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Ajanta Pharmaceuticals (AJAPHA) <1024

Weak exports weigh down performance...

e Ajanta Pharma’s Q3FY19 results were below I-direct estimates on all
fronts mainly due to lower-than-exacted export formulation sales

o Revenues declined 17.4% YoY to ¥ 485.1 crore (l-direct estimate:
¥ 522.6 crore) due to 26.7% YoY decline in export formulations to
¥ 304 crore (l-direct estimate: ¥ 344.5 crore). Domestic revenues
grew 8.7% YoY to X 174 crore

e EBITDA margins declined to 22.1% from 33.6% in Q3FY18 (l-direct
estimates: 25.4%) due to lower gross margins and higher
expenditure pertaining to new plants commissioned. EBITDA
declined 45.7% YoY to % 107.3 crore (I-direct estimate: I 132.7 crore)

e Net profit declined 54.6% YoY to T 66.9 crore (l-direct estimate:
¥ 95.8 crore) mainly due to a weaker operational performance

Domestic formulations - Focus on new launches, few therapies

Domestic formulations comprise ~30% of FY18 revenues. The main
distinguishing factor is the uncanny knack of launching maximum number
of first time launches with focus on new drug delivery system (NDDS).
Out of 270+ actively marketed brands, ~60% were introduced for the first
time in India. Focus on specialty therapies and niche product led Ajanta
Pharma (APL) to post a strong 17% CAGR in FY14-18, thus outpacing
industry growth comprehensively. However, a slowdown in dermatology
segment due to increased competition in existing products and slow
offtake in new launches may impact near term growth, to some extent.
We expect domestic formulations to grow at ~11% CAGR in FY18-21E to
% 856 crore driven by a mix of existing products & new launches.

Export traction mainly from emerging markets; US segment shaping up

Export comprise 67% of FY18 revenues. APL is currently deriving export
revenues from emerging markets such as Africa (Franco Africa), Asia and
from the US. In emerging markets, as opposed to the common practice of
forging alliances with regional pharmaceutical players, APL's front-end
marketing team interacts directly with doctors. The US foray is also
getting momentum. Overall export formulations have grown at 16%
CAGR in FY14-18 to ¥ 1460 crore. However, due to a sharp reduction in
African tender due to a reduction in overall procurement, export
formulations are likely to grow at a slower pace at 5% CAGR in FY18-21E.

One of the best matrices among peers

With focus on niche therapies in domestic formulations and a calculated
approach in exports market, APL remains an interesting candidate from
the midcap pharma space with high growth rates, strong margins,
commendable return ratios along with a lighter balance sheet.

Ex-tender portfolio looks promising; poised to fill tender vacuum...

A weak Q3 performance was due to a sharp fall in export formulations led
by high base of channel filling in branded businesses in Asia, Africa
besides shrinkage of Africa tender business. While tender business may
remain subdued, the branded business is expected to grow at low double
digit in FY20. On the domestic front, the company expects higher than
industry growth in FY20E. The US business is expected to grow 20-25%,
albeit on a lower base. Overall, we expect some slowdown in sales but
improvement in profitability on the back of better operating leverage and
tax benefits. We roll over our estimates to FY21 and accordingly arrive at
our new target price of ¥ 1100 based on 18x FY21E EPS of ~X 61.
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Variance analysis

Q3FY19 Q3FY19E Q3FY18 Q2FY19 YoY (%) QoQ (%) Comments

Revenue 485.1 522.6 587.1 544.1 -17.4 -10.8  YoY decline and miss vis-a-vis I-direct estimates mainly due to sharp fall in export
formulations

Raw Material Expenses 97.9 92.0 110.0 95.9 -11.0 2.0

Employee Expenses 112.8 109.8 95.2 105.8 18.4 6.6 YoY increased mainly due to commissioning of new plants

Other Expenditure 167.1 188.1 184.3 176.2 9.3 -5.2  Included forex loss of X 8 crore

Total Operating Expenditure 371.8 389.9 389.6 371.9 -3.0 0.0

EBITDA 107.3 132.7 197.5 166.2 -45.7 -35.4  YoY decline and miss vis-a-vis |-direct estimates mainly due to higher cost related
to new plants, lower gross margins and negative operating leverage

EBITDA (%) 22.1 25.4 33.6 30.5-1152 bps -843 bps

Interest 0.1 0.0 0.1 0.1 -35.7 -30.8

Depreciation 18.7 18.8 15.0 17.5 24.6 6.7

Other income 4.4 14.6 15.2 15.2 -70.9 -1

PBT before EO 93.0 128.6 197.5 163.8 -52.9 -43.3

Less: Exceptional ltems 0.0 0.0 0.0 0.0 0.0 0.0

PBT 93.0 128.6 197.5 163.8 -52.9 -43.3

Tax 26.1 32.8 50.1 38.5 -47.9 -32.2

MI & Share of loss/ (gain) asso. 0.0 0.0 0.0 0.0 0.0 0.0

Adj. Net Profit 66.9 95.8 147.5 125.4 -54.6 -46.6  YoY decline and miss vis-a-vis |-direct estimates mainly due to a below expected

operational performance and other income

India 174.0 178.1 160.0 179.0 8.7 -2.8  YoY growth mainly driven by 13% growth in cardiology segment to ¥ 72 crore and
50.5% growth in pain management segment to X 14 crore

Africa 114.0 120.3 180.0 136.0 -36.7 -16.2  Sharp fall and miss vis-a-vis |-direct estimates mainly due to de-growth in branded
business led by high base due to channel filling in Q3FY18 and de-growth in
African tender business

Asia 121.0 141.7 161.0 135.0 -24.8 -10.4  Sharp fall and miss vis-a-vis I-direct estimates mainly due to de-growth in branded

business led by high base due to channel filling in Q3FY18
us 66.0 80.5 71.0 80.0 -1.0 -17.5
Source: Company, ICIC/ Direct Research

Change in estimates

FY19E FY20E
(T Crore) Old New % Change Old New % Change
Revenue 2,113.1  2,041.2 34 23516 2,246.3 -4.5
EBITDA 605.6 551.3 -9.0 719.9 623.3 -13.4
EBITDA Margin (%) 28.7 27.0 -169 bps 30.6 27.7 -285bps Changed as per management guidance
PAT 432.1 380.8 -11.9 532.6 446.1 -16.2
EPS (%) 48.9 43.1 -11.8 60.3 50.5 -16.3 Changed as per management guidance

Source: Company, ICIC/ Direct Research

Current Earlier
(X crore) FY17 FY18  FY19E  FY20E  FY19E  FY20E
Branded - domestic 593.0 603.0 658.6 736.1 695.1 801.5 Changed as per management guidance
Africa 712.0 738.0 505.0 539.1 511.8 556.0 Changed as per management guidance
Asia 418.0 493.0 527.6 580.3 550.9 617.0 Changed as per management guidance
us 185.0 193.0 271.4 347.8 299.1 372.1 Changed as per management guidance

Source: Company, ICIC/ Direct Research
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Company Analysis

Established in 1973, APL is mainly into exports as well as domestic
formulations. As of FY18, the exports: domestic formulation ratio was at
67:33. The company owns five manufacturing facilities- four in
Aurangabad, Maharashtra and one in Mauritius. Of these five facilities,
only one in Aurangabad is an API facility. The rest are all formulations.
Consolidated revenues, EBITDA and PAT have grown at a CAGR of 15%,
16% and 57%, respectively, in FY14-18. APL had come out with a maiden
IPO in March 2000. It raised ¥ 68 crore, which was earmarked for capacity
expansion and debt repayment.

Domestic formulations constitute 30% of the total consolidated turnover
(FY18). This segment has been further segregated into two sub-
segments- 1) branded formulations and 2) institutional business. Initially,
the company was catering to the institutional business. The institutional
sub-segment accounts for ~4% of domestic formulations and is mainly
confined to government and institutional tenders. It is only in the last 10
years that the focus shifted to the branded formulations business, which
now accounts for ~96% of domestic formulations.

The company focuses on only a few so called specialty therapies —
ophthalmology, dermatology and cardiology. Together, these therapies
constitute ~94% of domestic branded formulations. APL invested heavily
in the technology and field force, especially in the first five years after the
changed focus. The focus was also to offer novel delivery system. From
¥ 17 crore in FY05, branded formulations have grown to ¥ 603 crore in
FY18. Till date, the company has launched 270+ products out of which
60% are first time launches. The current MR strength is 3000+. Overall,
domestic branded formulations have grown at 17% CAGR in FY14-18 to
% 603 crore. The company has only one product under the National List of
Essential Medicines (NLEM) 2011 list.

Export formulations constitute 67% of total revenue (FY18). Exports are
mainly confined to emerging markets and constitute branded generics.
APL exports its products in ~31 emerging markets with a significant
presence in Franco African countries and Philippines.

Africa accounts for ~54% of export formulations followed by Asia. The
company also participates in anti-malarial tenders in Africa. It operates
through 710+ MRs in these emerging markets. APL owns a portfolio of
1395 registered brands in these markets encompassing major therapies
such as anti-infectives, anti-malarials, ophthalmic, dermatology,
cardiovascular, Gl, etc. The company also has a marginal presence in
Latin America. It has also forayed into regulated markets such as US
where it has filed 40 ANDAs and received approvals for 20. Overall export
formulations have grown at 16% CAGR in FY14-18 to ¥ 1432 crore.

We expect revenues to grow at a CAGR of just 6% to T 2507 crore in
FY18-21E, mainly due to a sharp reduction in the African tender business
opportunity. Due to this, the exports business growth is likely to grow at
5% CAGR over FY18-21E. The domestic formulations segment is likely to
register a CAGR of 11% during the same period, driven by branded
formulations.
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Exhibit 1: Revenue growth trend
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Exhibit 2: Domestic formulation likely to grow at CAGR of 11% in FY18-21E
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Exhibit 3: Exports to grow at CAGR of 5% in FY18-21E
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Exhibit 4: Derma sales (domestic) to grow at 3.9% CAGR in FY18-21E
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Exhibit 5: Cardio sales (domestic) to grow at CAGR of 15% in FY18-21E
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Exhibit 6: Ophthalmic sales (domestic) at 6% CAGR in FY18-21E Exhibit 7: Institutional domestic business
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Exhibit 8: Africa sales exports decline at 7.5% CAGR in FY18-21E Exhibit 9: Asia exports growth at 9% CAGR in FY18-21E
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Exhibit 10: EBITDA to grow at 3% CAGR in FY18-21E
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Exhibit 11: Net profit to grow at 14.8% CAGR in FY18-21E
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Exhibit 12: Trends in return ratios
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Exhibit 13: Trends in quarterly financials

Q3FY16 Q4FY16 QTFY17 Q2FY17 Q3FY17 Q4FY17 Q1FY18 Q2FY18 Q3FY18 Q4FY18 Q1FY19 Q2FY19 Q3FY19 YoY (%) QoQ (%)

Net Sales 4696 4192 4542 5024 5150 4561 4630 5284 5750 530.3 511.0 5441  485. -15.6 -10.8
Other Operating Income 11 6.5 16.8 13.4 18.1 20.7 21.0 12.0 121 0.0 0.0 0.0 00 -100.0 #DIV/0!
Total Operating Income 476.6 4257 4710 5158 533.1 4768 4840 5404 587.1 5303 511.0 5441 4851 -17.4 -10.8
Raw Material Expenses 115.5 95.5 99.4 116.6 106.4 923 936 109.0 1100 93.8 84.1 95.9 97.9 -11.0 2.0
% of Revenue 24.2 224 211 226 20.0 19.3 19.3 20.2 18.7 1.7 16.5 17.6 20.2 144 bps 255 bps
Gross Profit 361.2 3303 3717 3993 4267 3846 3904 4314 4771 4366 4269 4482 3872 -18.8 -13.6
Gross Profit Margin (%) 75.8 776 789 714 80.0 80.7 80.7 798 813 82.3 83.5 824  79.8 -144bps -255 bps
Employee Expenses 64.8 69.0 70.3 722 714 75.5 86.7 89.4 952 1052 1048 1058 112.8 18.4 6.6
% of Revenue 13.6 16.2 14.9 14.0 14.5 15.8 17.9 16.5 16.2 19.8 20.5 19.4 23.2 703bps 381 bps
Other Expenditure 1325 1207 1403 1544 1713 1482 1621 1582 1843 1919 1646 1762 167.1 9.3 5.2
% of Revenue 21.8 28.3 29.8 299 321 311 335 29.3 314 362 322 324 345 305bps 207 bps
Total Expenditure 312.8 2851 3099 3431 3551 3159 3424 3567 3896 3908 3535 3779 3778 -3.0 0.0
% of Revenue 65.6 67.0 65.8 66.5 66.6 66.3 70.8 66.0 66.4 737 69.2 69.5  77.9 1152bps 843 bps
EBITDA 1639 1406 1611 1727 1780 1609 1416 1837 1975 1395 1575 166.2 107.3 -45.1 -35.4
EBITDA Margin (%) 344 330 342 335 334 337 292 340 336 26.3 308 305 22.1 -1152 bps  -843 bps
Other Income 2.3 2.6 5.5 6.7 19.2 24 1.5 9.2 15.2 5.2 8.1 15.2 4.4 -70.9 -1
Interest 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1 0.0 0.0
Depreciation 1.7 121 13.0 14.0 15.3 18.9 13.4 14.6 15.0 16.6 17.2 17.5 18.7 24.6 6.7
PBT (bef Excep's) 1534 130.1 1525 1644 180.8 1433 1286 177.3 196.6 127.1 1474 1629 92.0 -53.2 -43.5
Less: Exceptional ltems 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

PBT 1534 130.1 1525 1644 180.8 1433 1286 177.3 196.6 127.1 1474 1629 92.0 -53.2 -43.5
Total Tax 38.7 249 385 345 38.5 30.0 239 46.4 50.1 335 425 38.5 26.1 -47.9 -32.2
Tax rate (%) 25.2 19.1 25.2 21.0 213 20.9 18.6 26.2 255 26.4 28.8 23.6 28.3 287bps 473 bps
PAT 1143 1075 1220 1307 1426 1140 948 1319 1475 945 1058 1254 66.9 -54.6 -46.6
PAT Margin (%) 240 253 25.9 253 26.7 239 19.6 244 25.1 17.8 20.7 23.0 13.8 -1133 bps  -925 bps

Source: Company, ICIC/ Direct Research
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SWOT Analysis

Strengths - Industry beating growth on a consistent basis, focused
approach in the exports space, high return ratios, knack of launching new
products on a consistent basis.

Weakness - High product concentration.

Opportunities - US generics space.

Industry specific threats - Increased USFDA scrutiny across the globe
regarding cGMP issues, pricing pressure due to client consolidation.
Increased competition in the domestic formulations space.

Conference call highlights

e The management has guided for 10-12% of sales growth for
FY20 and EBITDA margins improvement of ~150 bps

e The management has guided for domestic growth of 10-12%
for FY20

e Asia branded formulations and Africa branded formulations
are expected to grow ~10% in FY20 as per management
guidance

e US growth can be in the range of 20-22% for FY20

e Current capacity utilisation at Dahej, Guwahati facilities is in
the range of 18-20%. It is likely to improve to 45-50% in FY20

¢ The management expects tax rate to go down by 100-150 bps
due to higher capacity utilisation at Dahej and Guwahati

Exhibit 14: Facilities

Location Segment Regulatory Approvals Type

Paithan, India (3 Formulations US FDA, UK MHRA, health authorities tablets, capsules,

Aurangabad facilities) of Brazil and Colombia, WWHO pre- ointments, injections and
qualification dry powder

Mauritius Formulations

Dahej (upcoming) Formulations US FDA

Guwahati (upcoming) Formulations

Aurangabad AP WHO

Source: Company, ICIC/ Direct Research
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Exhibit 15: One year forward PE
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Exhibit 16: One year forward PE of company vs. CNX Pharma Index
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Exhibit 17: Valuation
Revenues Growth EPS Growth P/E EV/EBITDA RoE RoCE
( crore) (%) ) (%) (x) (X) (%) (%)
FY18 2131 6.5 53.0 -15 19.3 13.3 23.0 30.0
FY19E 2041 -4.2 43.1 -18.7 23.8 15.7 16.4 21.6
FY20E 2246 10.1 50.5 171 20.3 13.4 16.8 21.7
FY21E 2507 11.6 61.1 21.0 16.8 1.3 17.6 224

Source: Company, ICIC/ Direct Research
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Recommendation history vs. Consensus
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Source: Reuters, Company, ICICI Direct Research; Initiated on September 22, 2014

Date Event

Jun-08 Commissions dedicated R&D facility in Kandivali, Mumbai

Mar-09 Enters the Philippines market via incorporation of a subsidiary

Mar-09 USFDA approves Paithan faciliy

Mar-10 Acquires formulation facility near Aurangabad to cater to ROW markets
Dec-12 Enters regulated markets with first product approval in the US and one for Europe.
Mar-13 Launches first product in the US

Jan-15 Board approves subdivision of sharesfrom % 5 to ¥ 2

Mar-16 Aurangabad facility receives EIR with no observations

Mar-16 Dahej facility receives one USFDA 483 observation

Apr-17 USFDA clears Dahej facility without any Form 483 observations

Jun-18 USFDA clears Dahej facility without any Form 483 observations

Source: Company, ICIC/ Direct Research

Top 10 Shareholders Shareholding Pattern

Rank Top Investors (As of Latest Filing) Top Investors (As Top Inve Top Investors Top Investors (As off (in %) Dec-17 Mar-18 Jun-18 Sep-18 Dec-18
1 Agrawal (Ravi P) 31-Dec 0.1 12.8m 0.0m Promoter 70.7 70.7 70.5 70.5 70.5
2 Agrawal (Rajesh) 31-Dec 0.1 12.7m 0.0m Others 29.3 29.3 29.5 29.5 29.5
3 Agrawal (Yogesh Mannalal) 31-Dec 0.1 12.7m 0.0m
4 Agrawal (Ayush Madhusudan) 31-Dec 0.1 12.7m 0.0m
5 Gabs Investments Pvt. Ltd. 31-Dec 0.1 8.4m 0.0m
6 Matthews International Capital Management, L. 31-Dec 0.0 3.2m 0.1m
7 Motilal Oswal Asset Management Company Ltc 31-Dec 0.0 2.8m 0.5m
8 Ganga Exports 31-Dec 0.0 2.4m 0.0m
9 SBI Funds Management Pvt. Ltd. 31-Dec 0.0 2.0m -0.2m

10 UTI Asset Management Co. Ltd. 30-Sep 0.0 1.5m 0.0m

Source: Reuters, ICIC/ Direct Research

Recent Activity
Buys Sells

Investor name Value (§)  Shares Investor name Value (§)  Shares
Motilal Oswal Asset Management Company Ltd. 8.2m 0.5m SBI Funds Management Pvt. Ltd. -3.1m -0.2m
ICICI Prudential Asset Management Co. Ltd. 6.1m 0.4m IDFC Asset Management Company Private Limited -0.7m 0.0m
Reliance Nippon Life Asset Management Limited 3.2m 0.2m DHFL Pramerica Asset Managers Private Limited -0.6m 0.0m
Matthews International Capital Management, L.L.C. 2.4m 0.1m L&T Investment Management Limited -0.3m 0.0m
Invesco Asset Management (India) Private Limited 2.0m 0.1m UTI Asset Management Co. Ltd. -0.1m 0.0m

Source: Reuters, ICICI Direct Research
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Financial summary

Profit and loss statement

(Year-end March)/ (% crore) FY18 FY19E FY20E
Total Operating Income 2,130.9 2,041.2 2,246.3
Growth (%) 6.5 -4.2 10.1
Raw Material Expenses 406.4 378.1 449.3
Gross Profit 1,724.5 1,663.0 1,797.1
Gross Profit Margins (%) 80.9 81.5 80.0
Employee Expenses 376.5 433.5 446.5
Other Expenditure 689.6 678.3 721.3
Total Operating Expenditure 1,472.5 1,489.9 1,623.0
EBITDA 658.4 551.3 623.3
Growth (%) 4.4 -16.3 13.1
Interest 0.4 0.4 0.1
Depreciation 59.6 72.0 84.0
Other Income 24.2 32.3 41.8
PBT before Exceptional ltems 622.6 511.2 587.0
Less: Exceptional ltems 0.0 0.0 0.0
PBT after Exceptional Items 622.6 511.2 587.0
Total Tax 153.9 130.3 140.9
PAT before MI 468.6 380.8 446.1
PAT 468.6 380.8 446.1
Growth (%) -1.5 -18.7 17.1
EPS (Adjusted) 53.0 43.1 50.5
Source: Company, ICICI Direct Research

Balance sheet

(Year-end March) FY18 FY19E FY20E
Equity Capital 17.7 17.7 17.7
Reserve and Surplus 2,023.7 2,309.5 2,644.3
Total Shareholders funds 2,041.4 2,327.2 2,662.0
Total Debt 1.0 1.0 1.0
Deferred Tax Liability 24.4 249 25.4
Long-Term Provisions 13.2 13.4 13.7
Other Non Current Liabilities 0.0 0.0 0.0
Source of Funds 2,079.9 2,366.5 2,702.1
Gross Block - Fixed Assets 1,417.2 1,592.2 1,767.2
Accumulated Depreciation 364.6 436.6 520.5
Net Block 1,052.7 1,155.7 1,246.7
Capital WIP 61.3 136.3 211.3
Fixed Assets 1,114.0 1,292.0 1,458.0
Investments 190.0 340.0 490.0
Other non-Current Assets 80.8 82.4 84.1
Inventory 350.6 3359 276.9
Debtors 492.0 471.3 400.0
Other Current Assets 108.0 110.1 112.3
Cash 90.6 72.3 196.5
Total Current Assets 1,041.2 989.6 985.8
Creditors 249.6 239.1 215.4
Provisions 28.8 29.3 29.9
Other Current Liabilities 67.7 69.0 70.4
Total Current Liabilities 346.1 3375 315.7
Net Current Assets 695.2 652.1 670.0
Application of Funds 2,079.9 2,366.5 2,702.1

Source: Company, ICIC/ Direct Research

< crore

FY21E
2,507.3
11.6
501.5
2,005.8
80.0
482.9
796.3
1,780.6
726.7
16.6
0.1
92.7
62.7
696.6
0.0
696.6
156.7
539.9
539.9
21.0
61.1

< crore

FY21E

17.7
3,049.4
3,067.1

1.0
25.9
14.0

0.0

3,108.0

1,942.2
613.3
1,328.9
286.3
1,615.3
640.0
85.7
309.1
446.5
114.6
239.6
1,109.8
240.4
30.5
7.8
342.7
767.0
3,108.0
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Cash flow statement < crore
(Year-end March)/ (% crore) FY18 FY19E FY20E FY21E
Profit/(Loss) after taxation 483.0 380.8 446.1 539.9
Add: Depreciation & Amortizatic 59.6 72.0 84.0 92.7
Net Increase in Current Assets -346.9 33.3 128.0 -80.9
Net Increase in Current Liabilitie 86.9 -8.6 -21.8 27.0
Others 0.4 0.4 0.1 0.1
CF from Operating activities 283.0 478.0 636.4 578.8
Investments 10.6 -150.0 -150.0 -150.0
(Purchase)/Sale of Fixed Assets -262.6 -250.0 -250.0 -250.0
Others -5.9 -0.9 -0.9 -0.9
CF from Investing activities -258.0 -400.9 -400.9 -400.9
(inc)/Dec in Loan 0.5 0.0 0.0 0.0
Dividend & Dividend tax -0.3 -95.0 -111.3 -134.7
Other -0.4 0.4 -0.1 -0.1
CF from Financing activities -0.2 -95.4 -111.4 -134.8
Net Cash Flow 24.8 -18.3 124.2 43.1
Cash and Cash Equivalent 65.8 90.6 72.3 196.5
Cash 90.6 72.3 196.5 239.6
Free Cash Flow 20.4 228.0 386.4 328.8

Source: Company, ICICI Direct Research

(Year-end March) FY18 FY19E FY20E FY21E
Per share data ()

Reported EPS 53.0 43.1 50.5 61.1
Cash EPS 53.0 323 37.9 45.9
BV per share 231.1 263.4 301.3 347.2
Cash per Share 10.3 8.2 22.2 271
Dividend per share 0.0 10.8 12.6 15.2
Operating Ratios (%)

Gross Profit Margins 80.9 81.5 80.0 80.0
EBITDA margins 30.9 21.0 21.7 29.0
PAT Margins 22.0 18.7 19.9 215
Cash Conversion Cycle 101.6 101.6 75.0 75.0
Asset Turnover 1.5 1.3 1.3 1.3
EBITDA conversion Rate 43.0 86.7 102.1 79.6
Return Ratios (%)

RoE 23.0 16.4 16.8 17.6
RoCE 30.0 21.6 21.7 224
RolC 34.3 26.3 29.8 325
Valuation Ratios (x)

P/E 19.3 23.8 20.3 16.8
EV / EBITDA 13.3 15.7 13.4 11.3
EV / Net Sales 41 4.2 3.7 33
Market Cap / Sales 4.2 4.4 4.0 3.6
Price to Book Value 44 3.9 3.4 2.9
Solvency Ratios

Debt / EBITDA 0.0 0.0 0.0 0.0
Debt / Equity 0.0 0.0 0.0 0.0
Current Ratio 2.7 2.7 2.5 2.5
Quick Ratio 1.7 1.7 1.6 1.6

Source: Company, ICIC/ Direct Research
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ICICI Direct coverage universe (Healthcare)
Company I-Direct CMP TP Rating M Cap EPS R) PE(x) RoCE (%) RoE (%)
Code R) R (Cr) FY17 FY18 FY19E FY20E FY17 FY18 FY19E FY20E FY17 FY18 FY19E FY20E FY17 FY18 FY19E FY20E

Ajanta Pharma AJAPHA 1024 1,225 Buy 9013.1 57.4 530 431 505 178 193 238 203 413 300 216 217 323 230 164 16.8
Alembic Pharma ~ ALEMPHA 603 620 Hold 113694 212 219 304 271 285 276 199 223 253 180 199 172 210 186 214 16.6
Apollo Hospitals APOHOS 1316 1,440 Buy 183047 159 85 26,6 482 828 1556 494 273 61 63 98 137 6.0 3.6 104 164
Aurobindo Pharma  AURPHA 782 915 Buy 45835.6 38.8 41.6 426 53.1 202 188 184 147 244 200 180 16.7 242 207 178 184

Biocon BIOCON 650 760 Buy 38991.0 85 62 128 173 767 1047 508 375 94 81 131 154 105 72 128 15.0
Cadila Healthcare  CADHEA 319 415 Buy 326932 145 175 165 189 220 182 193 169 131 167 142 131 214 205 168 168
Cipla CIPLA 506 510 Hold 40750.7 125 183 175 231 405 276 288 219 77 96 110 139 80 104 92 11.0
Divi's Lab DIVLAB 1498 1,700 Buy 39776.5 39.9 333 550 655 375 450 272 229 253 200 268 263 19.8 149 207 205

Dr Reddy's Labs DRREDD 2664 2,700 Buy 442206 780 57.0 97.0 1348 342 467 275 198 73 61 89 119 105 72 112 137
Glenmark Pharma ~ GLEPHA 641 660 Hold 18096.9 422 285 329 368 152 225 195 174 195 146 160 152 265 156 149 145
Indoco Remedies  INDREM 189 195 Hold 17416 84 48 -18 74 226 391 -1036 255 87 65 -01 83 118 66 -26 94
Ipca Laboratories ~ IPCLAB 782 845 Buy 98744 154 19.0 324 423 507 412 241 185 87 91 138 171 7.9 89 135 154
Jubilant Life JUBLIF 707 920 Buy 11262.0 369 413 625 766 191 171 113 92 138 149 194 213 168 157 194 194
Lupin LUPIN 873 870 Hold 39517.1 56.7 208 27.6 39.1 154 421 316 223 166 104 104 124 190 69 86 11.0
Narayana Hrudalay: NARHRU 188 270 Buy 38420 41 25 23 66 455 751 809 285 125 63 7.1 120 88 49 44 111
Natco Pharma NATPHA 686 860 Buy 12667.1 263 37.7 41.7 249 26.0 182 165 275 336 274 266 148 295 227 212 116
Sun Pharma SUNPHA 416 460 Hold 99809.6 29.0 130 147 211 143 321 284 197 203 98 102 133 190 82 88 115
Syngene Int. SYNINT 575 675 Buy 114990 144 153 163 175 408 384 359 335 16.0 159 168 165 203 17.7 16.1 14.8

Torrent Pharma TORPHA 1836 2,175 Buy 31070.8 55.2 40.1 523 649 333 458 351 283 189 112 142 171 215 147 167 1719
Source: Company, ICIC/ Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct 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 unles
defined as the analysts' valuation for a stock.
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s specified and the notional target price is

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

We /I, Siddhant Khandekar CA-INTER, Mitesh Shah MS (Finance) 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. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months
and do not serve as an officer, director or employee of the companies mentioned in the 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 Limited Sebi Registration is INZ000183631 for stock broker. ICICI Securities is a 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.

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.

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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