Sanofi India (sanor)

CMP: ¥ 7581

Target: ¥ 8815 (16%)

Target Period: 12 months

July 29, 2020

Margins upbeat despite Covid-19 disturbances...

Sanofi's Q2CY20 revenues de-grew 5% YoY to T 710 crore mainly due to
divesture of few products to Zentiva and Covid-19 impact on some
therapies. Adjusting for Zentiva, continuing operations grew ~1% YoY.
EBITDA margins improved 384 bps YoY to 24.9% due to lower other
expenditure, better gross margins. Subsequently, EBITDA grew 12.3% YoY
to ¥ 177 crore. Adjusted PAT grew 38.8% YoY to X 135 crore. Delta vis-a-vis
EBITDA was due to lower depreciation, tax rate and higher other income.

“Power brands” continue to grow ahead of industry growth

Sanofi’s top five brands (Lantus, Combiflam, Allegra, Amaryl and Clexane)
together posted revenue CAGR of 12.4% (MAT Jun 16-20), leading their
combined sales contribution to grow from 35% in June 2016 to nearly 42%
in June 2020. Note that four core brands (Lantus, Amaryl, Clexane, Avil) are
under price control. We expect future launches from its global staple along
with brand extensions and access to innovative molecules from global
parent like the recently launched anti-diabetic Toujeo to drive growth.

Zentiva transaction closed - margins, return ratios to improve

The company has closed the Zentiva transaction for a total consideration of
~% 321 crore of which ~ ¥ 293 crore has been received with balance to be
received post complete transfer of products (by end of CY21). Post this
divestiture, we expect extended focus on branded formulations business
that typically fetches better margins vis-a-vis third party contracts. We
expect EBITDA margins to improve ~259 bps to 24.3% over CY19-21E due
to a change in product mix, new product launches, volume led growth in top
brands and intermittent price hikes in its portfolio. Core RoE (excluding cash)
is expected to improve from 26.6% in CY19 to 44.2% in CY21E.

Valuation & Outlook

Despite Covid-19, the company posted a decent H1CY20 operational
performance with EBITDA growing 13.6% YoY to % 354 crore mainly on the
back of reduced other expenses (down 349 bps YoY) likely stemming from
cost rationalisation, reduced marketing & promotional spends. Going ahead,
we expect marketing spends to be lower than their historical trends on the
back of higher adoption of digital marketing tools amid Covid-19. Sanofi
remains one of the fastest growing companies in India in anti-diabetic
therapy. It launched Toujeo within just three years of its launch in the US,
which suggests it is prepared to launch core innovative products in India
banking on growth prospects in the anti-diabetic category. A strong growth
track in top brands, measured new launches (including innovative launches)
besides strong balance sheet and comfort on corporate governance front
are some key attributes of MNC pharma companies including Sanofi. We
maintain BUY with a target price of ¥ 8815 (36x CY21E EPS of ¥ 251.9).

Key Financial Summary

ZCrore cY18 CY19 CY20E
Revenues 2770.8 3070.6 3014.8
EBITDA 623.5 665.3 752.6
EBITDA margins (%) 22.5 21.7 25.0
Net P rofit 380.6 414.2 535.8
EPS (3 165.3 205.6 254 .1
PE (x) 45.9 42.2 32.6
M.Cap/ Revenues (x) 6.3 5.7 5.8
EV to EBITDA (x) 26.7 24.5 21.9
RoCE (%) 25.9 26.0 34.9
ROE 17.2 19.4 27.1

Source: ICICI Direct Research; Company
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ﬂ Company Update | Sanofi India

Exhibit 1: Power brands (% crore)

Brand Therapy JUN 16 JUN 17 JUN18 JUN19 JUN 20 CAGR 16-20
LANTUS ANTIDIABETIC  267.1 336.4 400.2 496.5 515.1 17.8
COMBIFLAM PAIN 156.0 2105 181.0 172.3 193.3 5.5
ALLEGRA  RESPIRATORY 116.0 138.1 163.1 180.9  190.0 13.1
AMARYL M ANTIDIABETIC 95.4 126.2 1375 155.3  158.3 13.5
CLE XANE CARDIAC 98.2 108.6 1055 109.4 112.7 3.5
Top 5 brands 732.6  919.8 987.3 1114.3 1169.3 12.4
as % of sales 35% 42% 41% 41% 42%

Source: AIOCD (MAT values); Company

Exhibit 2: Therapeutic break-up (% crore)

Therapy JUN 16 JUN 17 JUN 18 JUN19 JUN20 CAGR 16-20
ANTIDIABETIC 551.9 651.9 754.5 922.8 974.0 15.3
CARDIAC 429.7 412.8 426.3 478.2 481.8 2.9
RESPIRATORY 235.8 265.1 304.3 316.5 338.4 9.4
PAIN / ANALGESICS 229.6 279.4 251.5 256.1 268.6 4.0
NEURO /CNS 195.1 182.4 191.5 217.4 221.6 3.2
GASTRO INTESTINAL 156.1 151.1 176.9 198.8 201.9 6.6
VMN 93.8 99.4 120.9 145.0 137.4 10.0
ANTIHINFECTIVES 117.2 108.4 100.9 108.7 103.7 -3.0
DERMA 43.7 42.5 45.3 49.1 51.2 4.1
Top therapies 2052.8 2193.0 2378.1 2692.7 2778.3 1.9

Source: AIOCD (MAT values); Company

Exhibit 3: Revenue break-up (% crore)

Zcrore CY16 CY17 CcY18 CY19 CY20 CY21E
Domestic 1647.8 1798.4 1951.5 2148.6 22717.5 2550.8
Export 640.1 665.2 819.3 922.0 7121.6 597.9
Total 22817.9 2463.6 2770.8 3070.6 2999.1 3148.7

Source: AIOCD; Company

ICICI Securities | Retail Research

ICICI Direct Research



ﬂ Company Update | Sanofi India ICICI Direct Research

Financial Summary

Exhibit 4: Profit & Loss (% crore) Exhibit 5: Cash Flow Statement (% crore)

(Year-end March)/ (Reror CY18 CY19 CY20E CY21E (Year-end March)/ (Rcrore) CY18 CY19 CY20E CY21E
Total O perating Income 2,770.8 3,070.6 3,014.8 3,181.6 Profit/(Loss) after taxation 365.7 371.6 535.8 580.1
Growth (%) 12.5 10.8 -1.8 5.5 Add: Depreciation & Amortiz ati 102.7 99.9 77.0 75.7
Raw Material Expenses 1,145.9 1,347.4 1,337.2 1,379.3 Net Increase in Current Assets -40.1 -83.3 -2.0 -53.8
Gross Profit 1,624.9 1,723.2 1,677.6 1,802.3 Net Increase in Current Liabilitie 12.5 45.6 26.7 56.8
Gross Profit Margins (% ) 58.6 56.1 55.6 56.6 O thers -66.9 -21.5 1.0 0.0
Employee E xpenses 406.8 449.7 472.0 492.3 CF from Operating activities 373.9 412.3 638.6 658.9
O ther Expenditure 594.6 608.2 453.1 538.3

Total O perating E xpenditur 2,147.3 2,405.3 2,262.2 2,409.9 Investments 0.0 0.0 0.0 0.0
EBITDA 623.5 665.3 752.6 771.7 (Purchase)/Sale of Fixed Asset -57.0 -75.3 243.0 -23.0
Growth (%) 16.1 6.7 13.1 2.5 O thers -17.7 143.8 -30.0 -55.0
Interest 0.7 0.3 1.0 0.0 CF from Investing activities -74.7 68.5 213.0 -78.0
Depreciation 102.7 99.9 77.0 75.7

Other Income 89.7 94.1 115.8 79.5 (inc)/Dec in Loan 0.0 0.0 0.0 0.0
PBT before Exceptional 609.8 659.2 790.4 775.5 Dividend & Dividend tax -163.6  -183.2 -968.9 -322.4
Less: Exceptional ltems 0.0 59.3 49.3 0.0 0 ther -33.6 0.0 -1.0 0.0
PBT after Exceptional Item 609.8 599.9 7411 775.5 CF from Financing activities -197.2 -183.2  -969.9 -322.4
Total Tax 229.2 185.7 205.2 195.4

P AT before Ml 380.6 414.2 535.8 580.1 Net Cash Flow 102.0 297.6 -118.4 258.4
PAT 380.6 414.2 535.8 580.1 Cash and Cash E quivalent 729.9 831.9 1,129.5 1,011.1
Growth (%) 16.7 8.8 29.4 8.3 Cash 831.9 1,129.5 1,011.1 1,269.5
EPS (Adjusted) 165.3 205.6 2541 251.9 Free Cash Flow 316.9 337.0 881.6 635.9
Source: ICICI Direct Research Source: ICICI Direct Research

Exhibit 6: Balance Sheet (T crore) Exhibit 7: Key Ratios (% crore)

(Year-end March) cYy18 CY19 CY20E CY21E (Year-end March) CY18 CY19 CY20E CY21E
Per share data (3
E quity Capital 23.0 23.0 23.0 23.0 Reported EPS 165.3 179.8 232.7 251.9
Reserve and Surplus 2,196.2 2,419.3 2,139.2 2,423.9 Cash EPS 64.0 -215.1 114.1 121.9
Total Shareholders funds 2,219.2 2,442.3 2,162.2 2,446.9 BV per share 963.6 1,060.5 938.8 1,062.4
Total Debt 0.0 0.0 0.0 0.0 Cash per Share 361.2 490.4 439.0 551.2
Deferred Tax Liability 92.1 44.6 49.1 54.0 Dividend per share 101.3 420.7 140.0 130.0
Long-Term Provisions 0.0 0.0 0.0 0.0 Operating Ratios (%)
Other Non Current Liabilitie 49.1 54.1 59.5 65.5 Gross Profit Margins 58.6 56.1 55.6 56.6
Source of Funds 2,360.4 2,541.0 2,270.8 2,566.3 EBITDA margins 22.5 21.7 25.0 24.3
P AT Margins 13.7 15.4 19.4 18.2
Gross Block - Fixed Asset 980.2 846.0 896.0 946.0 Cash Conversion Cycle 39.2 38.6 38.6 38.6
Accumulated Depreciation 320.5 420.4 497.4 573.1 Asset Turnover 2.8 3.6 3.4 3.4
Net Block 659.7 425.6 398.6 372.9 EBITDA conversion Rate 60.0 62.0 84.9 85.4
Capital WIP 21.1 17.4 17.4 17.4 Return Ratios (%)
G oodwill on Consolidation 73.1 73.1 73.1 73.1 RoE 17.2 19.4 27.1 23.7
Fixed Assets 753.9 516.1 489.1 463.4 RoCE 25.9 26.0 34.9 30.2
Investments 0.2 0.0 0.0 0.0 RolC 34.5 40.6 54.4 54.4
Other non-Current Assets 9.7 71 7.8 8.6 Valuation Ratios (x)
Inventory 483.1 469.6 461.1 486.6 P/E 45.9 42.2 32.6 30.1
Debtors 158.4 224.0 219.9 232.1 EV /EBITDA 26.7 24.5 21.9 21.0
Loans and Advances 74.2 1.5 1.65 1.815 EV / Net Sales 6.0 5.3 5.5 5.1
Other Current Assets 44.6 304.7 159.2 175.1 Market Cap / Sales 6.3 5.7 5.8 5.5
Cash 831.9 11,1295 1,011.1 1,269.5 Price to Book Value 7.9 7.1 8.1 7.1
Total Current Assets 1,592.2 2,129.3 1,853.0 2,165.1 Solvency Ratios
Creditors 343.8 368.9 362.2 382.2 Debt / EBITDA 0.0 0.0 0.0 0.0
Provisions 169.4 196.7 216.4 238.0 Debt / E quity 0.0 0.0 0.0 0.0
0 ther Current Liabilities 110.3 137.8 151.6 166.7 Current Ratio 1.2 1.4 1.2 1.1
Total Current Liabilities 623.5 703.4 730.1 787.0 Source: ICICI Direct Research
Long Term Loans and Adve 627.9 591.9 651.1 716.2
Net Current Assets 968.7 1,425.9 1,122.8 1,378.1
Application of Funds 2,360.4 2,541.0 2,270.8 2,566.3

Source: ICICI 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 Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined as
the analysts' valuation for a stock

Buy: >15%;
Hold: -5% to 15%;
Reduce: -56% to -15%;

Sell: <-15%
RS 1 | \\
‘ﬁlc’c’drlr'(‘[('un:f U‘_f d 1 |
’M”l""‘“/o/::'m Fingertips | BH{JF{ER \ |
ICICI Securities Ltd. /5 STARMINE | |
E—’;‘a'yst Award 2012 A:
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

We /1, Siddhant Khandekar, Inter CA, Mitesh Shah, CFA, Sudarshan Agarwal, PGDM(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 — INHO00000990. 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.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing
on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical
Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions
expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

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 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 ICIC| 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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