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Ajanta Pharma

US approvals can drive rerating

Result Synopsis

Ajanta clocked 15% growth in 4Q, higher than our 4% forecast driven by resilient performance
in India business along with strong performance in branded business. Margins during the
quarter were impacted due to one-time write off of certain products and high price erosion in
US. Increased raw material prices also impacted margins but the company is still sure of
maintaining 75% gross margin in FY23. US business is expected to pick up once the FDA
commences inspections of various facilities as company is sitting on a healthy pipeline awaiting
approvals. Branded business is expected to grow in mid-teens despite having a high base. R&D
spends have gone back to pre-Covid levels while working capital is on the higher side but could
be new normal as US share in revenues inches up compared to previous years.

Ajanta Pharma guided to 75% gross margin in FY23 and margin similar to FY22. Management
unveiled enhanced capex of Rs2bn (earlier guided to just maintenance capex of Rs1-1.5bn)
coupled with investments in promotion, product registration and R&D. Hence, current fiscal is
likely to witness EBIDTA growth at best matching revenue growth. While domestic business
would continue to clock early teens growth, a big unknown is the trajectory of US business.
Ajanta does have few good products like Chantix, Vimovo though we understand these would
require FDA inspection. With significant R&D for India/emerging markets, expected relief in US
price erosion, reckon gross margin have bottomed out aided by price increase in domestic
business in the non NLEM portfolio. Guidance for increased investments in opex leads to
~200bps & 9% cut in FY24 margin & EPS estimates respectively. Reduced FY24 estimate lead
to corresponding cut in TP to Rs2,350 (earlier Rs2,620) though BUY stays based on unchanged
26x PE. Key trigger would be a successful FDA inspection which would open up approval to
several important products.

Result Highlights

=  Revenues ahead of estimate at +15% YoY vs estimated +4% YoY led by 13%
growth in India and sharp jump in branded exports of +46% YoY — remains to be
seen if a case of channel filling as base does not appear unduly low last year

= US sales flat QoQ and -3% YoY as expected due to high price erosion & no new
approvals in 4Q; institutional business volatile with -38% YoY decline

= Gross margin declined ~500bps QoQ and YoY each as input costs surged; R&D
also jumped to Rs590mn, up ~50% YoY leading to sharp contraction in margin to
23.7% (vs expected 27.5%)

= About 10-12 filings target vs 8 filed in FY22

= Bal sheet — receivables jumped 38% YoY in FY22 vs 16% revenue growth leading
to decline in operating CF YoY.

Exhibit 1: Actual vs estimates

: Estimates % Variation _

Rs Mn Actua

Sales 8,703 7,872 8,115 10.6 7.2 Strong show

EBITDA 2,067 2,162 2,277 4.4 92 inIndia/EM;
o COGS surge

OPM (%) 23.8 27.5 28.1 -371bps -431bps leeik e

Adjusted PAT 1,512 1,605 1,625 -5.8 -7.0  margin miss

Source: Company, YES Sec
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Exhibit 2: Quarterly snapshot
Q1 FY22

Rs mn Q4 FY21
Revenue 7,568
Expenditure 4,974
~RM 1,679
- Staff Cost 1458
- Other Cost 1838
Operating

Profit 2,594
oPM(%) 34.3
Other Income 25
Depreciation 306
Interest 26
PET 2,288
Tax 695
PAT 1,593

Ajanta Pharma Ltd
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Exhibit 3: India business remains upbeat Exhibit 4: US flat due to price erosion & lack of new launches
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Exhibit 5: Branded business delivers strong growth Exhibit 6: Institutional business volatility continues
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Exhibit 7: Gross margins contract sharply Exhibit 8: Operating margins fall in line with GM
79 % 78.3 %
775 778 77.8 774 45 383
78 77.1 0
77 - 3 334 323 343 343
5
76 3o 275 276 286 29.7 286
237
;‘51 741 740 740 738 25 22.2
725 20
73 15
e 10
71 5
70 0
69 o o o o — — — — o~ o~ o~ o~
N N N N o N N [ o o o o
o o o o - - - - ] N N N} > > > > > > > > > > > >
o N N (9] o o o o o o o o o [T [F [T [F [Fy [F [F w [T [T [T
T Z & & Z & & Zz & T T zZ 5 8 3 3 8 3 & 5 8 85 3
L T " TR T o 0 o o 0O o O O O o o O
o 0o 0 0o O O O O o o o o

Source: Company, YES Sec Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.



|YES)/SECURITIES | Ajanta Pharma Ltd

INSTITUTIONAL EQUITIES

Exhibit 9: R&D spending back to pre-Covid level Exhibit 10: Therapy outperformance vs IPM in Q4
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KEY CON-CALL HIGHLIGHTS

Business Highlights
= FY21 saw benefits from COVID portfolio so FY22 will not be exact comparable to FY21.

= Receivable days have increased but all receivables are normal in nature. This is the normal
levels of receivables pre-covid and should remain at those levels.

= Inventory was ramped up last year due to covid and is now being pruned out slowly. Also
new launches expected in US led to build up of inventory but apart from that no concerns.

= Some approvals come without inspections which happened in the case of March approval.
India Business
= Contributed 30% of total revenue

= Able to pass on price increases under NLEM (20% of domestic portfolio) and NPPA allowed
drugs. Price increases are done on a very granular basis. Max 10% price increase on drugs
under NLEM and NPPA.

Trade Generics

= Focus on specialty helped the business to grow fast and cross 1bn last year.
= Gross margins are lower than usual business.

US Business

= Certain number of products under approval as FDA inspections pending. As soon as FDA
inspections resume 5-8 launches per year will start again.

= Price erosions for most of the companies have been aggressive and are levelling out now.
Margins
= Increase in API prices continue and may impact GM going forward.

= COGS is ~28% in this quarter. 1.5% is one-time charge as one of the products sent to US 2
years back is being written off and 1.5% is due to price erosion impact.

= As branded business component increases, will try to maintain 25% COGS guidance given
earlier.

= High RM prices will get offset over the whole year but can get impacted in some quarters.

= Price erosion in US portfolio also affected margins. Price erosion should normalize to 8-10%
going ahead.

= Rationalizing of field force is complete and no need to reduce it further.

= Stock in trade purchase is 136¢crs out of 832 (15%-16% of total material cost). APIs and
Packing material and consumables is balance cost.

= R&D: 55% is for US markets and 45% is for India and regulated market. Was lower in FY21
but normalized in FY22.

Guidance

= Income Tax rate to increase going ahead.

= Rs2bn capex guidance for FY23.

= Mid-teens growth expected in domestic formulations business in FY23.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 5
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=  Mid-teens to high teens growth rate expected to continue in branded markets of Asia and
Africa. New brand launches, increasing market share, price increases and increasing
expansion by adding MRs and regions to drive growth.

= Looking at brand acquisitions for some time now. Preference remains in India.
= EBITDA margin of FY22 can be replicated in FY23 also.
= Institutional business should remain flattish in FY23 also.

= 10-12 ANDA filings expected in FY23 and can be higher than this also.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 6



| YES, /SECURITIES

INSTITUTIONAL EQUITIES

Ajanta Pharma Ltd

FINANCIALS

Exhibit 11: Balance Sheet

Y/e 31 Mar (Rs m) FY20 FY21 FY22 FY23E FY24E
Equity capital 175 174 172 172 172
Reserves 25,813 29,782 32,472 38,529 45,497
Net worth 25,989 29,956 32,644 38,700 45,669
Debt 325 423 420 420 420
Def.tax lia 812 922 1,019 1,019 1,019
Total liabilities 27,126 31,301 34,082 40,139 47,107
Fixed assets 15,946 16,404 16,649 17,364 17,970
Investments 570 606 707 707 707
Net working capital 10,292 13,790 16,171 21,512 27,874
Inventories 4,957 7,665 7,911 8,433 9,327
Sundry debtors 7,753 7,384 10,198 10,913 12,070
Cash 2,661 3,853 3,334 6,514 11,251
Other current assets 984 1,374 1,199 1,811 2,003
Sundry creditors (3,624) (3,739) (3,272) (3,546) (3,922)
Other current liabilities (2,439) (2,748) (3,199) (2,612) (2,854)
Def tax assets 318 501 556 556 556
Total assets 27,126 31,301 34,082 40,139 47,107

Source: Company, YES Sec

Exhibit 12: Income statement
Y/e 31 Mar (Rs m) FY20 FY21 FY22 FY23E FY24E
Revenue 25,879 28,897 33,410 36,211 40,050
Operating profit 6,834 9,986 9,293 9,735 11,014
Depreciation (957) (1,161) (1,253) (1,284) (1,394)
Interest expense (119) (83) (102) (140) (140)
Other income 922 260 1,157 500 500
Profit before tax 6,680 9,002 9,095 8,811 9,979
Taxes (1,963) (2,463) (1,968) (1,938) (2,195)
Adj. profit 4,717 6,539 7,127 6,872 7,784
Exceptional item (39) - - - -
Net profit 4,678 6,539 7,127 6,872 7,784

Source: Company, YES Sec

Exhibit 13: Growth and Ratio matrix
Y/e 31 Mar FY20 FY21 FY22 FY23E FY24E
Growth matrix (%)
Revenue growth 25.9 11.7 15.6 8.4 106
Op profit growth 20.6 46.1 (6.9) 4.8 13.1
EBIT growth 31.9 33.6 1.2 (2.7) 13.1
Net profit growth 20.9 39.8 9.0 (3.6) 13.3

For important information about YES Securities

(India) Ltd. and other disclosures, refer to the end of this material.
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Profitability ratios (%)

OPM 26.4 34.6 27.8 26.9 27.5
EBIT margin 26.3 31.4 27.5 24.7 25.3
Net profit margin 18.2 22.6 213 19.0 19.4
RoCE 27.0 31.1 28.1 24.1 23.2
RoNW 19.5 23.4 22.8 19.3 18.5
RoA 15.9 18.6 18.4 16.0 15.7

Per share ratios

EPS 53.3 75.2 83.0 80.0 90.7
Dividend per share 13.0 95 9.5 9.5 9.5
Cash EPS 64.7 88.6 97.6 95.0 106.9
Book value per share 296.3 344.5 380.2 450.8 532.0

Valuation ratios (x)

P/E 30.4 21.8 20.0 20.7 18.3
P/BV 5.6 4.8 4.4 3.7 3.1
M Cap/Sales 5.6 5.0 43 3.9 3.6
EV/EBIDTA 20.9 14.1 15.0 14.0 11.9
Payout (%)

Tax payout 29.4 27.4 21.6 22.0 22.0
Dividend payout 28.5 12.6 11.4 11.9 10.5

Liquidity ratios

Debtor days 109 93 111 110 110
Inventory days 70 97 86 85 85
Creditor days 51 47 36 36 36

Leverage ratios

Interest coverage 57.1 109.8 90.2 63.9 72.3
Net debt / equity (0.2) (0.2) (0.2) (0.2) (0.2)
Net debt / op. profit (0.3) (0.3) (0.3) (0.6) (1.0)

Source: Company, YES Sec
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Recommendation Tracker
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of 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 YSL and associates 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.

YES Securities (India) Limited (YSL) distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional Investors
through SEC 15a-6 rules and regulations under an exclusive chaperone
arrangement with Brasil Plural Securities LLC. The views and sentiments
expressed in this research report and any findings thereof accurately reflect
YSIL analyst's truthful views about the subject securities and or issuers
discussed herein. YSIL is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation (“SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1212 388 5600.

YES Securities (India) Limited

Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Ajanta Pharma Ltd
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accurately reflect his or her personal opinion about the subject securities and
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report.
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