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Divestiture of dietary supplement business ‘Natrol’

In an important development, Aurobindo Pharma signed a definitive

agreement on October 25, 2020 with New Mountain Capital and its affiliate Q
Jarrow Formulas to sell its 'Natrol' business (wholly owned step-down AUROBINDO L
subsidiary) as a going concern with related assets, liabilities, products, !DD-
brands and employees for a cash consideration of US$550 million (3 4048 m —
crore). Net worth of the company as on March 31, 2020 was at US$82.41 . =
million. The transaction is expected to be closed by January 2021 subject to :ﬂa’t":“'a’ —— Amount | o)

3 . arket Capitalisation 346433 crore E
customary closing conditions and regulatory approvals. Debt (FY 20) T5826 crore  |1S)
Natrol background & history ESSh 20 552?? oo =

Natrol, manufactures and sells nutritional supplements in the US and select
international markets. It offers branded products including vitamins,
minerals and supplements; diet and weight management products; sports
nutrition products; products and formulas for hair, skin, and nails. Natrol’s

portfolio of brands includes Natrol, MRI, Prolab, Laci Le Beau, Promensil, 1000 - 12000
Trinovin, Nu Hair and Shen Min. 800 10000
Aurobindo Pharma US, a wholly owned subsidiary of Aurobindo Pharma, 600 | 8000
had acquired Natrol in December 2014 for US$132.5 million under the 200 6000
auction process by the US Bankruptcy Court to create a fully-integrated OTC | 4000
platform and get access to certain well established brands, an extensive 200 - 2000
distribution network consisting of retail pharmacy chains and specialty 0 E——
health food stores, thereby helping tactically position itself in the US c 22 2 2 8 R
nutraceuticals space and offer an effective growth strategy to expand market c & 8 & &8 & 3

penetration.
Valuation & Outlook

Natrol had annual sales of US$157 million (4.8% of consolidated sales) in
FY20. Hence, this transaction values the business at 3.5x sales, a compelling
deal by any standards. The company will utilise proceeds to reduce debt and
other new strategic initiatives. We believe a significant portion of the
company’s current debt (X 4777 crore as of Q1FY21) is working capital
based. Therefore, a major portion of cash generated through this deal is
likely be utilised for strategic investments. The sale of this non-core segment
is likely to improve focus on new and complex ventures such as biosimilars,
vaccines and complex injectables where capital requirements are higher and
precise. Structurally, we remain positive on the company as it possesses
one of the best, enduring generics ecosystems among peers (vertically
integrated model, lower product concentration) to withstand volatility in the
US and other generics space. We maintain BUY recommendation and
ascribe a target price of ¥ 1025 valuing it 14x FY23E EPS of ¥ 73.3.
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(Year End March) FY20 FY21E FY22E FY23E CAGR (FY20-23E ) %
Revenues (Zcrore) 23098.5 25864.3 27816.3 30079.9 9.2

EBITDA (Zcrore) 4815.7 5518.2 6077.7 6691.5 11.6
EBITDA margins (% ) 20.8 21.3 21.8 22.2

Net Profit (Zcrore) 2857.1 3420.1 3834.5 4297.4 14.6

EPS (3 48.8 58.4 65.4 73.3

PE (x) 16.4 7.2 12.1 10.8

EV/EBITDA (%) 10.1 8.3 7.5 6.6

ROE (%) 17.0 15.0 14.5 14.2

ROCE (%) 17.2 18.2 18.0 17.9

Source: ICICI Direct Research; Company
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Financial Summary

ICICI Direct Research

Exhibit 1: Profit & Loss (% crore) Exhibit 2: Cash Flow Statement (% crore)

(Year-end March) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
Revenues 23,098.5 25,864.3 27,816.3 30,079.9 Profit/(Loss) after taxation ~3,013.2 6,483.1 3,834.5 4,297.4
Growth (%) 18.1 12.0 7.5 8.1 Add: Depreciation & Amortizat 966.7 1,022.1 1,100.8 1,188.3
Raw Material E xpenses 9,735.2 10,666.4 11,265.6 12,122.2 Net Increase in Current Assets -43.9 -2,187.8 -1,195.8 -1,376.1
Employee E xpenses 3,219.2 3,579.8 3,894.3 4,211.2 Net Increase in Current Liabilit 320.8 1,256.7 550.5 615.8
O ther Manufacturing Expens 5,328.4 6,100.0 6,578.7 7,055.1 CF from operating activities 4,381.3 6,645.6 4,349.0 4,770.9
Total O perating E xpenditure 18,282.8 20,346.2 21,738.6 23,388.5 )

EBITDA 4,815.7 5,518.2 6,077.7 6,691.5 (Purchase)/Sale of Fixed Asse -1,401.7 -1,500.0 -1,500.0 -1,250.0
Growth (% ) 25.3 14.6 10.1 10.1 (Inc)/dec in Investments -179.1 -2,000.0 -2,000.0 -2,000.0
Interest 159.8 71.4 59.0 45.5 O thers ) 31.7 321.5 -1.9 -1.1
Depreciation 966.7 1,022.1 1,100.8 1,188.3 CF from investing activities -1,549.2 -3,178.5 -3,501.9 -3,251.1
Other Income 99.9 213.8 219.2 296.3 )

PBT before Exceptional Item 3,789.1 4,638.4 5,137.0 5,753.9 Issue of E quity Shares ) 0.2 0.0 0.0 0.0
Less: Forex & E xceptional It 26.1 -4,084.0 0.0 0.0 Inc / (Dec) in Debt -1,632.4 -3,139.7 -500.0 -500.0
PBT 3,763.0 8,722.4 5,137.0 5,753.9 Dividend & Dividend Tax -188.4 -472.4 -279.4 -313.1
Total Tax 913.5 2,210.2 1,284.3 1,438.5 others -126.6 -71.4 -59.0 -45.5
P AT before Ml 2,849.5 6,512.2 3,852.8 4,315.4 CF from financing activities -1,947.2 -3,683.5 -838.5 -858.7
Minorities and Associates -18.5 -29.1 -18.3 -18.1

PAT 2,831.0 6,483.1 3,834.5 4,297.4 Net Cash flow 885.0 -216.5 8.7 661.1
Adjusted PAT 2,857.1 3,420.1 3,834.5 4,297.4 Opening Cash 1,957.2 2,842.2 2,625.6 2,634.3
Growth (% ) 16.5 19.7 12.1 12.1 Closing Cash 2,842.2 2,625.6 2,634.3 3,295.4
EPS (Diluted) 48.3 110.6 65.4 73.3 Free Cash Flow 2,979.6 5,145.6 2,849.0 3,520.9
EPS (Adjusted) 48.8 58.4 65.4 73.3 Source: ICICI Direct Research

Source: ICICI Direct Research

Exhibit 4: Key Ratios € crore)

(Year-end March) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
E quity Capital 58.6 58.6 58.6 58.6 Per share data (3

Reserve and Surplus 16,751.8 22,762.5 26,317.6 30,301.8 Adjusted EPS (Diluted) 48.8 58.4 65.4 73.3
Total Shareholders funds 16,810.4 22,821.1 26,376.2 30,360.4 BV per share 286.9 389.4 450.1 518.1
Total Debt 5,826.4 2,686.7 2,186.7 1,686.7 Dividend per share 3.5 8.1 4.8 5.3
Deferred Tax Liability 302.5 332.7 366.0 402.6 Cash Per Share 48.5 44.8 45.0 56.2
Minority Interest 0.1 0.1 0.2 0.2 Operating Ratios (%)

Long term Provisions 74.7 83.7 93.7 105.0 Gross Profit Margins 57.9 58.8 59.5 59.7
Other Non Current Liabilities 87.49 91.9 96.5 101.3 EBITDA margins 20.8 21.3 21.8 22.2
Source of Funds 23,101.6 26,016.2 29,119.2 32,656.1 Net Profit margins 12.4 13.2 13.8 14.3
Gross Block - Fixed Assets 11,525.3 13,625.3 15,725.3 16,975.3 Inventory days 121.7 135.0 135.0 135.0
Accumulated Depreciation 3,044.8 4,066.9 5,167.6 6,355.9 Debtor days 68.2 63.7 63.7 63.7
Net Block 8,480.5 9,558.5 10,557.7 10,619.4 Creditor days 40.2 49.9 49.9 49.9
Capital WIP 1,985.9 1,385.9 785.9 785.9 Asset Turnover 2.2 2.0 1.8 1.8
Net Fixed Assets 10,466.5 10,944.4 11,343.6 11,405.3 EBITDA Conversion Rate ' 91.0 120.4 71.6 71.3
G oodwill on Consolidation 915.9 591.9 591.9 591.9 Return Ratios (%)

Investments 554.7 2,554.7 4,554.7 6,554.7 RoE 17.0 15.0 14.5 14.2
Inventory 7,699.9 9,566.3 10,288.2 11,125.5 RoCE 17.2 18.2 18.0 17.9
Cash 2,842.2 2,625.6 2,634.3 3,295.4 RolC 21.5 20.8 19.7 19.6
Debtors 4,315.2 4,513.3 4,853.9 5,248.9 Valuation Ratios (x)

Loans & Advances & Other ! 1,555.3 1,678.6 1,811.8 1,955.7 P/E ' 16.4 7.2 12.1 10.8
Total Current Assets 16,412.5 18,383.8 19,588.2 21,625.4 EV /EBITDA 10.1 8.3 7.5 6.6
Creditors 2,545.0 3,539.4 3,806.5 4,116.2 EV / Net Sales ) 2.1 1.8 1.6 1.5
Provisions & Other CL 3,279.8 3,542.2 3,825.5 4,131.6 Market Cap / Sales ) 2.0 1.8 1.7 1.5
Total Current Liabilities 5,824.8 7,081.5 7,632.0 8,247.8 Price to Book Value 2.8 2.0 1.8 1.5
Net Current Assets 10,587.7 11,302.3 11,956.2 13,377.6 Solvency Ratios )

LT L& A, Other Assets 413.6 446.6 482.4 521.0 Debt / E quity ) 0.3 0.1 0.1 0.1
Deferred Tax Assets 163.2 176.3 190.4 205.6 Debt / EBITDA 1.2 0.5 0.4 0.3
Application of Funds 23,101.6 26,016.2 29,119.2 32,656.1 Current Ratio ' 2.3 2.2 2.2 2.2
Source: ICICI Direct Research 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 /I, Siddhant Khandekar, Inter CA, Mitesh Shah, (Cleared all 3 levels of 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. ICIC| 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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