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POWERING YOUR FINANCIAL GROWTH

VAI to Penem plant; Tazo-Pip sales may boost post Apotex recall

May 21, 2018 B Regulatory boost from USFDA for Penem plant in Bhiwadi: ARBP (Aurobindo)
received VAI status from USFDA post the company’s adequate address of the
Surajit Pal concerns on the Bhiwadi plant. The assigned status by USFDA is positive
surajitpal@plindia.com development for ARBP as the status implies that the plant is unlikely to receive [
+91-22-66322259 . . . . =)
warning letter. ARBP received three observations under Form-483s during the W]
regulator’s visit of the plant in March CY18. The plant is exclusive production -g_
facilities of Penem injectable and API. The observations were on the lighter side ?_.
and easier to address, which are: a)lack of written procedures for production 5
Rating BUY and process controls, b)employees lack training required to perform specialist |.|>.|
Price Rs505 functions in the plant and c)the laboratory control mechanisms are not drafted
Target Price Rs909 by the organisational unit.
Implied Upside 52.8%  m  strategic importance of the plant: ARBP filed ANDAs on four Penems from the
S?nsex 35,149 plant and currently supplies only Meropenem (Mkt size: US$98m) to US and
Nifty 10,683 multiple Penems to emerging markets. There are three Penems of ARBP are
(Prices as on February 08, 2018) under review including Doripenem (Mkt size: US$2m), Ertapenem (Mkt size:
USS$383m) and Imipenem/Cilastatin (Mkt size: US$S18m). While Ertapenem is
Trading data biggest opportunity among Penems, being a limited competition drug, other
Market Cap. (Rs bn) 173.8 pending filings in Penem might have been withdrawn due to miniscule market
Shares o/s (m) 292.0 . .
3M Avg. Daily value (Rs m) 15019 s?es. There are currently no unaddressed querle's from USFDA on Ertapenem
Major shareholders with ARBP and management expects US approval in near term. We expect ARBP
Promoters 51.87% to be among the first wave of approvals in Ertapenem generics in H1FY19E.
Foreign 17.99%
Domestic Inst. 15.64% Contd...2
Public & Other 14.50%
Stock Performance
(%) im 6M 12M
Absolute (4.0) (15.9) (2.1) —
Relative 6.1) (21.3) (16.7) Key financials (Y/e March) 2017 2018 2019E 2020E
How we differ from Consensus Revenues (Rs m) 148,448 162,910 176,776 194,386
EPS (Rs) oL Cons. % Diff Growth (%) 8.3 9.7 85 10.0
2019 16.7 43.4 76 EBITDA (Rs m) 31,892 35,759 39,421 43,348
2020 505 48.0 5.1 PAT (Rs m) 23,017 24,637 27,388 29,579
EPS (Rs) 39.3 42.0 46.7 50.5
Growth (%) 5.0 7.0 11.2 8.0
Price Performance (RIC: ARBN.BO, BB: ARBP IN)  Net DPS (Rs) 1.9 4.5 4.5 4.5
(Rs)
900 -~ Profitability & Valuation 2017 2018 2019E 2020E
e M EBITDA margin (%) 215 22.0 223 223
600 - RoOE (%) 27.6 23.5 21.4 19.3
igg I RoCE (%) 18.6 18.1 17.3 16.5
300 - EV / sales (x) 2.5 2.3 2.1 1.9
200 ~ EV / EBITDA (x) 11.8 10.5 9.4 8.4
ey PE (x) 15.2 14.2 12.7 11.8
5 5 5% 5 3 = 3 P/BV(x) 3.7 3.0 2.5 2.1
g R 8 8 = § Net dividend yield (%) 0.3 0.8 0.8 0.8
Source: Bloomberg Source: Company Data; PL Research
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B ARBP may expand market share post recall of Apotex in Tazo-Pip: With Apotex
recalled 36 lots of Tazo-Pip (3.375gm and 4.5gm/vial) in US due to elevated
levels of impurities, there could be a possibility of ARBP to boost its Rx share in
Tazo-Pip in near to medium term. While the recalled lot size is too small to

assume market share expansion in near term, the ongoing organisational
disarray in Apotex (promoted died with no heir apparent, CEO resigned with no
captain in the ship) may led to the lower supply from Apotex or regulatory
scanning from USFDA due to lingering of the issue. Currently, ARBP produces
Tazo-pip from Unit-12 and newly inducted Unit-16. ARBP received revenues of
USS$22m from Tazo-Pip in FY17 and expected to have revenues of USS30m in
FY18E. While it will be too early to discount the possibility in earnings estimates,
ARBP’s 9% Rx share in Tazo-Pip may gain from 16% Rx share of Apotex going
forward. We maintain Buy and retain TP at Rs909.

Exhibit 1: Tazo-Pip: ARBP's average 9% TRx share may gain from Apotex average TRx share of 21%

= Pfizer Wockhardt Apotex Aurobindo Fresensius Kabi
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Income Statement (Rs m)

Balance Sheet Abstract (Rs m)

Aurobindo Pharma

Y/e March 2017 2018 2019E 2020E  Y/e March 2017 2018 2019E 2020E

Net Revenue 148,448 162,910 176,776 194,386 Shareholder's Funds 93,719 115,883 140,186 166,680

Raw Material Expenses 64,343 71,273 75,925 83,489 Total Debt 33,641 34,687 29,835 26,058

Gross Profit 84,105 91,637 100,851 110,897 Other Liabilities 738 719 748 791

Employee Cost 17,678 18,735 19,887 21,868 Total Liabilities 128,098 151,289 170,768 193,530

Other Expenses 34,536 37,143 41,542 45,681 Net Fixed Assets 58,856 70,320 78,825 86,473

EBITDA 31,892 35,759 39,421 43,348 Goodwill 4,063 4,063 4,063 4,063

Depr. & Amortization 4,276 5,555 6,510 7,852 Investments — — — —

Net Interest 667 777 731 658 Net Current Assets 57,666 66,812 75,645 88,264

Other Income 3,610 3,826 4,056 4,299 Cash & Equivalents 5,135 8,857 9,816 11,578

Profit before Tax 30,558 33,253 36,235 39,138 Other Current Assets 86,927 90,618 97,975 105,965

Total Tax 7,596 8,646 8,878 9,589 Current Liabilities 34,396 32,663 32,146 29,278

Profit after Tax 22,962 24,607 27,358 29,549 Other Assets 7,514 10,093 12,236 14,729

Ex-Od items / Min. Int. — — — — Total Assets 128,098 151,289 170,769 193,530

Adj. PAT 23,017 24,637 27,388 29,579

Avg. Shares O/S (m) 585.9 585.9 585.9 585.9

EPS (Rs.) 39.3 42.0 46.7 50.5

Cash Flow Abstract (Rs m) Quarterly Financials (Rs m)

Y/e March 2017 2018 2019E 2020E Y/e March Q1FY18 Q2FY18 Q3FY18 QA4FY18E

C/F from Operations 32,786 25,776 24,451 24,549 Net Revenue 36,211 43,542 42,690 41,198

C/F from Investing (17,870)  (17,599)  (14,854)  (15,336)  EBITDA 7,839 10,356 9,585 9,143

C/F from Financing (19,154) (2,816) (8,669) (7,519) % of revenue 21.6 23.8 22.5 22.2

Inc. / Dec. in Cash (4,239) 5,361 929 1,695 Depr. & Amortization 1,312 1,321 1,381 1,422

Opening Cash 7,435 3,196 8,557 9,486 Net Interest 169 173 189 190

Closing Cash 3,196 8,557 9,486 11,181 Other Income 721 915 1,002 851

FCFF 23,627 1,187 9,004 11,558 Profit before Tax 7,080 9,778 9,017 8,382

FCFE 6,857 2,233 4,152 7,782 Total Tax 1,910 1,980 3,069 2,095
Profit after Tax 5,185 7,812 5,950 6,285
Adj. PAT 5,185 7,812 5,950 6,285

Key Financial Metrics Key Operating Metrics (Rs m)

Y/e March 2017 2018 2019E 2020E  Y/e March 2017 2018 2019E 2020E

Growth US Formulations 68,272 76,921 84,614 94,507

Revenue (%) 8.3 9.7 8.5 10.0 EU & ROW 40,327 43,536 47,562 52,765

EBITDA (%) 8.4 12.1 10.2 10.0 ARV formulations 11,854 13,276 14,604 16,312

PAT (%) 5.1 7.0 11.2 8.0 APls 30,420 29,151 29,971 30,776

EPS (%) 5.0 7.0 11.2 8.0 Source: Company Data, PL Research.

Profitability

EBITDA Margin (%) 215 22.0 223 223

PAT Margin (%) 15.5 15.1 15.5 15.2

RoCE (%) 18.6 18.1 17.3 16.5

RoOE (%) 27.6 235 214 19.3

Balance Sheet

Net Debt : Equity 0.3 0.2 0.1 0.1

Net Wrkng Cap. (days) 173 173 173 180

Valuation

PER (x) 15.2 14.2 12.7 11.8

P /B (x) 3.7 3.0 2.5 2.1

EV / EBITDA (x) 11.8 10.5 9.4 8.4

EV / Sales (x) 2.5 2.3 2.1 1.9

Earnings Quality

Eff. Tax Rate 24.9 26.0 24.5 24.5

Other Inc / PBT 11.8 115 11.2 11.0

Eff. Depr. Rate (%) 8.2 7.3 7.0 7.3

FCFE / PAT _ 29.8 9.1 15.2 26.3

Source: Company Data, PL Research.
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Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209

Rating Distribution of Research Coverage PL’s Recommendation Nomenclature

50% - 43.8% 43.8% BUY : Over 15% Outperformance to Sensex over 12-months
Accumulate ¢ Outperformance to Sensex over 12-months

40%
() ° 1
a0 Reduce ¢ Underperformance to Sensex over 12-months
S

0, -
% 30% Sell : Over 15% underperformance to Sensex over 12-months
o
= 20% A 12.5% Trading Buy : Over 10% absolute upside in 1-month
‘6 . 0
% 10% A Trading Sell : Over 10% absolute decline in 1-month
x o 0.0% Not Rated (NR) : No specific call on the stock
o T T T T 1
BUY Accumulate Reduce Sell Under Review (UR) :  Rating likely to change shortly

DISCLAIMER/DISCLOSURES
ANALYST CERTIFICATION

We/I, Mr. Surajit Pal (PGDBA, CFA, M.Com), Research Analysts, authors and the names subscribed to this report, hereby certify that all of the 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:

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for third party financial products. PLis a
subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking, investment banking, financial services (margin funding) and distribution of third
party financial/other products, details in respect of which are available at www.plindia.com

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported or copied or made available to
others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness of the same. Neither PL nor any of its
affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or otherwise of any investments will depend
upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions of securities of companies
referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PLis in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month immediately preceding the date of
publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

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

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.
PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months
PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or other benefits from the subject
Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest at the time of publication of this report.

It is confirmed that Mr. Surajit Pal (PGDBA, CFA, M.Com), 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.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his
or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein,
and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all o
the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an advisor or lender/borrower to the subject company or may have any
other potential conflict of interests with respect to any recommendation and other related information and opinions.

DISCLAIMER/DISCLOSURES (FOR US CLIENTS)

ANALYST CERTIFICATION

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately reflect his or her or their personal
views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific recommendation or views expressed in this research report

Terms & conditions and other disclosures:

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are
resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to
satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and
trading securities held by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and
interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon
this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors, Prabhudas
Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.
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