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BUY CMP Rs890 Target Rs1,100 Upside 23.6%

FY20 AR highlights: Strong US commentary Stock data (as on Jun 15, 2020)

Sensex: 33,229

52 Week h/I (Rs) 913 /435

Management commentary Market cap (Rs/USD mn) 167,779 / 2,208
. . Outstanding Shares 189

v" Chronic accounts for 65% of sales and 93% of all launches in last 5 years 6m Avg t/0 (Rs mn): 228
. . .. . . - Div yield (%): 0.8

v" Acute portfolio (cough & cold, pain management and anti-infectives) fairly resilient Bloomberg code: ALPM IN
in the current disruption NSE code: APLLTD

v Withdrawal of stockist promotion and inventory adjustments initiated in end FY19 Stock performance
would improve supply chain hygiene; management believes benefit of portfolio

X . R [ ALPM Sensex
and incentive rationalization  n to be seen from FY21 210
MR productivity is low and scope for improvement to be seen in current fiscal 160
To launch 10 products in H1 FY21; Azithromycin and Venlafaxine listed as key 110
products apart from Valsartan 60 4 i .

Jun-19 Oct-19 Feb-20
v ~70 products in the US market with 22 launches in FY20; US team stable and o <t ¢

attrition has declined over the past few years ™ M v

v 90% of R&D towards US which is against the run of play as several generic players Absolutereturn  6.1%  48.6%  74.4%

downsizing US investments
g Shareholding pattern (As of Mar'20 end)

v" TG Therapeutics would file an NDA for Umbralisib for oncology indications and Promoter 73.0%
subsequently, Rhizen Pharma which out-licensed Umbralisib, would receive Fil+DII 15.2%
. . Others 11.9%
milestone payments for filing, approval and launch followed by sales based
royalties. Alembic holds 50% stake in Rhizen Pharma. We reckon NPV of milestone Ain stance

payments and royalties will not move the needle significantly for Alembic earnings (1-Yr) New old
in the period beyond FY22. Rating BUY BUY
Target Price 1,100 1,100

v" API business: Alembic doubled capacity to 1,100MT in last 3 years. However, we

note external API sales cagr just 5% in last 3 years despite increased capacity and Ain earnings estimates

higher API prices in general. This can be explained by larger internal consumption EPS (New) F:;ie F:ﬁe
to support US sales leading to higher share of vertically integrated revenues. EPS (Old) 437 44.4
Management says API business to grow at least 15-20% in FY21. FY20 was soft % change -

due to lack of orders from a large MNC (albeit rest of API business grew 20%).

Financial Summary

Balance sheet observations FY20  FY21E  FY22E
v" Best in class receivable days adjusted for share of US sales in total revenues - 69 32\;::23}] %) 46’;)762 50‘1;?8 54’894;
vs AJP (96), TRP (76), ALKEM (67, but lower US share) OPM (%) 26.6 258 26.3

. ) . . . . EPS (Rs) 44.0 43.6 44.6

v" ~Rs500mn impairment of intangible asset vs nil last year - reckon R&D projects EPS ngwth 41.9 (1.0) 24
written off P/E (x) 20.2 20.4 20.0
Price/Book (x) 5.3 4.3 3.7

R&D capex at Rs480mn; R&D workforce at 1,200 EV/EBITDA (x) 14.5 13.7 11.9

. N . Debt/Equity (x) 0.3 0.3 0.1

Expenses of Rs1.7bn added to CWIP pending capitalization; total Rs3.6bn in RoE (%) 28.6 235 20.2
expenses pending cap in CWIP vs Rs2.6bn in FY19. RoCE (%) 25.3 21.3 21.9

Borrowings costs of Rs840mn capitalized at interest cost of 7.6% (PY Rs600mn)

CFs- Rsé6.1bn in operating CF less capex of ~Rs8.5bn resulting in negative FCF;
expect FCF generation to start in FY21 as capex peaks out at Rs7bn in FY21 and

Rs3-3.5bn thereafter BHAVESH GANDHI
Lead Analyst
v" Major debt repayments - Rs3bn NCD in FY22, cumulative Rs4.6bn (term loans + bhavesh.gandhi@ysil.in
NCD + US$8mn ECB) in FY23
v" Related party transactions: No major change or significant quantum (as % of
sales/costs) AMAR AMBANI, Sr. President, Head of Research

amar.ambani@ysil.in
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ECURITIES

INSTITUTIONAL EQUITIES

Alembic Pharma

Exhibit 1: Solid receivables management despite high US share

Company Debtor Days us ?e?/:e:n?:t:sl
Alembic Pharma 69 46
Ajanta Pharma 96 20
Alkem 67 2
IPCA Labs 63 )
Torrent Pharma 76 19

Source: Companies, YES Sec - Research

Exhibit 2: R&D comparison across companies

Recurring Average Cost/filing US sales

(Rsmn) filings/year (US$ mn) | (US$ mn)

Alembic 480 5,737 25 3.0 280
Ajanta 661 1,760 15 1.5 69

Alkem 154 4,622 23 2.6 310
Source: Compénies, YES Sec - Research ) ) )

# of

Products

60
25

65

Rev/ANDA
(US$ mn)

5.1
2.8
4.8

Note: Alembic rev/ANDA excludes ~US$50mn sartans revenues and associated 15 ANDAs. Except Alembic, figures relate

for FY19; Alkem ANDA filings and # of products our estimates

Exhibit 3: Expenses pending capitalization included in CWIP

Rs mn FY19 FY20
Opening balance 1,089 2,570
Capitalized during the year - (656)
Incurred during the year
Salaries 788 701
Professional fees 20 22
Others 673 961
Closing balance 2,570 3,598

Source: Companies, YES Sec - Research

Exhibit 4: No major change in related party transactions

Rs mn | FY19 FY20
Purchase of goods

Alembic Ltd 516 372
Shreno Publications Ltd 235 244
Reimbursement of expenses

Alembic Ltd 105 43
Receiving of services

Alembic Ltd 108 111

Purchase of property, plant & equipment
Controlling company

Nirayu Ltd = 189
Other related parties
Shreno Ltd

Paushak Ltd

Source: Companies, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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INSTITUTIONAL EQUITIES

FINANCIALS

Exhibit 5: Balance sheet

Y/e 31 Mar (Rs m) FY18 FY19 FY20 FY21E FY22E
Equity capital 377 377 377 377 377
Reserves 21,824 26,811 31,527 38,195 45,056
Net worth 22,201 27,188 31,904 38,572 45,433
Debt 5,408 5,513 10,348 12,000 5,500
Def.tax lia 354 188 122 122 122
Total liabilities 27,963 32,889 42,374 50,694 51,055
Fixed assets 20,037 27,097 33,986 38,761 38,880
Investments 1,128 1,103 1,284 1,284 1,284
Net working capital 6,799 4,689 7,105 10,649 10,892
Inventories 7,339 9,673 11,875 12,942 14,139
Sundry debtors 5,263 4,889 8,648 9,424 10,296
Cash 895 2,064 801 3,115 1,864
Other current assets 4,745 2,960 3,297 3,514 3,839
Sundry creditors (7,593) (6,443) (6,259) (6,821) (7,452)
Other current liabilities (3,851) (8453)  (11,257)  (11,524)  (11,794)
Misc.exp - - - - -
Total assets 27,963 32,889 42,374 50,694 51,055
Source: Company, YES Sec - Research
Exhibit 6: Income statement
Y/e 31 Mar (Rs m) ‘ FY18 FY19 FY20 FY21E FY22E
Revenue 31,310 39,347 46,060 50,196 54,841
Operating profit 6,433 8,736 12,233 12,926 14,420
Depreciation (1,055) (1,152) (1,573) (2,263) (3,381)
Interest expense (34) (184) (272) (391) (525)
Other income 90 94 49 94 94
Profit before tax 5,434 7,493 10,437 10,365 10,608
Taxes (1,204) (1,568) (1,992) (2,073) (2,122)
Adj. profit 4,231 5,926 8,446 8,292 8,486
Exceptional items (83) (82) (152) (81) (81)
Net profit 4,148 5,844 8,294 8,211 8,405

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.

Exhibit 7: Cash flow statement

Y/e 31 Mar (Rs m) ‘ FY18 FY19 FY20 FY21E FY22E
Profit before tax 5,434 7,493 10,437 10,365 10,608
Depreciation 1,055 1,152 1,573 2,263 3,381
Def.tax lia (167) (66) - -
Tax paid (1,204) (1,568) (1,992) (2,073) (2,122)
Working capital A (702) 3,279 (3,680) (1,230) (1,494)
Other operating items (82) (152) (81) (81)
Operating cashflow 4,485 10,108 6,122 9,245 10,292
Capital expenditure (9,135) (8,212) (8,462) (7,038) (3,500)
Free cash flow (4,649) 1,896 (2,340) 2,207 6,792
Equity raised 356 (1,372) (0) (0)
Investments 24 (180) - -
Debt financing/disposal 4,835 106 4,835 1,652 (6,500)
Dividends (882) (1,213) (2,206) (1,544) (1,544)
Net A in cash (700) 1,169 (1,264) 2,315 (1,251)
Source: Company, YES Sec - Research
Exhibit 8: DuPont analysis
Y/e 31 Mar (Rs mn) FY18 FY19 FY20E FY21E FY22E
Tax burden (x) 0.78 0.79 0.81 0.80 0.80
Interest burden (x) 0.99 0.98 0.97 0.96 0.95
EBIT margin (x) 0.17 0.20 0.23 0.21 0.20
Asset turnover (x) 0.94 0.90 0.86 0.78 0.79
Financial leverage (x) 1.61 1.77 1.82 1.83 1.66
RoE (%) 20.5 24.0 28.6 235 20.2

Source: Company, YES Sec - Research



Alembic Pharma

INSTITUTIONAL EQUITIES

Exhibit 9: Ratio analysis

Y/e 31 Mar ‘ FY18 FY19 FY20 FY21E FY22E
Growth matrix (%)

Revenue growth (0.1) 25.7 171 9.0 9.3
Op profit growth 4.5 35.8 40.0 5.7 11.6
EBIT growth 2.2 40.4 39.5 0.4 3.5
Net profit growth 2.8 40.9 41.9 (1.0) 2.4

Profitability ratios (%)

OPM 20.5 222 26.6 25.8 26.3
EBIT margin 17.5 19.5 23.3 214 20.3
Net profit margin 13.5 15.1 18.3 16.5 15.5
RoCE 22.8 25.2 28.5 231 219
RoNW 20.5 24.0 28.6 23.5 20.2
RoA 12.8 13.6 15.7 12.9 12.2

Per share ratios

EPS 22.0 31.0 44.0 43.6 44.6
Dividend per share 4.0 5.5 10.0 7.0 7.0
Cash EPS 28.0 37.5 53.1 56.0 63.0
Book value per share 117.8 144.2 169.2 204.6 241.0

Valuation ratios (x)

P/E 40.5 28.7 20.2 204 20.0
P/BV 7.6 6.2 53 43 3.7
M Cap/Sales 5.4 43 3.6 3.3 3.1
EV/EBIDTA 26.8 19.6 14.5 13.7 11.9
Payout (%)

Tax payout 22.2 20.9 19.1 20.0 20.0
Dividend payout 21.3 20.8 26.6 18.8 184

Liquidity ratios

Debtor days 61 45 69 69 69
Inventory days 86 90 94 94 94
Creditor days 89 60 50 50 50

Leverage ratios

Interest coverage 160.8 41.7 39.4 27.5 21.2
Net debt / equity 0.2 0.1 0.3 0.2 0.1
Net debt / op. profit 0.7 0.4 0.8 0.7 0.3

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 5
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. 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 YSL and associates 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.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Bhavesh Gandhi

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Particulars Yes/No

Sr.
No.
Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject
company in the past twelve months

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has 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

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
months

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.

YES Securities (India) Limited

Registered Office: Unit No. 602 A, 6th Floor, Tower 1 & 2, Indiabulls
Finance Centre, Senapati Bapat Marg, Elphinstone Road,
Mumbai - 400013, Maharashtra, India.

Tel: +91-22-71123123 | Email: research@ysil.in |
Website: www.yesinvest.in

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX : INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 |
MERCHANT BANKER: INM000012227 | RESEARCH ANALYST:
INHO00002376 | INVESTMENT ADVISER: INAOO0O007331 |
AMFI ARN Code - 94338

Details of Compliance Officer: Name: Vaibhav Purohit,
Email id: compliance@ysil.in, Contact No-+91-22-33479208
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE and MCX. YSL is also a SEBI
registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL offers,
inter alia, trading/investment in equity and other financial products along with various value
added services. We hereby declare that there are no disciplinary actions taken against YSL by
SEBI/Stock Exchanges.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.



