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Numéro une in Australia

After the proposed merger of Apotex’s Australia
business, with almost 50% market share, STR will
become the largest generic player in the region. It
will also gain the priority access to 58% of
Australian pharmacies. Till now, three large generic
players have controlled more than 78% generic
market and pharmacy reach had become the major
barrier for any new entrant. With this merger, the
market is likely to become more opaque. STR, after
becoming the largest player in the market, will be
able to leverage its strong pharmacy reach to
launch new products with 50% assured market
share and can also become a preferred partner for
marketing niche generic opportunities in areas like
bio-similars/inhalers and Insulins. Hence, we
believe this business segment is likely to become a
sustainable cash generating unit for STR.

With improving traction in both Australia and US
geographies and fresh institutional orders for Anti-
malarial products, we believe the operating
performance of the overall business is likely to
show sharp improvement over next few quarters.
Maintain BUY rating with a TP of Rs 980 (16x FY20E
+ Rs 30/sh for biopharma).

® Small market with limited incumbents: In
comparison to any other regulatory market in the
world, the Australia pharma market is small with a
24mn population and AS 15bn in value. However, the
top three pharma players have captured 78% of the
generic market and STR (Arrow) is one of them. It
remains a key business for STR as it contributes 26%
on top line and ~30% on EBITDA in FY18E.
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®  Numero une in Australia: Post this merger, STR will
become the number one generic player in the market
with ~50% market share, followed by Mylan with
24%. STR will also gain access to 3200 pharmacies
(~1400 now). Together, they will have more than 300
products in their portfolio, but with large overlap. As
told by the management, the merger is yet to be
approved by competition commission. However,
regardless of any divestment which could be needed
for this merger to go through, STR is likely to get
majority stake in the merged entity. This is largely
because the profitability of Apotex business is
significantly lower than STR. STR has not disclosed
the share swap ratio for this merger yet.

®  Earnings accretive from first year: The merged entity
is likely to derive synergies from (1) complementary
IPs, (2) lower requirement of outsourcing and (3)
steep reduction in corporate costs. The management
believes this merger is likely to be earnings accretive
from the first year itself. We have not included this
merger in our estimates as we expect more clarity
from the management after the competition
commission approval.

Financial Summary

YE Mar (Rs bn) FY16 FY17 | FY18E FY19E FY20E
Net Sales 28.0 34.1 33.6 354 42.1
EBITDA 4.1 6.4 4.7 6.7 8.8
APAT 1.7 3.0 2.5 3.5 53
Adj. EPS (Rs/sh) 20.8 34.0 27.7 39.0 59.4
P/E (x) 31.7 10.2 22.7 14.6 9.6
RoE (%) 8.4 13.1 4.6 12.9 17.1

Source: Company, HDFC sec Inst Research
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In 2012, there were 6 major
players in the Australian
market providing a full range
of generics and 6 players with
a shorter range (including
Indian players like Aurobindo,
Cipla, Dr. Reddy’s).

The distribution focused
nature of the market
combined with a high cost of
operations has led to
significant consolidation.
Today, there are only 4 major
players with a full range of

generics

Australia Pharma market (APM)
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Market consolidation due to high cost of operation and competitive barriers
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No. Companies
(9]

1997

®m Full Range Generics

2002

Ascent

2007 2012

Short Range Generics

Ranbaxy
Generic Health
Pharmacor
Aurobindo
Dr Reddys
Cipla

Ranbaxy
Actavis
Pfizer
Aspen Arrow
Apotex Apotex
Mylan Mylan
Sandoz Sandoz

2017

Generic Companies — A Comparison

(11]
aned
sse

arrow

"

~
Tamneal

Strong share due to
Generic, Brand and OTC
portfolios

Portfolio of around 190
molecules

Decisions made locally

Amcal, Guardian,
Pharmacy Alliance, DDS &
PharmaSave

30+ Field force across
Generics and OTC
(incl. BDM's/Hospital)

1400 First Line Accounts
4000 Pharmacy Accounts

APOTEX

ADWVARGING GEMERIGS

[MmMylan
@ alphapharm

Market Leader (Retail)
Recently launched OTC
range

Maintains share due to
heritage relationships and
large portfolio

Portfolio of around 190
molecules

Decisions made locally

Portfolio of around 220
molecules

Decisions made overseas

Terry White, Chemmanrt,
Blooms &
Pharmacy Choice

Priceline & Soul Pattinson

30+ field force
across all states
{incl. KAM's/Hospital

Limited Field Force
Primary focus on 1= line
and Key accounts

1800 First Line Accounts
4000 Pharmacy Accounts

1200 First line Accounts

4500 Pharmacy Accounts

5. SANDOZ

Market Share largely from
Chemist Warehouse in retail

Portfolio of around 160
molecules with decisions
made overseas [Nowvartis)

Chemist Warehouse

15+ field force
plus Hospital KAM Team

600 First Line Accounts

1500 Pharmacy Accounts

Source: Company, HDFC Sec Inst Research
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Each of these leading four
players have aligned
themselves with various
banner and buyer groups.
Higher the pharmacies under
these groups more reliable is
business for these players

Vertical integration exhibit
explains how each of the
wholesalers has aligned
themselves with various
stakeholders in the value
chain

STRIDES SHASUN: COMPANY UPDATE

Generic Alignment: Banner And Buying Groups

Pharmacy
Alliance

Amcal

Guardian

DDS

Pharmasave
Caremore
Quality Pharmacy
Chemist King
SmarterPharm
Malouf Pharmacy
Capital Chemists
LiveLife Pharmacy
Calanna Pharmacy

1,100

Group Stores

APOTEX

ADVAMNCING GENERICES

TerryWhite
Chemmart
Pharmacy Choice
Advantage
Pharmacy 777
Optimal Pharmacy
Wizard

Cincotta

Mega Save
Blooms

U Pharmacy

IPG

1,400

Group Stores

@ alphapharm

. & » ® =

Priceline

Soul Pattinson

API Club Premium
Pharmacist Advice
Chemist Outlet
United Discount
Chemists
Chemsave
Mational Pharmacy
Chempro

900

Group Stores

S SANDOZ

Chemist
Warehouse
avic

Good Price
United Discount
Chemists

500
Group Stores

Vertical integration (from wholesaler’s perspective)

symbionT) afsigma

Healthcare

Generics:
Apotex

Generics:
Arrow

api

Generics:
Alphapharm

Wholesale:
Symbion

Wholesale:
Sigma & CHS

Wholesale:
APl & CH2

Data:
Intellipharm

J,

Data:
NostraData

Data:
PharmaData

Banners:
Terry White,
Chemmart,
Good Price

PharmaSave, DDS,
Pharmacy Alliance )

Banners:
Amcal, Guardian,

Banners:
Priceline,
Soul Pattinson

~75% of generic market

~ 95% of wholesale market

Ex-dispensary data vs IMS

~ 40% of pharmacy sales

Source: Company, HDFC Sec Inst Research
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Income Statement (Consolidated)
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Balance Sheet (Consolidated)

Year ending March (Rs mn) FY1l6 FY17 FY18E FY19E FY20E Year ending March (Rs mn) FY1l6 FY17 FY18E FY19E FY20E
Net Revenues 28,044 34,131 33,589 35,364 42,069 SOURCES OF FUNDS
Growth (%) 134.5 21.7 (1.6) 5.3 19.0 Share Capital - Equity 893 894 894 894 894
Material Expenses 15,023 15,362 16,123 15,737 18,300 Reserves 25,685 26,210 28,194 31,160 35,519
Employee Expenses 3,577 5,881 5,374 5,658 6,310 Total Shareholders Funds 26,579 27,104 29,088 32,055 36,413
Other Operating Expenses 5,304 6,459 7,390 7,250 8,624 Minority Interest 502 1,640 1,490 1,940 2,490
EBITDA 4,140 6,428 4,703 6,719 8,834 Long Term Debt 26,270 16,377 7,877 6,877 5,877
EBITDA Margin (%) 14.8 18.8 14.0 19.0 21.0 Short Term Debt 7,005 13,940 13,940 13,940 13,940
EBITDA Growth (%) 80.9 55.3 (26.8) 42.9 31.5 Total Debt 33,275 30,317 21,817 20,817 19,817
Depreciation 1,313 1,872 1,837 1,708 1,896 Net Deferred Taxes (502) 88 230 150 100
:5;::]1;” — 2,827 4,556 2,865 5,011 6,938 I())rt;\i:SNon-current Liabilities & 1833 4,855 5,120 5,500 5,650
Items) 921 168 1,000 1,200 1,500 TOTAL SOURCES OF FUNDS 61,686 64,004 57,744 60,461 64,469
Interest 1,682 2,269 2,150 1,492 1,321 APPLICATION OF FUNDS
Exceptional Items (414) (1,006) (225) - - Net Block 17,520 19,462 14,566 17,358 19,462
PBT 1,653 2,967 1,490 4,719 7,118 CWIP 8,149 7,802 7,500 5,250 3,150
Tax (Incl Deferred) 425 470 206 779 1,253 Goodwill 9,267 9,670 9,670 9,670 9,670
Profit/(loss) from discontinuing (232) 1,959 390 ) ) Investments 1,272 3,157 3,906 4,226 4,578
oper'atlons ' Other Non-current Assets 2,245 2,212 2,900 3,100 3,400
CP::';Q (r']‘;ss) of associate (47) 4 - - ; Total Non-current Assets 38452 42,302 38541 39,603 40,259
e 135 (462) 150 (450) (550) Cash & Equivalents 15,253 16,090 8,608 9,959 10,961
RPAT 1,085 3,997 2,254 3,490 5,315 Inventories 6,131 7,380 6,442 7,557 8,990
EO (Loss) / Profit (Net Of Tax) (645) 953 (225) ) ) Debtors 10,330 9,971 10,123 10,173 12,102
APAT 1,730 3,045 2,479 3,490 5,315 Other Current Assets 3,434 4,734 5,258 5,434 6,176
APAT Growth (%) 1836.0 75.9 (18.6) 40.8 52.3 Total Current Assets 19,896 22,084 21,822 23,164 27,267
Adjusted EPS (Rs) 20.8 34.0 27.7 39.0 59.4 Creditors 7,754 7,465 6,626 7,761 8774
Source: Company, HDFC sec Inst Research Other Current Liabilities & Provns 4,161 9,006 4,601 4,505 5,244
Total Current Liabilities 11,915 16,471 11,227 12,266 14,018
Net Current Assets 7,981 5,613 10,595 10,899 13,249

TOTAL APPLICATION OF FUNDS 61,686 64,005 57,744 60,461 64,469
Source: Company, HDFC sec Inst Research
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Cash Flow Key Ratios
Year ending March (Rs mn) FY16 FY17 FY18E FY19E FY20E Year ending March FY16 FY17 FY18E FY19E FY20E
Reported PBT 1,464 4,971 1,715 4,719 7,118 PROFITABILITY (%)
Non-operating & EO items 941 (1,599) 142 (80) (50) GPM 46.4 55.0 52.0 55.5 56.5
Interest expenses 995 1,521 2,150 1,492 1,321 EBITDA Margin 14.8 18.8 14.0 19.0 21.0
Depreciation 1,520 1,987 1,837 1,708 1,896 APAT Margin 5.7 10.3 3.8 11.1 13.9
Working Capital Change (3,417) (3,413) (5,406) (123) (2,501) RoE 8.4 13.1 4.6 12.9 17.1
Tax Paid (770) (586) (206) (779) (1,253) RolC (or Core RoCE) 10.8 12.0 7.4 11.2 14.4
OPERATING CASH FLOW (a) 732 2,881 233 6,937 6,531 RoCE 7.4 8.6 5.2 8.7 11.0
Capex (3,691) (6,823) 3,302  (2,250)  (1,900) EFFICIENCY
Free cash flow (FCF) (2,959)  (3,942) 3,535 4,687 4,631 Tax Rate (%) 20.5 11.8 12.0 16.5 17.6
Investments (18,506) (647) 4,369 (704) (755) Fixed Asset Turnover (x) 1.5 1.5 1.7 1.5 1.5
Non-operating Income 471 846 - - - Inventory (days) 79.8 78.9 70.0 78.0 78.0
Others (521) (427) - - - Debtors (days) 134.4 106.6 110.0 105.0 105.0
INVESTING CASH FLOW (b)) (22,248)  (7,051) 7,671  (2,954) (2,655) Other Current Assets (days) 40.7 36.4 46.2 47.0 45.6
Debt Issuance/(Repaid) 19,115 6,037 (8,500) (1,000) (1,000) Payables (days) 100.9 79.8 72.0 80.1 76.1
Interest Expenses (1,347) (2,370) (2,150) (1,492) (1,321) Other Current Liab & Provns days) 52.2 94.3 48.0 44.5 43.5
FCFE (3,748) (502) (2,747) 1,491 1,555 Cash Conversion Cycle (days) 101.8 47.8 106.2 105.4 108.9
Share Capital Issuance 12,264 165 (0) - 0 Debt/EBITDA (x) 8.0 4.7 4.6 3.1 2.2
Dividend (265) (451) (270) (524) (957) Net D/E (x) 1.1 1.0 0.7 0.6 0.2
Others (327) - 653 - - Interest Coverage (x) 2.2 2.8 1.8 4.2 6.4
FINANCING CASH FLOW ( c) 29,439 3,382 (10,268) (3,016)  (3,277) PER SHARE DATA (Rs)
NET CASH FLOW (a+b+c) 7,924 (788) (2,364) 968 599 EPS 18.0 55.9 25.2 39.0 59.4
EO Items, Others 195 (5,169) - - - Dividend 4.0 4.5 2.5 4.9 8.9
Closing Cash & Equivalents 11,107 5,151 930 1,898 2,496 Book Value 297.0 302.8 325.0 358.2 406.9
Source: Company, HDFC sec Inst Research VALUATION
P/E (x) 31.7 10.2 22.7 14.6 9.6
P/BV (x) 1.9 1.9 1.8 1.6 1.4
EV/EBITDA (x) 19.6 12.2 15.3 10.4 7.7
EV/Revenues (x) 2.9 2.3 2.1 2.0 1.6
OCF/EV (%) 0.9 3.7 0.3 9.9 9.5
FCF/EV (%) (3.6) (5.0) 4.9 6.7 6.8
FCFE/Mkt Cap (%) (7.3) (1.0) (5.4) 2.9 3.0
Dividend Yield (%) 0.7 0.8 0.4 0.9 1.6

Source: Company, HDFC sec Inst Research
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