:42 +0530'
Geojit Financial Services Ltd. (formerly known as Geojit BNP Paribas Financial Services Ltd.), Registered Office: 34/659-P, Civil Line Road, Padivattom,
Kochi-682024, Kerala, India. Phone: +91 484-2901000, Fax: +91 484-2979695, Website: geojit.com. For investor queries: customercare@geojit.com, For
grievances: grievances@geojit.com, For compliance officer: compliance@geojit.com.

Corporate Identity Number: L67120KL1994PLC008403, SEBI Regn.Nos.: NSE: INB/INF/INE231337230 I BSE:INB011337236 & INF(011337237 | MSEI:
INE261337230, INB261337233 & INF261337233, Research Entity SEBI Reg No: INH200000345, Investment Adviser SEBI Reg No: INA200002817, Portfolio
Manager:INP000003203, NSDL: IN-DP-NSDL-24-97, CDSL: IN-DP-CDSL-648-2012, ARN Regn.Nos:0098, IRDA Corporate Agent (Composite) No.: CA0226.
Research Entity SEBI Registration Number: INH200000345
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