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Aurobindo Pharma Limited
A potent dose

Pharmaceuticals Sharekhan code: AUROPHARMA Stock Update

Summary

+ We retain Buy recommendation on the stock of Aurobindo Pharma Limited (Aurobindo)with
an unchanged PT of Rs 1100.

+ Expected sturdy growth in the injectables, new facility coming on stream in the US, strong
new product pipeline and gradual pick up in complex generics are the key growth drivers
for the US business.

+ Inorderto catertothe surging demand from the Europe and emerging markets, the company
is setting up a greenfield plant at Vizag, which is likely to be ready by the next 15 months.

¢ The expected commissioning of a 450mn dose vaccine capacity by end of June 2021
provides a new growth avenue for Aurobindo

Aurobindo Pharma Limited’s (Aurobindo) US business is expected to stage a marked
improvement. A mix of factors, which includes a sturdy pipeline of new products, expected
traction in the lucrative injectables space driven by strong new product pipeline and
commissioning of a new facility coupled with growth in the recently launched products would
boost US business’ sales. Aurobindo plans to launch around 50 products in the US in FY2021
and expects to sustain the launch momentum in to FY2022E as well. The new launches
would include the injectables as well, which are a key growth driver. In the injectables space
the company has 70 assets under development, 50 assets under review and Y80 approved
products, thus pointing towards a sturdy product pipeline which would unfold going ahead.
With the demand from the Europe and emerging markets also picking up, the company is
setting up a green field plant at Vizag to capitalize on this opportunity and be able to cater
to the incremental demand. The said plant is expected to be ready within the next 15 months.
Also, recent reports suggest a pick up in the complex generic space with the overall industry
size likely to increase to around $20bn over the next 3 years from around $15-$16 bn now.
Aurobindo currently has a small presence in the complex generics space, but is looking to
enhance its presence gradually in the segment by focusing on areas of biosimilars, inhalers,
transdermal patches and Injectables, which bodes well from a growth perspective. The
expected commissioning of a 450mn dose vaccine capacity by end of June 2021 provides
a new growth avenue for the company. Successful clearance from USFDA for its plants is
awaited as the company has submitted its responses. Over the long term, a focus on building
and developing a strong portfolio of specialty products (biosimilars, oncology, inhalers,
transdermal patches, etc) would be key growth drivers.

Our Call

Valuation - Maintain Buy with an unchanged PT of Rs. 1,100: Aurobindo expects strong growth
momentum across the US and Europe business to sustain going ahead driven by a sturdy growth
in the Injectables, new facilities coming on stream, strong new product pipeline and a gradual
pick up in complex generics space. Overall the company expects to incur a capex of $200 mn
to $220 mn each for FY2021 and FY2022E which provides visibility on growth ahead. Also it has
reduced its debt levels significantly as of December 2020 to become a net cash company as
against Rs 2,718 cr of net debt as of March 2020. At CMP, the stock is trading at a 13.4x/11.2x its
FY22E and FY23E EPS respectively. The expected commissioning of the vaccine manufacturing
facility by end of June 2021s likely to open a new growth avenue and would add to the topline.
Considering a span of 3 months, the stock has underperformed the BSE Sensex and Healthcare
index by 9% and 2% respectively, while the stock price has corrected by “11% over the past two
months, which provides a good entry point to investors. We retain Buy recommendation on the
stock with an unchanged PT of Rs 1100.

Key Risks

Delay in resolution of USFDA issues and product approvals; change in regulatory landscape;
and negative outcome of key facility inspection by USFDA can affect earnings prospects.

Valuation (Consolidated) Rs cr

Particulars _______|__FY2019 __FY2020 _FY2021E _FY2022E _FY2023E

Total Income 19563.6 230980 250329 284907 323545
Operating profits 39520  4863.8 54572 63249  7409.2
OPM (%) 20.2 211 218 22.2 22.9
Adj. PAT 2513 2913 3269 3796 4550
EPS (Rs) 42,9 497 55.8 64.8 777
PER (x) 203 17.5 15.6 13.4 1.2
EV/Ebidta (x) 14.5 1.0 8.8 71 5.5
P/BV (x) 37 3.0 2.2 1.9 16
ROCE (%) 16.8 177 1811 18.5 20.4
RONW (%) 197 19.0 16.3 151 15.6

Source: Company, Sharekhan estimates
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Focus on Injectables, setting up a new facility, sturdy new product pipeline to drive US sales:

Aurobindo has a sizeable presence in the US pharma markets. US constitutes around half of the overall
revenue. Despite a slightly muted performance for the quarter ending December 2020, the outlook for
Aurobindo’s US business is robust. Aurobindo is well-placed to harness the opportunities. In the US it
has strong overall product pipeline which would unfold going ahead and provide the impetus for growth.
Aurobindo is on track to achieve its guidance of launching 50 new products in the US in FY2021 and sees
the new launch momentum to continue in FY2022E. Its focus on injectable business to drive growth ahead
augurs well. It has a strong product portfolio in the Injectables space which comprises almost 70 assets under
development, 50 filed and under review and 80 approved products, thus pointing towards a sturdy product
pipeline. In addition to this, Aurobindo is also setting up a new facility aimed at the US markets, with a focus
on high value and low volumes products. The new facility would also enable the company to diversify its risk
related to unit 4, as it’s the only plant catering to the US markets as of now. The new facility would also enable
the company to benefit from local tenders, if any. Collectively, Aurobindo is targeting revenues of around
$650 to $700 mn over the next three years from the injectables from around $380 mn as of now. Apart from
the Injectables, the complex generics space is fact gaining traction and industry reports suggests that the
overall market for complex generics is slated to be around $20 bn over the next 3 years from “$15-$16 bn
currently. Aurobindo currently has a small presence in the complex generics space, but is looking to enhance
its presence gradually in the segment by focusing on areas of biosimilars, inhalers, transdermal patches and
Injectables. Collectively, a strong overall new product pipeline, focus on injectables business and a gradual
improvement in the complex generics would be the key growth drivers for the US business over the next 3-4
years. Overall, the US sales are expected to clock a double digit ¥13% CAGR over FY21-FY23E.

US Business — Sales & Sales Growth Trends

Stock Update
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Europe, Emerging markets to stage healthy growth:

Auriobindo derives “30% of its revenues from the European regions and RoW countries. EU formulations
business revenues grew strongly by 13.2% y-o-y to Rs. 1671 crore for the quarter ending December 2020.
Basis the commentary on Q3FY2021 concall, Aurobindo sees Europe being impacted by a second wave
of the COVID-19 Pandemic, but expects the situation to improve on the back of vaccination drive which has
commenced across major markets of the globe. Further, given the improved growth prospects form the Europe
and emerging markets, the company is anticipating a strong demand growth and has announced a greenfield
plant setup at Vizag, which would be focused on these markets. The announcements comes on the backdrop
of a strong demand traction in the US which is catered to from unit 4, thus leaving a small portion to meet the
demand in the EU and other markets. The new plant is expected to be ready in the next 15 months. Thus we
expect the European business to clock a 14% CAGR over FY20-FY23.

Europe & Emerging Markets (EM) Sales trends
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Capex plans provides ample visibility on growth ahead: Aurobindo has lined up a healthy capex plan of
investing $200-220 million each for FY2021 and FY2022 towards expanding the injectables as well as oral
solids’ capacity. Aurobindo is setting up a new injectables plant in the US while it is also setting up a new
greenfield facility at Vizag aimed to cater to the demand from the EU and emerging markets. In addition to
this, it is also in the process to set up a new plant for trans dermals and inhalers in the US, though a large part
of the inhalers would continue to be supplied from India. Also the company is doubling its capacity at unit
15 and Unit 10, both of which manufacture oral solids. The capex would be funded by internal accruals, thus
unlikely to exert any pressure on the financials. Collectively, sturdy capacity expansion plans spread across
the injectables as well as the oral solids bodes well and provides ample visibility on growth prospects.

Revenue Mix (%)
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Outlook and Valuation

B Sector view - Improved growth prospects:

Indian pharmaceutical companies are better-placed to harness opportunities and clock healthy growth going ahead. Indian
companies are among the most competitive globally and hold a sizeable market share in most developed as well as other markets.
Moreover, other factors such as easing of pricing pressures (especially in the US generics market), rise in product approvals and
plant resolutions by the USFDA coupled with strong growth prospects in domestic markets and emerging opportunities in the
API space would be key growth drivers. This would be complemented by the strong capabilities developed by Indian companies
(leading to a shift towards complex molecules, biosimilars) and commissioning of expanded capacities by select players over the
medium term. Collectively, this indicates a strong growth potential going ahead for pharma companies.

B Outlook - Overall business outlook improving:

Strong growth outlook exists for the US business driven by an improving traction from the generic Injectables space (with
comparatively low competition), a sturdy product pipeline and expected traction the recently launched products. The European
business too is on the path to recover with demand normalizing and showing signs of improvement. However, Aurobindo is awaiting
USFDA clearance for five of its plants. For 4 of 5 plants under USFDA'’s scanner, the company has completed the remediation and
has submitted its responses. A successful resolution of USFDA observations would be a key monitorable and a trigger for earnings
upgrade. Further, the company is expanding its capacities by setting a green field facility at Vizag aimed at Europe and emerging
markets and is also setting up a facility in the US aimed at US markets. The expanded capacities are expected to be ready over the
next 15 months and provide ample visibility on the growth ahead. Over the long term, Aurobindo is looking to build a presence in
the specialty segment which includes areas of biosimilars, oncology inhalers, transdermal patches amongst others which is likely
to support growth. Further Aurobindo’s vaccine manufacturing plant with a capacity of 450 mn doses would be ready by April 2021
and is likely to be operational by end of June 2021. The company expects a tie up for the vaccine capacity to be in place by then
and would provide a new growth avenue.

B Our call - Valuation - Maintain Buy with an unchanged PT of Rs. 1,100:

Aurobindo expects strong growth momentum across the US and Europe business to sustain going ahead driven by a sturdy growth
in the Injectables, new facilities coming on stream, strong new product pipeline and a gradual pick up in complex generics space.
Overall the company expects to incur a capex of $200 mn to $220 mn each for FY2021 and FY2022E which provides visibility on
growth ahead. Also it has reduced its debt levels significantly as of December 2020 to become a net cash company as against
Rs 2,718 cr of net debt as of March 2020. At CMP, the stock is trading at a 13.4x/11.2x its FY22E and FY23E EPS respectively. The
expected commissioning of the vaccine manufacturing facility by end of June 2021 is likely to open a new growth avenue and would
add to the topline. Considering a span of 3 months, the stock has underperformed the BSE Sensex and Healthcare index by 9%
and 2% respectively, while the stock price has corrected by “11% over the past two months, which provides a good entry point to
investors. We retain Buy recommendation on the stock with an unchanged PT of Rs 1100.
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Share) (Cr)
AurobindoPharma = 870.0 58.6 50,985.0 17.5 15.6 13.4 1.0 8.8 71 19.0 16.3 151
Lupin 1,007.0 452 45,669.0 129.4 421 24.8 217 16.4 1.3 2.8 8.0 1.9
Cadila 434.0 102.4 44,445.0 29.4 21.5 19.9 18.9 14.5 12.7 14.6 17.3 16.4

Source: Company, Sharekhan Research
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About company

Hyderabad-based Aurobindo was incorporated in 1986 and manufactures generic formulations and active
pharmaceutical ingredients (APIs). Aurobindo generates 90% of its sales from international markets. The
company currently holds a strong position in the US, where it is the fifth largest generic pharmaceutical
company as per the IMS National Prescription Audit, measured by total prescriptions dispensed for the 12
months ending June 2018. The company also holds a strong position in many European countries, including
France and ltaly, where it ranks among the largest generic companies. Aurobindo is a vertically integrated
company, meeting around 70% of its API requirements in-house. Aurobindo has 26 manufacturing facilities
for its APl and formulations businesses, which have requisite approvals from various regulatory authorities,
including the USFDA, U.K. MHRA, Japan PMDA, WHO, Health Canada, MCC South Africa and ANVISA Brazil.
Recently, Aurobindo entered Poland and the Czech Republic with the acquisition of Apotex’s commercial
operations. The company also strengthened its US presence with the acquisition of dermatology and oral
solid businesses from Sandoz.

Investment theme

Aurobindo has one of the best product approval rates and launch pipelinesin the US. Despite pricing pressures,
the company is one of the few companies able to mitigate this risk due to continuous product launches and
approvals. Strong growth outlook exists for the US business driven by an improving traction from the generic
Injectables space (with comparatively low competition), a sturdy product pipeline and expected traction the
recently launched products. The European business too is on the path to recover with demand normalizing
and showing signs of improvement. However, Aurobindo is awaiting USFDA clearance for five of its plants.
Further, the company is expanding its capacities by setting a green field facility at Vizag aimed at Europe and
emerging markets and is also setting up a facility in the US aimed at US markets. The expanded capacities
are expected to be ready over the next 15 months and provide ample visibility on the growth ahead. Over
the long term, Aurobindo is looking to build a presence in the specialty segment which includes areas of
biosimilars, oncology inhalers, transdermal patches amongst others which is likely to support growth. Further
Aurobindo’s vaccine manufacturing plant with a capacity of 450 mn doses would be ready by April 2021 and
is likely to be operational by end of June 2021.

Key Risks

Delay in product approvals; change in regulatory landscape; and negative outcome of key facility inspections
by the USFDA can affect earnings prospects.

Additional Data

Key management personnel

K Nithyananda Reddy Vice - Chairman, Whole-time Director, promoter.
N Govindarajan Managing Director

PV. Ramaprasad Reddy Non-executive Director, Promoter

Santhanam Subramanian Chief Financial Oficer

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 HDFC Asset Management Co Ltd 5.67
2 Axis Clinicals Ltd 3.0
3 Vanguard Group Inc/The 1.59
4 BlackRock Inc 1.34
5 Dimensional Fund Advisors LP 113
6 SBI Funds Management Pvt Ltd 0.94
7 ICICI Prudential Life Insurance Co 0.69
8 Norges Bank 0.49
9 IDFC Mutual Fund/India 0.44
10 Invesco Ltd 0.4

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in 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 SHAREKHAN 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.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he
or his relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or
more in the securities of the company at the end of the month immediately preceding the date of publication of the research report
nor have any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the
company. Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the
company and no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment
banking, merchant banking, brokerage services or any compensation or other benefits from the subject company or from third party
in the past twelve months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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