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Sanofi India Ltd

Focus on core biz to drive growth

Pharmaceuticals Sharekhan code: SANOFI
Reco/View: Buy o CMP: Rs. 7,241 Price Target: Rs. 9,250 &
N Upgrade € Maintain ' Downgrade
Summary

+ Sanofi India Limited (Sanofi) had hosted an investors’ call to discuss business updates and
the commentary was positive, pointing towards a healthy growth outlook.

¢ Sanofi’s three focus areas — accelerating growth in diabetology, fortify its presence in
established products & build brands in consumer products are the key growth drivers.
Sanofi aims to outpace growth in the covered therapy areas, while overall the company
expects to grow in line with the industry, which bodes well.

+ Divestment of slow moving business, which were a drag on the growth and leveraging
digital to expand reach would drive OPM expansion leading to a double digit earnings
CAGR.

+ Highe growth visibility from chronics, strong and debt-free balance sheet, sturdy dividends,
are key positives. We retain Buy with an unchanged PT of Rs. 9,250.

Sanofi India Limited (Sanofi) had hosted an investors’ call to discuss business updates and
the commentary was positive, pointing towards a healthy growth outlook for the company.
The company’s focus on core areas of — diabetology (insulin products), cardiology, and brand
building in consumer products is likely to propel growth ahead. While divestment of the slow-
moving business — Nutraceuticals and Soframycin and Sofradex point towards a linear cost
structure, leading to operating profit margin (OPM) expansion. Also it would enable higher
focus on core areas of growth. Therefore, earnings are expected to stage a 10% CAGR over
CY2021-CY2023E.

+ Sanofi to focus on three areas to propel growth ahead: Sanofi has identified three
areas, which would propel growth ahead, these include — acceleration in the diabetology
(insulins) portfolio, fortify its presence in established products through profitable growth,
and concentrate efforts on building brands for the consumer products. Further, due to the
divestment of slow moving products, the company has freed up its bandwidth to be able to
focus on core growth areas. Overall, Sanofi aims to outpace industry growth in the covered
therapy areas, while overall the company expects to grow in line with the industry, which
bodes well.

+ New launches in diabetes and cardiology to fuel growth: Diabetology has been one of
the focus areas of growth for Sanofi. The company looks to grow faster than its peers in
this therapy. Recently, the company has launched toujeo, (insulin glargine injection) in pen
format and given lower (16%) penetration levels for insulin products in India. Sanofi sees
ample headroom for growth. Moreover, the company is evaluating new launches in the
cardiology space. In addition to the above, the established/top brands of the company are
expected to sustain their strong growth trajectory and are likely to outperform the industry’s
growth in their respective therapy areas.

+ OPM expansion to drive earnings growth: Sanofi’'s CY2021 OPM has expanded by 120 bps
to 25.8% despite challenges because of the pandemic. The margin outlook, however, stays
strong, backed by a slew of factors, which include — leveraging the digital platform partly to
engage with physicians and divesture of the slow-moving business, which were a drag on
overall growth. Based on this, OPM is expected to expand by ~160 bps to 27.4% by CY2023E.

Our Call

Valuation — Retain Buy with an unchanged PT of Rs. 9,250: Sanofi has identified three areas
for growth, which include accelerating growth in the diabetology portfolio, fortifying presence
in established/top brands, and focus on building brands in consumer products. In addition to the
above, expected strong growth in insulin products and portfolio expansion in cardiology would
be key growth drivers. Emphasis on leveraging the digital platform and divestment of the slow-
moving business are expected to drive OPM expansion, leading to double-digit 10% PAT CAGR
over the next two years. At the CMP, the stock trades at 26.9x/24.1x, respectively, its CY2022E/
CY2023E estimates. Considering its high-growth visibility from chronics, strong and debt-free
balance sheet, sturdy dividends, and healthy cash position, premium valuations are expected
to sustain. We retain our Buy recommendation on the stock with unchanged price target (PT) of
Rs. 9,250.

Key Risks

1) Inclusion of the company’s products in the National List of Essential Medicines could have an
adverse impact on earnings performance; and 2) Slow growth in top brands.

Valuation (Consolidated) Rs cr
Particulars CY2019| CY2020 CY2021| CY2022E| CY2023E
Total Sales 3070.6 2901.9 2956.6 3117.8 3385.8
EBIDTA 759.4 802.9 836.9 9037 1005.8
OPM (%) 217 246 25.8 26.6 274
Adjusted PAT 473.5 519.3 568.2 618.6 691.6
EPS (Rs.) 205.9 225.8 2470 269.0 300.7
PER (x) 35.2 321 29.3 26.9 241
EV/EBIDTA (x) 19.8 18.7 17.5 15.9 14.0
ROCE (%) 26.0 32.2 33.2 323 325
RONW (%) 17.0 225 42.5 24.9 25.0

Source: Company; Sharekhan estimates
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Sanofi to focus on the three areas to propel growth ahead: After a 5.5% y-o-y decline in revenue in
CY2020, Sanofi’s revenue has staged meager 2% y-o-y growth in CY2021. Numbers are not comparable
on a y-o-y basis due to divestment of the nutraceutical business and performance reflects the same.
Moreover, the company has completed a divesture of Soframycin and Sofradex brands in January 2022.
Going ahead, the company has identified three areas, which would propel growth ahead, these include —
acceleration in the diabetology (insulins) portfolio, fortify its presence in the established products through
profitable growth, and concentrate efforts on building brands for the consumer portfolio. Further, post
divestment of the slow-moving business (Neutraceuticals, Soframycin, and Sofradex), the company is
progressing well towards a liner cost structure and has freed up ample bandwidth to focus on core growth
areas. Sanofi targets to grow ahead of the industry’s growth in covered therapy, while it is expected to
stage 7-8% growth in the established products. However, on an overall basis, the company is expected
to stage in-line growth with the IPM (Indian Pharmaceutical Markets), but aims to outpace growth in the
covered portfolio.

New launches in diabetes and cardiology to fuel growth, top brands to sustain growth momentum:
Diabetology has been one of the focus areas for growth for Sanofi and the company looks to grow faster
than its peers in this therapy. Recently, the company has launched — toujeo (insulin glargine injection) in
pen format and is the first of its kind product. In addition to this, existing brands — Lantus and Amaryl — are
expected to sustain the growth traction and add to growth. On the cardiology side, the company/group has
products in the overseas markets, which have garnered good response and management is evaluating
an India launch for the same. Being chronic in nature, cardiology medicines tend to have sticky demand.
Both cardiology and anti-diabetes segments, though have underperformed the industry’s growth, but due
to the chronic nature of the medicines, demand is expected to grow at a healthy pace. In addition to the
above, the established/top brands of the company are expected to sustain their strong growth trajectory
and are likely to outperform the industry’s growth in their respective therapy areas. Overall, Sanofi’s top
10 products constitute around 80% plus of overall revenue and command a dominating share in their
respective categories.

Healthy outlook for IPM: Sanofi is an India-focused pharmaceutical company. Hence, growth is reflective
of IPM growth. After modest 1.6% y-o-y growth for FY2021, IPM growth has bounced back; and for OMFY22,
IPM grew by 19% y-o-y, largely backed by low base in the corresponding period of the previous year. YTD
growth is supported by 9.6% growth in volumes, while the share of pricing and new products stands at
~4.4% and 5.4%, respectively. Adjusted for the high growth months of April and May 2021, IPM growth
stood at10.7% y-o-y, which is encouraging. Going ahead, industry reports point that pricing growth and the
share of products is expected to sustain and would be well supported by volume growth. Overall, industry
reports indicate that IPM is expected to report double-digit growth in FY2022 and is likely to sustain
momentum in FY2023 as well. While in the near term, acute therapies have increasingly contributed to
IPM’s growth (due to a significantly low base as demand was impacted in the pandemic times). Going
ahead, chronic is also expected to catch up. Emerging lifestyle diseases are likely to drive demand for
chronic medicines upwards. This bodes well for chronic-heavy companies such as Sanofi.

OPM expansion to drive earnings growth: Sanofi’'s CY2021 OPM has expanded by 120 bps to 25.8%
despite challenges due to the pandemic. Margin outlook, however, stays strong, backed by a slew of
factors. Sanofi is looking to enhance its geographical presence by leveraging the digital platform partly
to engage with physicians and is accordingly investing to build the same. We expect the shift to a hybrid
model (to expand reach) to yield operational efficiencies. Moreover, the company has divested its slow-
growing nutraceuticals business as well as two brands (Soframycin and Sofradex), which were a drag on
overall growth and this bodes well. Therefore, we expect OPM to expand by 160 bps to 27.4%, leading to
a strong 10% earnings CAGR over CY2021-CY2023E.
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Outlook and Valuation
B Sector View — Growth prospects look better

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, plant resolutions by the USFDA, 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 pharmaceutical
companies.

B Company outlook — Healthy earnings growth

Sanofi is an MNC pharmaceutical companies focused on the Indian market. Diabetology is the company’s
forte and it is among India’s fastest-growing companies in this space. New launches in diabetology and a
strong parentage point at healthy growth prospects. In addition to anti-diabetics, cardiology is one of the
key segments for the company. Sanofi is also present in the respiratory space, which is also a fast-growing
segment in the IPM. A higher share of chronic (that fetch more than half of the revenue) points at stable
revenue growth going ahead due to sticky demand for products. Moreover, in the overall industry, the chronic
segment is a leading growth driver, and this bodes well for Sanofi. Strong growth in the top brands and OPM
expansion point at sturdy earnings growth. Further, post the divesture of the Ankaleshwar unit, the company
as part of the strategic review has also divested the nutraceuticals business along with its slow-moving
brands (Soframycin and Sofradex) and this would help Sanofi set a higher focus on its key growth pillars.

B Valuation — Retain Buy with unchanged PT of Rs. 9,250

Sanofi has identified three areas, which include accelerating growth in the diabetology space, fortifying
presence in established/top brands, and focus on building brands in consumer products. In addition to the
above, expected strong growth in insulin products and portfolio expansion in cardiology would be key growth
drivers. Emphasis on leveraging the digital platform and divestment of the slow-moving business is expected
to drive OPM expansion, leading to double-digit 10% PAT CAGR over the next two years. At the CMP, the stock
trades at 26.9x/24.1x, respectively, its CY2022E/CY2023E estimates. Considering its high-growth visibility
from chronics, strong and debt-free balance sheet, sturdy dividends, and healthy cash position, premium
valuations are expected to sustain. We retain our Buy recommendation on the stock with unchanged PT of
Rs. 9,250.
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Peer valuation
0,
CMP ‘ o/s ‘ MCAP EV/EBIDTA (x) RoE (%)

Particulars (Rs/| Shares
(RsCr)| CY21| CY22E| CY23E| CY21|CY22E|CY23E| CY21|CY22E|CY23E

Share) (Cr)
Sanofi India 7,241.0 2.3 16,676.0 29.3 26.9 241 17.5 15.9 14.0 42.5 249 25.0

Abbott India* 17,187.0 21 36,520.0 52.9 451 398 34.2 291 253 26.5 26.6 256
Source: Company, Sharekhan estimates; * Nos for FY21/FY22E/FY23E
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About company

Sanofi was incorporated in 1956 with the name of Hoechst Fedco Pharma Pvt. Ltd. Sanofi is a subsidiary
company of MNC pharma giant, Sanofi SA, based in France. In India, the group operates through three main
companies — Sanofi India, Shantha Biotechnics through Sanofi Pasteur (the R&D and vaccine business unit),
and Sanofi Genzyme, which provides diagnostics and testing services. Of all the three group companies,
Sanofi is the largest subsidiary of Sanofi SA and is one of the leading pharma companies in India present
in multiple therapies. The company offers a wide array of medicines across therapies such as diabetology
and cardiology, vaccines, respiratory, pain, CNS, gastrointestinal, anti-infectives, and dermatology. Sanofi
has a manufacturing facility located in Goa. Sanofi primarily derives a chunk of its revenue from domestic
markets (Y70% as of CY2018), while the balance is generated from exports markets. However, post the recent
divesture of the Ankaleshwar plant to Zentiva, revenue share from exports is expected to fall drastically as
Ankaleshwar plant contributed to around 40% to total exports. The company’s top five brands, including
Lantus, Combiflam, Allegra, Ameryl, and Hexaxim, constitute 38-40% of the company’s revenue.

Investment theme

Sanofiis one the leading pharma MNCs focused on the Indian market. Diabetology is the company’s forte; and
the company is among the fastest-growing companies in India in this space. Sanofi has a strong parentage
from Sanofi SA, which is an MNC pharma major. Higher share of chronics points at stable revenue growth
going ahead due to the sticky/inelastic demand for products. Strong growth in the top five brands coupled
with OPM expansion points at sturdy earnings growth. High-growth visibility from chronics, low exposure to
highly regulated US markets, strong balance sheet with no debt, minimal capex, healthy cash position, and
sturdy cash conversion cycle are key drivers that would enable to sustain premium valuations.

Key Risks
* The National List of Essential Medicines is expected to be revised in CY2020; and if in case, any of Sanofi’s
products are included under this, it would adversely impact growth.

¢ Any negative impact on the top brands/high-growth products would impact earnings.

Additional Data

Key management personnel

Mr Aditya Narayan Chairman
Mr Rajaram Narayan Managing Director
Mr Vaibhav Karandikar Whole Time Director & CFO

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Standard Life Aberdeen PLC 3.38
2 Aditya Birla Sunlife Trustee Co 2.97
3 PineBridge Investments 279
4 UTI Asset Management Co 212
5 Reliance Capital Trustee Co 2.01
6 SBI Funds Management 1.63
7 L&T Mutual Fund trustee Ltd / India 113
8 Bajaj Allianz Life Insurance Co 110
9 HDFC Life Insurance Co 1.05
10 Vangaurd Group PLC 0.81

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
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

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 significant increase 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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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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