Company Update

Rating matrix

Rating Buy

Target 31065

Target Period 12-15 months
Potential Upside 12%

What's Changed?

Target Changed from % 955 to T 1065
EPS FY18E Changed from ¥ 25.5 to T 26.4
EPS FY19E Changed from% 16 to ¥ 15.8
Rating Changed from Hold to Buy

Key Financials

(X crore) FY16  FY17E  FY18E FY19E

Revenues 1149.2 20499  2124.0 1930.5
EBITDA 269.8 668.2 675.8 442.6
Net Profit 157.8 470.9 460.3 276.4
EPS () 9.0 21.0 26.4 15.8

I

aluation summary

FY16 FY16 FY18E FY19E
PE (x) 105.0 105.0 36.1 60.1
Target PE(x)* 43.8 14.7 15.0 25.0
EV to EBITDA (x) 61.7 61.7 24.9 37.6
Price to book (x) 12.8 12.8 8.4 1.6
RoNW (%) 12.2 12.2 23.2 12.6
RoCE (%) 16.0 16.0 28.1 16.0

Stock data
Particular Amount
Market Capitalisation % 16601 crore
Debt (FY17) % 222 crore
Cash (FY17) 24 crore
EV % 16798 crore
52 week H/L (%) 1090/495
Equity capital < 34.9 crore
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Natco Pharma (NATPHA) % 952

USFDA approves gCopaxone for both strengths

In a positive development for Natco, the USFDA has approved the generic
version of Teva's Copaxone (Glatiramer Acetate) for both 20 mg/ml (once
a day dosage) and 40 mg/ml (three times a week dosage) strengths. The
product will be marketed by Mylan in the US. The drug is used to treat
relapsing form of multiple sclerosis (MS). While patent for 20 mg/ml has
expired on May 5, 2014 the subsequent five patent filed by Teva for the
40 mg/ml strength are supposed to expire in 2030. As per IMS, the brand
sales for the Copaxone in the US were at US$700 million and US$3.6
billion, for the 20 mg/ml and 40mg/ml, respectively. Due to the successful
transition of the MS treatment from the 20 mg/ml strength to 40 mg/ml,
Teva continues to dominate the MS market, earning 96% of the overall
MS revenues. In September 2009, Mylan had filed a Copaxone 20 mg/ml
ANDA with USFDA. Natco/Mylan are second filers for the gCopaxone 20
mg/ml after Sandoz/Momenta.

Teva and Yeda (the innovator of the drug), post the launch of 40 mg/ml
strength, have filed patent infringement suits in relation to US patents in a
US District Court (Delaware) against Mylan, Momenta, Sandoz, Amneal,
Dr Reddy's, Synthon, and Pfizer (Natco was later dismissed from the
complaint). The US District Court on January 30, 2017 announced that all
asserted claims by Teva and Yeda for four of the five patents in 40 mg/ml
to be invalid for obviousness. Post the decision of the US District Court,
Teva and Yeda has appealed the District Court's decision to the US Court
of Appeals. The future of the Plaintiff's 40 mg/ml Copaxone is now heavily
dependent on the decision of the Court of Appeals.

In a separate set of events, the US Patent Trial and Appeal Board (PTAB)
held that Mylan and Amneal were able to show that three of the five
patents were un-patentable. However, both parties can further raise the
PTAB decision in the Court of Appeals.

Exhibit 1: Chronology of Events

Year Event

1987 Yeda Grants exclusive worldwide license to Teva to develop Copaxone

2002 Teva gets USFDA approval for 20 mg/ml single dose prefilled syringes

2008 Mylan enters in to license and supply agreement with Natco Pharma for gCopaxone

2009 Mylan files ANDA for generic Copaxone (20 mg/ml strength)

2010 Teva files complaint against Mylan in the US District Court against 4 patent infringement of Copaxone
20mg/ml

Mylan files ANDA for generic Copaxone (40 mg/ml strength)

Teva and Yeda file patent infringement suits against Mylan and other generic players

2014
2015
2015
2017
Source: Company, IMS, ICICldirect.com Research

Approval vindicates Natco’s capability in complex generics

After a wait of almost eight years, the company has received approval for
this complex product. We believe this will be a huge sentimental booster
for the company after tanking almost ~30% from its high apparently due
to suspense over approval. We expect 20 mg/ml product to be launched
soon while the 40 mg/ml product may be launched in FY19. Natco will
supply the drug under cost plus profit sharing agreement and Mylan will
market it in the US. We arrive at an NPV per share of ¥ 37 and T 253 for
the 20 mg/ml and 40 mg/ml, respectively, leading to an overall price
target of ~¥ 1065 on an SOTP basis. We upgrade our rating to BUY. Any
unfavourable decision for Mylan by the US Court of Appeals and
incremental USFDA approvals to other players are likely limiting factors to
our revised target.

Mylan and Amneal file petition in US patent office against 3 patents of Copaxone 40 mg/ml
Mylan granted USFDA approval for both gCopaxone 20 mg/ml and 40 mg/ml strength
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Exhibit 2: Copaxone 40 mg/ml Patent Litigation

Patent Expiry  PTAB/ District court decision Current status

19/08/2030 District Court: Held invalid District Court: Decision appealed to

19/08/2030 PTAB: Held unpatentable the Court of ._l-\ppeals

19/08/2030 PTAB: Decision to be reheard

19/08/2030 District Court: Held invalid District Court: Decision appealed to
PTAB: Filed inter partes review the Court of Appeals

19/08/2030 District Court: Infringement suit filed District Court: Ongoing

Source: USFDA, IMS, ICICldirect.com Research
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Financial summary

(Year-end March) FY16 FY17E FY18E
Revenues 1,149.2 2,049.9 2,124.0
Growth (%) 39.3 78.4 3.6
Raw Material Expenses 329.2 627.3 608.6
Employee Expenses 184.2 242.7 269.6
Other expenses 366.1 511.7 570.0
Total Operating Expenditure 879.5 1,381.7 1,448.2
EBITDA 269.8 668.2 675.8
Growth(%) 26.4 141.7 1.1
Depreciation 50.9 54.4 60.0
Interest 229 18.4 25.6
Other Income 9.7 13.9 15.7
PBT 206.2 609.3 605.9
Total Tax 49.2 139.4 144.4
PAT before Ml 156.9 469.9 461.5
Minority Interest -1.4 -1.1 1.2
Adjusted PAT 157.8 470.9 460.3
Growth(%) 4.3 198.4 -2.3
EPS (Adjusted) 9.0 27.0 26.4
Source: Company, ICICldirect.com Research

Balance sheet

(Year-end March) FY16 FY17E FY18E
Equity Capital 34.8 349 34.9
Reserve and Surplus 1,263.5 1,603.1 1,948.3
Total Shareholders funds 1,298.3 1,638.0 1,983.2
Total Debt 98.4 221.6 221.6
Deferred Tax Liability 14.4 15.0 15.0
Minority Interest / Others 5.7 49 6.1
Long Term Provisions 12.5 21.9 21.9
Total Liabilities 1,429.3 1,901.4 2,247.8
Gross Block - Fixed Assets 971.2 1,154.3 1,504.3
Accumulated Depreciation 272.6 3217.0 387.0
Net Block 704.6 821.3 1,117.3
Capital WIP 211.8 336.3 336.3
Total Fixed Assets 916.4 1,163.6 1,453.6
Net Intangible Assets 8.9 5.8 5.8
Investments 21.0 32.2 52.2
Inventory 357.3 348.9 585.2
Debtors 261.6 475.2 326.3
Loans and Advances 103.8 78.7 78.7
Cash 45.1 244 441
Other Current Assets 435 116.6 116.6
Total Current Assets 811.3 1,043.8 1,150.9
Creditors 275.5 262.7 333.3
Provisions 49 1.8 1.8
Other Current Liabilities 114.2 140.4 140.4
Total Current Liabilities 394.6 404.9 475.5
Net Current Assets 416.8 638.9 675.4
LTL & A & Other Non CA 66.1 60.9 60.9
Application of Funds 1,429.2 1,901.4 2,247.8

Source: Company, ICICldirect.com Research

FY19E

1,930.5
9.1
579.1
306.1
602.6
1,487.9
442.6
-34.5
84.2
1.7
18.6
365.3
81.7
271.6
1.2
276.4
-40.0
15.8

% Crore

FY19E
34.9
2,155.6
2,190.5
121.6
15.0
1.3
21.9
2,356.3
1,684.3
41.2
1,2131
336.3
1,549.4
5.8
12.2
521.5
2941
78.7
93.8
116.6
1,110.7
300.4
1.8
140.4
442.6
668.1
60.9
2,356.3
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Cash flow statement Z Crore
(Year-end March) FY16 FY17E FY18E FY19E
Profit/(Loss) after taxation 158.3 470.9 460.3 276.4
Add: Depreciation 50.9 54.4 60.0 84.2
(Inc)/dec in Current Assets -296.7 -253.2 -87.4 89.9
Inc/(dec) in CL and Provisions 195.6 10.4 70.6 -32.9
CF from operating activities 108.1 282.5 503.5 417.6
(Purchase)/Sale of Fixed Assets -137.3 -298.5 -350.0 -180.0
(Increase)/Decrease in Investmer -19.3 11.2 -20.0 -20.0
Others 0.5 14.4 1.2 1.2
CF from investing activities -156.2 -295.2 -368.8 -198.8
Inc / (Dec) in Equity Capital 3171 0.1 0.0 0.0
Inc / (Dec) in Loan -4.8 14.1 0.0 0.0
Dividend & Dividend tax -23.1 -117.7 -115.1 -69.1
Others -209.4 95.6 0.0 -100.0
CF from financing activities 79.8 -8.0 -115.1 -169.1
Net Cash flow 31.8 -20.7 19.7 49.8
Opening Cash 13.4 45.1 24.4 441
Closing Cash 45.1 244 441 93.8
Free Cash Flow -29.2 -16.0 153.5 231.6

Source: Company, ICICldirect.com Research

(Year-end March) FY16 FY17E FY18E FY19E
Per share data (3)

Adjusted EPS 9.0 21.0 26.4 15.8
BV per share 74.4 93.9 113.7 125.5
Dividend per share 1.3 6.7 6.6 4.0
Cash Per Share 2.6 1.4 2.5 5.4
Operating Ratios (%)

Gross Profit Margins na 69.4 7.3 70.0
EBITDA Margins 235 32.6 31.8 229
PAT Margins 13.7 23.0 21.7 14.3
Inventory days 113.5 62.1 100.6 99.7
Debtor days 83.1 84.6 56.1 55.6
Creditor days 87.5 46.8 57.3 56.8
Asset Turnover 1.2 1.8 1.4 1.1
EBITDA Conversion Rate 40.1 42.3 745 94.4
Return Ratios (%)

RoE 12.2 28.8 23.2 12.6
RoCE 16.0 33.0 28.1 16.0
RolC 19.0 39.9 33.0 18.6
Valuation Ratios (x)

P/E 105.0 35.3 36.1 60.1
EV /EBITDA 61.7 25.2 24.9 31.6
EV / Net Sales 14.5 8.2 79 8.6
Market Cap / Sales 14.5 8.1 1.8 8.6
Price to Book Value 12.8 10.1 8.4 1.6
Solvency Ratios

Debt / EBITDA 0.4 0.3 0.3 0.3
Debt / Equity 0.1 0.1 0.1 0.1
Current Ratio 1.9 2.5 2.3 2.3

Source: Company, ICICldirect.com Research
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ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction;
Buy: >10%/15% for large caps/midcaps, respectively;

Hold: Up to +/-10%;

Sell: -10% or more;
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ANALYST CERTIFICATION
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views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related
to the specific recommendation(s) or view(s) in this report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, /inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities
Limited is a Sebi registered Research Analyst with Sebi Registration Number — INH000000990. ICICI Securities is a wholly-owned subsidiary of ICICI Bank which is India’s largest private sector bank and has
its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which
are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking
and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts
and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current.
Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended
temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this
company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any
loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment
in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in
respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned
in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any
compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts
and their relatives have any material conflict of interest at the time of publication of this report.

It is confirmed that Siddhant Khandekar CA-INTER, Mitesh Shah MS (Finance) Harshal Mehta MTech (Biotechnology) Research Analysts of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month
preceding the publication of the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report.

It is confirmed that Siddhant Khandekar CA-INTER, Mitesh Shah MS (Finance) Harshal Mehta MTech (Biotechnology) Research Analysts do not serve as an officer, director or employee of the companies
mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.
We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and
to observe such restriction.
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