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Solara Active Pharma Sciences
Synergetic Merger, Earnings accretive

Pharmaceuticals Sharekhan code: SOLARA Company Update

Summary

+ The Board of Solara has approved the amalgamation of Aurore Life Sciences, Empyrean
Life Sciences, and Hydra Active Pharma Sciences with Solara.

+ The merger opens up substantial growth opportunities for Solara going ahead.

+ The combined entity would be a pure play APl company of scale, with a strong presence
in regulated markets and emerging markets, having a broad product portfolio, robust
operations infrastructure, and excellent R&D capabilities; and it would strengthen the
CRAMS business of Solara with clear synergies to further accelerate growth.

+ We retain our Buy recommendation on the stock with a revised PT of Rs. 1,730.

The Board of Solara Active Pharma Sciences (Solara) has approved the amalgamation of
Aurore Life Sciences (Aurore), Empyrean Life Sciences, and Hydra Active Pharma Sciences
with Solara. Post the merger, Solara would also hold a 67% stake in Aurore Pharmaceuticals
Private Limited. The merger is in line with Solara’s strategy of accelerating growth through
inorganic route. Post merger, the combined entity would be a pure play APl company of scale,
with a strong presence in regulated markets and emerging markets, having a broad product
portfolio, robust operations infrastructure, and excellent R&D capabilities; and it would
strengthen Solara’s CRAMS business with clear synergies to further accelerate growth.
Aurore’s well-diversified product portfolio (non-overlapping with that of Solara), a healthy
filling pipeline of 20+ DMFs in regulated markets of the US, and a strong presence in the
Asia Pacific region of Japan and Korea (which have been the focus markets for Solara) offer
substantial synergies and provide ample growth visibility. Moreover, strong and established
R&D capabilities at Aurore are expected to increase the product filling to 25 per annum under
the merged entity as compared to 8-10 fillings from Solara’s end now. Aurore’s revenue from
CRAMS business is almost double that of Solara and, thus, would yield scale benefits. In
addition, non-overlapping customer and high value and niche product portfolios are the key
positives that would drive growth ahead for CRAMS. Other benefits including synergies from
integration are expected to accrue, which in turn could enhance the competitive advantage
for Solara going ahead. On the financial front, Aurore has better OPM of “32% as compared
to around 24% for Solara, which is a key positive. The merger is expected to be completed by
Q4FY2022 post requisite approvals in place. Solara’s existing business is also well placed to
grow and is expected to comfortably achieve management’s growth guidance of 40% y-o-y
for FY2021 EBITDA.

Our Call

Valuation — Retain Buy with a revised PT of Rs. 1,730: Aurore’s merger with Solara opens up
substantial growth opportunities for Solara going ahead, especially in areas of product portfolio
(non-over-lapping), strong customer relationships, integration benefits, enhancing geographical
reach, and augmenting manufacturing capacities. Solara’s CRAMS business is also expected to
benefit from Aurore’s high-value and niche portfolio and also bring in benefits of scale. Solara’s
existing capex plans would well support Aurore’s need for capacities going ahead, which would
enable a faster ramp up in market share for few products. R&D synergies would enable the
merged entity to almost triple the product filling rate per year to around 25 products. Overall,
the combined entity would be a pure play APl company of scale and would provide a compelling
value proposition for both generic APl and CRAMS customers, which provide ample growth
visibility. Our quick estimates suggest that the merger could be EPS accretive and could drive
the earnings higher by 2%-4% for FY2022E/FY2023E, though we would await further clarity on
financials. At the CMP, the stock is trading at an attractive valuation of 19.6x/15.3x its FY2022/
FY2023E EPS. The company’s strong growth prospects, better earnings visibility, healthy
balance sheet, and improving return ratios would support multiple expansions. We retain our
Buy recommendation on the stock with a revised price target (PT) of Rs. 1,730.

Key Risks

1) Any adverse change in the regulatory landscape can impact earnings prospects; 2) delay to
complete the merger with Aurore beyond Q4FY2022.

Valuation Rs cr

Particulars _______|__FY2019 __FY2020 _FY2021E _FY2022E _FY2023E

Total Sales 1386.7 1321.8 17051 2033.9 24421
EBIDTA 220.8 259.4 409.2 480.0 581.2
OPM (%) 15.9 19.6 24.0 23.6 23.8
Reported PAT 671 14.5 218.4 260.8 334.6
EPS (Rs.) 18.9 323 616 73.5 94.4
PER (x) 76.2 44.6 23.4 19.6 15.3
EV/EBIDTA (x) 247 217 13.7 1.5 91
P/BV (x) 53 47 3.9 3.3 27
ROCE (%) 9.9 10.8 16.4 17.0 18.3
RONW (%) 7.0 10.5 16.8 16.8 17.9
Source: Company; Sharekhan estimates
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Solara to merge Aurore Life Sciences with itself, merger to be EPS accretive from FY2022: Solara’s
board has approved a scheme of merger of Aurore with itself in an all-stock transaction. Along with this,
Empyrean Lifesciences Private Limited and Hydra Active Pharma Sciences Private Limited (both Aurore’s
group companies) shall also be merged into Solara. Post the merger, Solara would also hold 67% stake in
Aurore. The appointed date for the merger is April 1, 2021, and the merger is expected to be complete by
Q4FY2022 post the receipt of requisite approvals. Since the merger is an all-stock transaction, Solara shall
be issuing around 1.32 crore equity shares to the promoters of Aurore, which represent around 27% stake in
the merged entity. As of FY2021, Aurore has reported revenue of Rs. 545 crore, OPM of around 32% (Solara’s
OPM are around 24% levels), and PAT of Rs. 95 crore. Going ahead, with strong growth outlook for Aurore
by the management, we believe earnings could grow strongly and, in the process, add to Solara’s earnings
growth.

Aurore’s strong product pipeline, R&D capabilities, and presence in Solara’s focus markets point at
significant synergies for growth ahead: Established in 2017, Aurore is a pure play APl company. Since
inception, Aurore has developed strong capabilities in the areas of APl and CRAMS. The company has two
manufacturing plants in India with a capacity of 800 KL and one of the flagship plants is compliant with major
regulators world over. Further, based on strong R&D capacities, the company is emerging as the reliable
supplier in the APl and key intermediates space. The combined entity post the merger would be a pure play
APl company of scale, with a strong presence in regulated markets, emerging markets, a broad product
portfolio, robust operations infrastructure, and excellent R&D capabilities; and it will strengthen the CRAMS
business of Solara with clear synergies to further accelerate growth.

Synergies between Solara and Aurore

Parameter Solara Aurore Merged Entity
Manufacturing Sites (nos) 6 2 8

R&D Center (nos) 2 1 3
Commercial Products (nos) 60 40 100
DMF's (nos) 90 20 10
Employees (nos) 2500 700 3200
Scientist (nos) 200 10 310

Source: Company, Sharekhan Research

Aurore has a very well-diversified product portfolio spread across key therapy areas as well as key markets.
The top 10 products constitute around 29% of the overall revenue, including CRAMS business, which
management expects to reach to 50% to 60% levels going ahead with more approvals flowing in. Of the
top 10 products, eight products hold a position in the top three in their respective segments, which points at
a strong position. Aurore also has a strong presence in the high-value ARV segment, in which Solara does
not have a presence, thus facilitating entry in new therapy areas as well. With respect to the filling pipeline,
Aurore has a strong 20+ DMF’s filed in the US with none overlapping with that of Solara. Further, Aurore has
dedicated established capabilities in R&D, which complement that of Solara. Post the merger, management
expects the filling rate to touch around 25 per year as compared to 8 to 10 per year for Solara. Further, Solara
has identified Asia Pacific region for growth going ahead; and Aurore has a strong presence in this region,
thus synergizing on the geographical front as well. Moreover, Aurore has around seven fillings in Chinese
markets, taking the total submissions to 14 under Solara, thus strongly complementing growth in Chinese
markets. Collectively, a well-diversified product portfolio, strong filling pipeline, R&D capabilities, foray into
new areas of ARV for Solara, and strong presence in Asia Pacific region are key synergy areas arising from
the merger and are key focus area from a growth perspective.
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Key Concall Highlights:

Merger to generate significant synergies for the CRAMS business: Solara’s CRAMS business is still
at a nascent stage with revenue of around Rs. 75 crore. This compares with Rs. 150 crore revenue from
Aurore’s CRAMS segment, which is double that of Solara, thus pointing at possible scale benefits. Further,
the customer profile of CRAMS business is significantly diversified and Aurore’s strong customer relations
can be leveraged for opportunities in high-value molecules. Further, in CRAMS, Aurore has a well-balanced
product portfolio with a good mix of high volume (Amlodipine, Valacyclovir) and niche products (Nafamostat
Camostat, Levothyroxine), which complement Solara’s strategy at a different scale. In the CRAMS space,
Aurore has completed sizeable investments in the ARV space, which provides Solara an entry in the new
space, generating a new growth avenue.

Aurore’s strong demand traction and Solara’s capex plan highly complementary: Aurore currently has a
capacity of 800 KL spread across two plants, which is likely to be consummated. Therefore, Solara’s capex
plans at Vizag will cater to Aurore’s need for capacities and enable faster ramp up.

Benefits of backward integration to accrue: The merger of Solara and Aurore is expected to benefit Solara
in terms of improving integration levels. Aurore’s presence in key intermediates will enable supply chain
de-risking by providing backward integration for key starting materials (KSMs), while Aurore’s scale would
provide supply chain efficiencies and, in a way, boost competitive advantage.

Other benefits expected from the merger: The merger between both the companies would provide cross-
selling opportunities as well as provide an opportunity for partnering with customers for specific product/
products. Further, Aurore’s well-diversified product portfolio would be leveraged properly by Solara’s
strategic customer-focused approach, leading to further strengthening of customer relations.
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Outlook and Valuation

B Sector view - Growth momentum to improve:

Indian pharmaceutical companies are better placed to harness opportunities and report healthy growth
going ahead. Indian companies are among the most competitive ones 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 APl space would be key
growth drivers. This would be complemented by strong capabilities developed by Indian companies (leading
to a shift towards complex molecules and 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 Company outlook - Strong growth prospects:

There are immense opportunities ahead for pure play APl companies such as Solara to grow going ahead.
Excess dependence on China has led to dual source qualification, which augurs well for APl companies such
as Solara. Solara has initiated efforts to backward integrate KSMs of its key APIs as well as collaborate with
local manufacturers to reduce its dependence on China. While there are cost differences between India and
China, the deciding factor in a post-COVID-19 world would be supply chain reliability along with quality, as
it has taken precedence over pricing. Solara’s overarching objective remains to bridge the industry gap by
delivering value-based products that cater to customer requirements. The company is well poised to grow
as a leading ‘global pure-play API company’ focusing on highly compliant business operations. In addition to
this, management’s emphasis on the CRAMS business bodes well, as it yields better margins as compared
to the API business. The fruits of this are likely to accrue over the long term. The recent merger of Aurore is
highly synergistic to Solara’s business and is expected to open up substantial growth opportunities going
ahead.

B Valuation - Retain Buy with a revised PT of Rs. 1,730:

Aurore’s merger with Solara opens up substantial growth opportunities for Solara going ahead, especially in
areas of product portfolio (non-over-lapping), strong customer relationships, integration benefits, enhancing
geographical reach, and augmenting manufacturing capacities. Solara’s CRAMS business is also expected to
benefit from Aurore’s high-value and niche portfolio and also bring in benefits of scale. Solara’s existing capex
plans would well support Aurore’s need for capacities going ahead, which would enable a faster ramp up in
market share for few products. R&D synergies would enable the merged entity to almost triple the product
filling rate per year to around 25 products. Overall, the combined entity would be a pure play APl company
of scale and would provide a compelling value proposition for both generic APl and CRAMS customers, which
provide ample growth visibility. Our quick estimates suggest that the merger could be EPS accretive and
could drive the earnings higher by 2%-4% for FY2022E/FY2023E, though we would await further clarity on
financials. At the CMP, the stock is trading at an attractive valuation of 19.6x/15.3x its FY2022/FY2023E EPS.
The company’s strong growth prospects, better earnings visibility, healthy balance sheet, and improving return
ratios would support multiple expansions. We retain our Buy recommendation on the stock with a revised price
target (PT) of Rs. 1,730.
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Peer valuation

cMP|  O/s| \ P/E (x) EV/EBITDA () RoE (%)
Particulars (Rs/| Shares 2l
‘ Share) () (Rs Cr) szo‘ FY21E‘ FY22E‘ szo‘ FY21E‘ FY22E‘ szo‘ FY21E
Solara Active 1441 35 5174 446 23.4 19.6 217 137 15 105 168 168
Pharma Sciences
Divis Laboratories | 3,783.0 26.5 1,00,437.0 776 511 390 520 348 269 177 221 232
IPCA Laboratories 2154 12.6 27315 45.0 235 222 304 168 153 181 277 228

Source: Company, Sharekhan Research
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About company

Solara is a customer-oriented APl manufacturer. The company has legacy of over three decades and has
its origins traced from the API expertise of Strides Shasun Limited and the technical know-how of human
API business of one of the leading pharma companies. Solara has 200+ scientists, six APl manufacturing
facilities armed with global approvals, and two dedicated R&D facilities. Solara offers a basket of diversified,
high-value commercial APIs, and contract manufacturing services in over 75 countries, covering the entire
lifecycle of a new chemical entity, from pre-clinical and clinical phases to validation and commercial supply,
while fully complying with domestic and international guidance. The company is focusing on highly compliant
business operations and customer support. The company’s six APl manufacturing facilities are located in
Ambernath (near Mumbai), Cuddalore, Mangalore, Mysore, Puducherry, and Visakhapatnam with a capacity
of over 2,000 KL.

Investment theme

The pandemic has opened up immense opportunities for the Indian pharmaceutical sector. Excess
dependence on China has led to dual source qualification, while stocking of essential medicines has led to
increased demand in the short to medium term. Solara has initiated efforts to backward integrate KSMs of
its key APIs as well as collaborate with local manufacturers to reduce its dependence on China. While there
are cost differences between India and China, the deciding factor in a post COVID-19 world will be supply
chain reliability, as it has taken precedence over pricing. Solara’s overarching objective remains to bridge
the industry gap by delivering value-based products that cater to customer requirements. In addition to this,
management’s emphasis to grow the CRAMS business bodes well, as it yields better margins as compared to
the API business. The fruits of this are likely to accrue over the long term. The recent merger of Aurore is highly
synergistic to Solara’s business and is expected to open up substantial growth opportunities going ahead.

Key Risks

1) Any adverse change in the regulatory landscape can impact earnings prospects; 2) delay to complete the
merger with Aurore beyond Q4FY2022.

Additional Data

Key management personnel

Mr Deepak Vaidya Chairman & Non Executive Director

Mr Bharat Sesha Managing Director & Chief Executive Officer
Mr. Subash Anand Chief Financal officer

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 TPG GROWTH IV SF PTE. LTD. 4.09
2 SBI MAGNUM MIDCAP FUND 3.57
3 IMF Holdings 3.01
4 Chayadeep ventures 2.81
5 HBM Halthcare investments 1.58
6 Kotak Mahindra Asset Management Co 0.61
7 Devicam Capital LLP 0.42
8 Dimensional Fund Advisors 0.27
9 Agnus Holdings Pvt Ltd 0.2
10 State Street Corp 019

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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Right Sector
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Right Quality
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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.



Sharekhan

by BNP PARIBAS

Know more about our products and services

For Private Circulation only

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.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



