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API sales recover; US and ARV businesses decline: ARBP reported a 6% YoY
decline in Q3FY22 revenue primarily on account of a 13% drop in US business and
a continued slowdown in ARVs (-65%). APIs reported a strong recovery with 48%
YoY growth, benefitting from improved demand for key products.

US continues to see pricing pressure: US generics sales declined by 8% CC
QoQ (ex-Natrol) to US$ 369mn in Q3 vs. US$ 400mn in Q2 due to heavy price
erosion and high inventory with channel partners. With stronger competitive intensity
all through FY22, ARBP has witnessed 9% YoY price erosion and shelf stock
adjustment of US$ 11mn in Q3 and US$ 45mn in 9MFY22, while benefitting from
only a miniscule penalty for non-supply during the contract period.

High input and freight costs weigh on margins: ARBP witnessed sharp gross
margin contraction of 530bps YoY (-355bps QoQ) to 54.3% due to continued US
price erosion and high input & freight costs, which shaved 460bps YoY (-300bps
QoQ) off the EBITDA margin. Higher raw material costs and pricing headwinds had
a negative impact of 150bps on gross margin, with a 125bps hit from an unfavourable
product mix (strong API sales). RM and freight costs increased 8-10% YoY.

Domestic branded formulations foray: Given strong cash flow generation, ARBP
has announced that it is actively evaluating an entry into the India formulations
business through a combination of acquisitions and organic launches. The company
plans to reach revenues of Rs 10bn in three years from the date of first launch. As
per management, more clarity will emerge by Q1FY23.

Maintain BUY: The stock trades at attractive valuations of 6.9x/5.8x FY23E/ FY24E
EV/EBITDA. We cut our FY22/FY23 EBITDA estimates by 15%/5% to factor in the
Q3 performance — retain BUY with a revised TP of Rs 850 (Rs 886 earlier) as we roll
valuations forward to FY24 and move to a lower 7.5x EV/EBITDA multiple (8.5x
earlier), implying a P/E of 12x. Our target multiple reflects a continued 45% discount
to other frontline stocks (SUNP, CIPLA, DRRD) due to ARBP’s low branded sales
and high US exposure.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures, including any required research certifications, are provided at the end of this report.
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Fig 1 — Quarterly performance
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(Rs mn) Q3FY22 Q3FY21 YoY (%) Q2FY22 QoQ (%) 9MFY22 9MFY21 YoY (%)
Net Sales 60,022 63,649 (5.7) 59,419 1.0 1,76,461 1,87,731 (6.0)
EBITDA 10,163 13,686 (25.7) 11,867 (14.4) 34,124 40,588 (15.9)
Depreciation 2,991 2,765 - 2,942 8,730 7,894 -
EBIT 7,172 10,921 (34.3) 8,925 (19.6) 25,394 32,694 (22.3)
Interest 161 195 - 104 394 563 -
Other Income 452 728 - 947 2212 2,134 -
PBT 7,463 11,455 (34.8) 9,768 (23.6) 27,212 34,266 (20.6)
Less: Taxation 1,895 10,575 - 2,709 7,081 17,444 -
Less: Minority Interest 67 143 - 108 264 464 -
Recurring PAT 5,502 737 646.8 6,951 (20.8) 19,867 16,358 215
Exceptional items 546 28,745 - 19 850 29,032 -
Reported PAT 6,047 29,481 (79.5) 6,970 (13.2) 20,717 45,390 (54.4)
Key Ratios (%) (bps) (bps) (bps)
Gross Margin 54.3 59.6 (531) 57.8 (355) 56.8 60.1 -
EBITDA Margin 16.9 215 (457) 20.0 (304) 19.3 216 -
Tax/PBT 254 92.3 - 217 26.0 50.9 -
NPM 9.2 1.2 - 1.7 113 8.7 -
EPS (Rs) 94 1.3 - 1.9 339 279 215
Source: Company, BOBCAPS Research

Fig 2 — Sales mix

(Rs mn) Q3FY22 Q3FY21 YoY (%) Q2FY22 QoQ (%) 9MFY22 9MFY21 YoY (%)
Formulations 49,922 56,824 (12.1) 51,612 (3.3) 1,50,432 1,56,812 (4.1)
us 27,452 31,716 (13.4) 29,676 (7.5) 83,940 86,691 (3.2)
Europe 16,943 16,712 14 16,623 1.9 49,395 45,082 9.6
EM 3,970 3,962 0.2 3,863 28 11,126 11,323 (1.7)
ARV 1,557 4,434 (64.9) 1,450 74 5,971 13,716 (56.5)
APIs 10,100 6,825 48.0 7,806 294 26,025 22,916 136
Net Sales 60,022 63,649 (5.7) 59,418 1.0 1,76,445 1,79,728 (1.8)
USDINR 74 74 1.0 74 0.1 74 74 (0.5)
US revenue (US$ mn) 369 431 (14.3) 400 (7.6) 1,133 1,164 (2.7)

Source: Company, BOBCAPS Research
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IPR purchase on global assets: With the purchase of ANDAs worth US$ 34mn in
Q3 and US$ 150mn in 9MFY22, ARBP has acquired IPR in key areas where it
lacks a presence. Management has guided that the IPR investments for a medium-
term horizon are nearly complete. The company has purchased 40 IPRs, of which
31 are in orals, 3 in dermatology and the rest in injectables.

New launches in the US: Management has guided for the launch of key
injectables from Q1FY23 out of the Eugia plant, as large complex injectables are
going off-patent. ARPB plans to launch 10-15 products in FY23 with average
originator product size of US$ 650mn-700mn. The current US revenue run-rate is
at US$ 60mn-65mn per quarter and the company expects to reach US$ 100mn-
110mn per quarter in FY23 with double-digit growth.

Margin headwinds: Higher raw material costs and pricing headwinds had a
negative impact of 150bps on the Q3FY22 gross margin, with a 125bps hit from an
unfavourable product mix (strong APl sales). RM and freight costs rose 8-10% YoY.

India formulations foray: ARBP plans to foray into India formulations and is
targeting revenue of Rs 10bn in three years. It will explore the organic and
acquisition route to expand its portfolio in India. Better clarity on its business plans
is likely to emerge in FY23

Biosimilar development: The company plans to launch seven biosimilars (in
oncology and immunosuppressants) in the EU and US, of which three are in trials
while two are filed and expected to be approved within a nine-month window.

Inventory: Given a large inventory pile-up in the supplier network industrywide for
US generics, ARBP expects to reduce inventory further by US$ 100mn in the near
term and even beyond this level over the medium-to-long term. The rationalisation
process will help reduce its working capital requirement.

Regulatory requirements: Management has appointed a globally reputed
consultant after the USFDA issued a warning letter for the Unit-1. The company
plans to shut down its older plant (Unit-1) after lingering regulatory uncertainty for
over three years. A USFDA audit is underway at Unit-5 — a sterile API plant. The
two injectable plants, Eugia and Unit-1, are scheduled for audits this year as well.

PLI scheme update: ARBP has spent Rs 5bn to buy land and on construction thus
far for a plant under the government’s PLI scheme. It has received a one-year
extension to commence production and plans to start from Q4FY24. It further aims to
build up capacity of the 15,000 Kiloliter API plant at a capex of Rs 18.5bn and to
receive incentives of Rs 14bn. Post negotiations with the government, its PLI project
dropped production of 7ACA and D7ACA (low demand) while continuing to produce
Penicillin-G APls.
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Fig 3 — Revised estimates
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ARBP continues to face challenges in the US market in terms of pricing erosion and raw
material price inflation, which have dampened gross and EBITDA margins over the past
few quarters, in line with the industry. Its ARV sales have declined 57% YoY in 9MFY22
primarily due to lower demand off a higher base and shelf stock adjustments. We cut
our FY22/FY23 EBITDA estimates by 16%/5% to factor in the margin headwinds.

Nevertheless, we are optimistic about the company’s growth prospects on the back of
the injectables business where management has a target of achieving US$ 650mn-
700mn in sales by FY24. This apart, ARBP has announced its foray into the domestic
branded formulations market and expects to achieve revenue of Rs 10bn in a three-
year timeframe.

On the valuation front, we find the stock attractive at current levels of 6.9x/5.8x FY23E/
FY24E EV/EBITDA. We retain BUY with a revised TP of Rs 850 (Rs 886 earlier) as we
roll valuations forward to FY24 and move to a lower 7.5x EV/EBITDA multiple (8.5x
earlier), implying a P/E of 12x. Our target multiple reflects a continued 45% discount to
other frontline stocks (SUNP, CIPLA, DRRD) due to ARBP’s low branded sales and
high US exposure.

(Rs br) New Old Change (%)
FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Sales 2384 264.6 293.6 253.8 268.2 279.8 (6.1) (1.3) 5.0
EBITDA 459 55.9 65.4 54.1 58.6 61.6 (15.1) (4.6) 6.1
EBITDA margin (%) 19.26 2114 22.27 21.30 21.86 22,03 (205bps) (72bps) 24bps
EPS (Rs) 47.65 59.47 70.84 57.00 62.47 66.81 (16.4) (4.8) 6.0
Source: BOBCAPS Research
Fig 4 — Key assumptions
Revenue (Rs bn) FY21 FY22E FY23E FY24E
us 123.2 113.1 130.1 149.6
Europe 60.6 65.8 69.7 738
EM 14.4 15.1 16.9 18.9
ARV 18.6 79 10.7 134
API 309 36.1 36.8 374
Dossier Income 0.0 0.0 0.0 0.0
Source: Company, BOBCAPS Research
Fig 5 — Peer comparison
EV/EBITDA (x ROE (¢
Company Ticker Rating Pri:ea(rlg:; EE\I!TZI;{\ZEI‘EA((:/S FY23E (F)Y24E FY23E = FY24E ;7,;9&;
Aurobindo ARBP IN BUY 850 6.9 6.5 5.6 13.3 139 75
Cipla CIPLAIN BUY 1,160 11.0 14.5 12.8 13.6 14.5 16.0
Dr. Reddy's DRRD IN HOLD 4,700 10.6 12.1 115 17.2 15.5 125
Sun Pharma SUNP IN BUY 1,045 14.9 16.9 15.1 16.1 16.1 18.0

Source: BOBCAPS Research

EQUITY RESEARCH
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=  Price erosion in the US: ARBP is facing price erosion in the US market which is
affecting its margins. Any further increase in competitive intensity will further ratchet
up margin pressure.

= US approval delays: Delays in key approvals and execution hurdles are risk
factors.

= Regulatory risk: ARBP supplies to the US from multiple plants. Its key facilities
are Unit 3, Unit 7, Unit 10, Eugia and Unit 4. Any adverse action by the USFDA at
these facilities can impact our earnings estimates.

Company Ticker Market Cap (US$ bn) Price (Rs) Target (Rs) Rating
Ajanta Pharma AJP IN 24 2,059 2,655 BUY
Alembic Pharma ALPM IN 20 758 980 BUY
Alkem Labs ALKEM IN 5.6 3,501 4,000 HOLD
Aurobindo Pharma ARBP IN 54 684 850 BUY
Cipla CIPLAIN 10.5 975 1,160 BUY
Divi's Labs DIVIIN 15.3 4,314 5,540 HOLD
Dr Reddy's Labs DRRD IN 9.7 4,371 4,700 HOLD
Eris Lifesciences ERISIN 1.3 699 890 BUY
Laurus Labs LAURUS IN 39 540 570 HOLD
Sun Pharma SUNP IN 286 894 1,045 BUY

Source: BOBCAPS Research, NSE | Price as of 10 Feb 2022
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Financials

Income Statement Per Share

Y/E 31 Mar (Rs mn) FY20A FY21A FY22E FY23E FY24E Y[E 31 Mar (Rs) FY20A FY21A  FY22E FY23E  FY24E

Total revenue 2,30,986 2,47,746 2,38,108 2,64,197 2,93,199 Reported EPS 48.6 91.1 48.3 59.3 70.6

EBITDA 48,247 53,334 45,792 55,779 65,220 Adjusted EPS 49.0 43.0 475 59.3 70.6

Depreciation 9,667 10,554 11,798 13,487 14,745 Dividend per share 2.5 2.5 25 2.5 25

EBIT 38,580 42,780 33,994 42,291 50,475 Book value per share 289.6 376.8 420.2 474.6 540.2

Net interest inc./(exp.) (1,598) (745) (545) (385) (270)

Other inc./(exp.) 862 3,808 3,650 4,395 4,947 Valuations Ratios

Exceptional items 0 0 0 0 0 YIE 31 Mar (x) FY20A FY21A  FY22E FY23E  FY24E

EBT 37,844 45,844 37,100 46,301 55,152 EV/Sales 1.9 1.8 1.7 15 1.2

Income taxes 8,994 20,098 9,275 11,575 13,788 EV/EBITDA 9.2 8.3 9.0 6.9 56

Extraordinary items (261) 28,146 500 0 0 Adjusted P/E 14.0 15.9 14.4 115 9.7

Min. int./Inc. from assoc. 137 543 0 0 0 P/BV 24 1.8 1.6 14 1.3

Reported net profit 28,452 53,349 28,325 34,726 41,364

Adjustments 261 (28,146) (500) 0 0 DuPont Analysis

Adjusted net profit 28,714 25,203 27,825 34,726 41,364 Y/E 31 Mar (%) FY20A FY21A FY22E  FY23E  FY24E
Tax burden (Net profit/PBT) 75.9 55.0 75.0 75.0 75.0

Balance Sheet Interest burden (PBT/EBIT) 98.1 107.2 109.1 109.5 109.3

Y/E 31 Mar (Rs mn) FY20A FY21A FY22E FY23E FY24E EBIT margin (EBIT/Revenue) 16.7 173 14.3 16.0 17.2

Accounts payables 25,450 27,947 32,618 36,191 40,164 Asset turnover (Rev./Avg TA) 26.5 248 21.2 221 225

Other current liabilities 30,745 29,831 28,573 31,704 35,184 Leverage (Avg TA/Avg Equity) 14 1.3 12 1.1 1.1

Provisions 4,914 3,291 3,162 3,509 3,894 Adjusted ROAE 18.6 129 11.9 13.3 13.9

Debt funds 56,867 52,373 41,898 33,519 23,463

Other liabilities 0 0 0 0 0 Ratio Analysis

Equity capital 586 586 586 586 586 YIE 31 Mar FY20A FY21A  FY22E FY23E  FY24E

Reserves & surplus 1,68,912 2,19,923 245,327 277123 3,15,558 YoY growth (%)

Shareholders’ fund 1,69,498 2,20,509 2,45,913 2,77,709 3,16,144 Revenue 18.1 73 (3.9) 11.0 11.0

Total liab. and equities 2,87,473 3,33,950 3,52,164 3,82,632 4,18,849 EBITDA 221 10.5 (14.1) 21.8 16.9

Cash and cash eq. 28,422 54,680 67,000 79,512 97,173 Adjusted EPS 19.0 (12.2) 10.4 24.8 19.1

Accounts receivables 43,552 35,033 58,712 65,145 72,296 Profitability & Return ratios (%)

Inventories 76,999 90,266 71,759 79,621 88,361 EBITDA margin 209 215 19.2 211 222

Other current assets 19,130 23,711 21,430 23,778 26,388 EBIT margin 16.7 173 14.3 16.0 172

Investments 5,547 5,910 5,910 5,910 5,910 Adjusted profit margin 124 10.2 1.7 131 141

Net fixed assets 64,948 68,866 71,868 73,181 73,235 Adjusted ROAE 18.6 129 11.9 133 13.9

CWIP 19,859 30,615 30,615 30,615 30,615 ROCE 18.1 18.7 134 15.6 17.0

Intangible assets 29,017 24,870 24,870 24,870 24,870 Working capital days (days)

Deferred tax assets, net 0 0 0 0 0 Receivables 69 52 90 90 90

Other assets 0 0 0 0 0 Inventory 122 133 110 110 110

Total assets 2,87,474 3,33,950 3,52,164 3,82,632 4,18,849 Payables 40 41 50 50 50
Ratios (x)

Cash Flows Gross asset turnover 1.9 1.8 1.6 1.6 1.6

Y/E 31 Mar (Rs mn) FY20A FY21A FY22E FY23E FY24E Current ratio 28 33 34 35 36

Cash flow from operations 45,455 55,279 41,061 39,006 45,716 Net interest coverage ratio 241 574 62.4 109.7 187.1

Capital expenditures (17,500) (14,000) (14,800) (14,800) (14,800) Adjusted debt/equity 0.2 0.0 (0.1) (0.2) (0.2)

Change in investments (1,945) (363) 0 0 0 Source: Company, BOBCAPS Research | Note: TA = Total Assets

Other investing cash flows 0 0 0 0 0

Cash flow from investing (19,445) (14,363) (14,800) (14,800) (14,800)

Equities issued/Others 0 0 0 0 0

Debt raised/repaid (12,800) (4,494) (10,475) (8,380) (10,056)

Interest expenses (1,598) (745) (545) (385) (270)

Dividends paid (2,930) (2,930) (2,930) (2,930) (2,930)

Other financing cash flows 144 (6,489) 9 0 0

Cash flow from financing (17,184) (14,658) (13,940) (11,695) (13,255)

Chg in cash & cash eq. 8,827 26,258 12,321 12,512 17,661

Closing cash & cash eq. 28,421 54,680 67,001 79,512 97,173
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY - Expected return >+15%
HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%
Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Ratings and Target Price (3-year history): AUROBINDO PHARMA (ARBP IN)
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B - Buy, H- Hold, S - Sell, A - Add, R — Reduce
Rating distribution

As of 31 January 2022, out of 115 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 63 have BUY ratings, 32 have HOLD ratings, 5 are
rated ADD*, 1 is rated REDUCE* and 14 are rated SELL. None of these companies have been investment banking clients in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about
the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various
subsidiaries engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS'’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.

BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till

03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20
November 2017. BOBCAPS CIN Number: U65999MH1996G01098009.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of

any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.
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This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS'’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed
in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies
discussed in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform
investment banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these
companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of the
equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by
foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and
understood the Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed in
Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS'’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of
publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on
any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.
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