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Decoding the Sovaldi opportunity CMP INR 1492                          Target INR 1873

  

   

Edel Invest Research BUY 

Natco Pharmaceutical Ltd. – Company Update 

We met the Natco Pharma Ltd. (NPL) management to gain meaningful insights into the Sofosbuvir 

(Sovaldi)/Sofosbuvir + Ledipasvir (Harvoni) opportunity for the company. Although the Hepatitis C market 

is shaping up to be a crowded space, we believe the company will be at par with the domestic behemoths 

to tap the lucrative opportunity anchored by (1) well entrenched experience in the specialised 

distribution system required for Hepatitis C drugs and (2)  cost competitiveness. Moreover, the company 

estimates the product’s penetration levels to be as high as 10% of infected population, considering that 

Sofosbuvir/Ledipasvir are more effective, cheaper than existing therapies in India and entail lower side-

effects. Additionally, management is upbeat on the potential of its US product pipeline. The above 

substantially bolster our confidence that NPL is well poised to monetise the incremental opportunities 

and generate substantial cash flows for future growth. We continue to maintain ‘BUY’ with a target price 

of INR 1873/share. 
 

Sovaldi – The vital game changer 

Initially, very few treatment options were available for Hepatitis C; moreover they were characterised by 

low efficacy and high side effects. However, in Dec 2013, Gilead Sciences (Gilead) made a breakthrough in 

the treatment of Hepatitis C with the launch of Sofosbuvir (Sovaldi); this was followed by the launch of the 

combination drug Harvoni (Sofosbuvir + Ledipasvir) in Oct 2014. The drugs have a distinct advantage over 

existing treatment options including: (1) shorter treatment duration (12/24 weeks) (2) higher effective cure 

rate (SVR of ~90-95%) (3) treatment sans interferon for most patients, leading to very few side effects.  

NPL inked a voluntary licensing agreement with Gilead to manufacture and sell Sofosbuvir & Ledipasvir and 

their combinations along with Gilead’s investigational drug in 91 middle and low income countries. 

Moreover, the company’s familarity with the differentiated distribution system required for 

Sofosbuvir/Ledipasvir imparts it a competitive edge in the crowed domestic market. Hence, we expect 

launch in the domestic market to add INR 3.0/share to its earnings. Additionally, with the company 

expected to tap the entire EM opportunity, it is estimated to add INR 20.0/share to its earnings (incl. India) 

going forward. 
 

Regulated market product pipeline – Optimism intact 

NPL  continues to remain confident about its US filings, and is anticipating a few approvals to come through 

in the next fiscal. The company is positive on Copaxone approval and a favourable outcome in the Revlimid 

case as well. Additionally, it expects to enhance its filing rate from the current 3-5 products per annum to 5-

8 products going forward. We believe its recent filings (Nexavar, Tracleer, etc.) impart  long term visibility  

and will catapult  profitability substantially over the next few years. 
 

Valuation 

We value the company’s base business at 16x FY17E earnings of INR 51.5/share, while the expected 

launches in the US are valued at INR 1002/share and Sovaldi’s  India opportunity at INR 48/share. We 

maintain  “BUY” recommendation on the stock, with a target price of INR 1873/share. 

 

Year to March (INR Crs.) FY13 FY14 FY15E FY16E FY17E 

Revenue                660.5            738.9           830.9             926.7         1,017.8  
Revenue Growth (%) 27.0% 11.9% 12.5% 11.5% 9.8% 
EBITDA                 150.0             179.4           200.9             225.8             250.0  
Net Profit                   83.5             102.8           126.0             148.8             170.2  
Profit Growth (%) 38.5% 23.0% 22.6% 18.1% 14.4% 
Shares Outstanding (crs.)                      3.3                 3.3                3.3                 3.3                 3.3  
Diluted EPS (INR)                    25.3               31.1             38.1               45.0               51.5  
EPS Growth (%) 38.5% 23.0% 22.6% 18.1% 14.4% 
Diluted P/E (x)                    56.1               45.6             37.2               31.5               27.6  
EV/EBITDA (x)                    33.4               27.4             24.3               21.4               19.0  
RoE (%) 14.1% 16.1% 16.0% 16.4% 16.2% 
RoCE (%) 17.5% 17.9% 18.4% 19.2% 19.7% 
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Sovaldi – The vital game changer 
 

Hepatitis C – A perspective 

Hepatitis C is a chronic viral infection affecting ~185 mn people worldwide, with more than half 

concentrated in low and middle income countries, of which 350,000 die each year. Despite  high prevalence 

of the disease, most  infected people remain oblivious of the infection. The infection differs from other 

chronic viral infections, notably HIV infection, in that it can be cured by treatment.  

 

Evolution of treatment options 

Initially, a few treatment options were available for Hepatitis C, but they were characterised by low efficacy 

and high side effects. Up to 2011, the only treatment option available was a combination of Pegylated-

interferon + Ribavarin, which did not see much uptake among patients considering: 

• Effective cure rate (measured as sustained virological response-SVR) of mere 40-50%.  

• Long treatment duration of 48 weeks 

•  Various side effects associated with the use of interferon.  

2011 ushered in a new class of drugs known as protease inhibitors, (Boceprevir, Telaprevir and Simeprevir) 

that had higher SVR of ~75%, but continued to require the use of Interferon for the treatment to be 

effective. 

Development of Hepatitis C treatment over the years 

 
Source: CHI 
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Warehousing Syndrome: – A critical factor 

An important factor that plays a major part in treatment of Hepatitis C has been ‘warehousing’ of Hepatitis C 

patients. Simply put, warehousing refers to a process where patients who do not require urgent treatment 

are not prescribed current therapies available in anticipation of improved therapies in the near future. This 

syndrome has been particularly prevalent in the US Hepatitis C market, with doctors not prescribing 

Interferon-based treatments to certain patients with low severity of the disease in anticipation of more 

effective and safer treatments options going ahead.  

 

Sovaldi – A game changer 

In Dec 2013, Gilead made a breakthrough in the treatment of Hepatitis C with the launch of its nucleotide 

polymerase inhibitor Sofosbuvir (Sovaldi); followed by the launch of  combination drug Harvoni (Sofosbuvir + 

Ledipasvir) in Oct 2014. The drugs have a distinct advantage over the existing treatment options, including: 

• Shorter treatment duration (12/24 weeks) 

• Higher effective cure rate (SVR of ~90-95%) 

• Can treat most patients without the use of Interferon, leading to very few side effects 

Despite the high cost of drugs (USD 84000 for Sovaldi and USD 94500 for Harvoni for a 12 week course), the 

treatment found many takers once approved, as apparent from the increase in penetration of treatment 

from 3% of the diagnosed population in 2013 to 9% in 2015 in the US. 

 

 
Source: Gilead Sciences Inc 

In addition, as seen in Fig (1), prescription data for available Hepatitis C treatments indicates a decline in 

prescriptions of Telaprevir (Incivek) and Boceprevir (Olysio) closer to the expected launch of Sovaldi, 

confirming the warehousing syndrome in this market. Similarly, the warehousing trend was also seen in the 

case of Harvoni, when Sovaldi prescriptions began to decline from May 2014. Accordingly, post launch of 

Harvoni in October 2014 (as seen in Fig (2)), it replaced the existing treatment of Sovaldi as the highest 

prescribed Hepatitis C treatment in the US. 
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Source: CVS 

Gilead’s EM’s Strategy  

Majority (~100 mn or 54% of estimated ~185 mn) of the Hepatitis C population resides in low and middle 

income countries, with regions such as Egypt, India, Paksitan and Indonesia reporting highest prevalence of 

the disease.  

In 2014, Gilead signed a non-exclusive licensing agreement with 8 Indian companies, including Sequent 

Scientific, Cipla, Ranbaxy, Mylan, Strides Arcolab, Cadila Healthcare, Biocon and Hetero Labs to manufacture 

and sell Sofosbuvir & Ledipasvir and their combinations along with its investigational NS5A inhibitor GS-

5816, (which is being evaluated in Phase 3 clinical studies) in 91 middle and low income countries. In 

addition, Gilead has also signed Mylan as an exclusive distributor for marketing its drugs in India. 

 

NPL – Charting a distinct course 

NPL had earlier filed a pre-grant opposition with India's Controller General of Patents, Designs & Trademarks 

regarding Gilead’s patent for Sofosbuvir in India, citing that the molecule was not inventive enough to 

warrant a patent.  While the Indian patent office did not grant Gilead a patent, the matter was referred to 

the Delhi High Court, which set aside the order and asked the patent office to revisit the application.   

 

However, NPL decided to avoid going down the legal path and instead inked a voluntary licensing agreement 

with Gilead to manufacture and sell Sofosbuvir & Ledipasvir and their combinations along with Gilead’s 

investigational drug in 91 middle and low income countries.  

 

Supply chain – Vital differentiator 

In the domestic market, while most drugs are sold through a regular distribution network, certain drugs with 

a high per unit cost (like oncology drugs, biologic products etc.) follow a specialised distribution channel. 

Under this, the retail pharmacist is eliminated completely, with the drug being supplied directly from the 

distributor/stockist to the patient. 
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Fig 1. Warehousing impact on Hep-C medication 
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Fig 2. Weekly Rx for Hep-C medications post Harvoni 
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Source: Edelinvest Research 

 

With the high treatment cost of Sofosbuvir and Sofosbuvir/Ledipasvir  expected in India(~USD 300 per 

month), the drugs are expected to be sold via the specialised distribution rather than the regular channel. 

Given the fact that oncology drugs dominate NPL’s domestic product portfolio, the company is well versed 

with the differentiated distribution system. 

 

 Thus, despite the presence of strong pharmaceutical players like Ranbaxy, Cipla and Cadila, we believe NPL, 

equipped with  experience in dealing with high-end specialty products, will be on an equal footing to tap this 

lucrative opportunity despite being a fringe player in the overall market. 

 

Potential revenue from Sovaldi 

The potential launch of the drug in the Indian market in Q2CY15 will propel NPL’s revenue and profitability. 

Anchored by its strong specialised distribution set-up, we believe the company will be at par with  peers in 

the domestic market. 

 

The Indian Hepatitis-C market is estimated at ~15 mn patients. We assume 15% of the infected population 

to be diagnosed, of which approximately half is expected to be under treatment. We estimate NPL to 

capture 10% market share of the same and price the drug at USD 700/12 week treatment. Ergo, we thus 

expect the domestic market to add INR 3.0/share to its earnings. Moreover, with the company expected to 

tap the entire EM opportunity, it is expected to add INR 20.0/share to its earnings going forward. 
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Indian Market 

  Bear Case Base Case Bull Case 

Patients Infected (in mn) 15 15 15 

Diagnosed (in mn patients) 1.5                2.3                 3.0  

Penetration (in mn patients)                0.1                 0.2                 0.3  

Market share (10%) (in mn patients)              0.01               0.02               0.03  

Cost (INR per treatment) 36000 42000 48000 

Revenue (INR Crs.)              21.6               66.2             144.0  

EBITDA (25%)                5.4               16.5               36.0  

PAT (15%) 3.2 9.9             21.6 

EPS                1.0                 3.0                 6.5  

Source: Edelinvest Research 

 

Emerging Markets 

  Bear Case Base Case Bull Case 

Patients Infected (in mn) 100 100 100 

Diagnosed (in mn patients) 10 15 20 

Penetration (in mn patients) 0.4 1.1 2.0 

Market share (10%) (in mn patients) 0.04 0.11 0.20 

Cost (INR per treatment) 36000 42000 48000 

Revenue (INR Crs.) 144 441 960 

EBITDA (25%) 36 110.25 240 

PAT (15%) 21.6 66.15 144 

EPS 6.5 20.0 43.5 

Source: Edelinvest Research 
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Other Key takeaways 
 

Copaxone 

● Teva and the generic filers were asked to send a briefing to the Federal Court by the first week of 

March on why they believe the legal standards have to be revisited. The company expects the Federal 

Court to comment on the same in the near future. 

● NPL continues to believe that all queries from the USFDA have been answered, and expects approval 

soon. 

 

Revlimid 

● Outcome of Markman hearing  expected in CY15. 

● Expects some feedback from USPTO for the patent filed by the company for Revlimid in Q2CY15. 

 

Other updates 

● Tamilfu launch expected  by mid 2016. 

● Fosrenol expected to be launched in 2016. The innovator (Shire) had to reformulate the drug, which led 

all the generics to resubmit their ANDA filings.  

● Venezuelan contract is expected to continue for the next few years. 

● Expects filing for Doxorubicin in the next few months. 

● From 3-5 filings a year, the company expects the filings to increase to 5-8 filings next year. 
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Valuations 
 

We continue to believe NPL is headed for exciting times ahead, with multiple launches lined up in the US, EU 

and India. Ergo, we estimate stable cash flows, improvement in margins and steady growth in the domestic 

market. We value the company’s base business at 16x  FY17E earnings of INR 51.5/share, while the expected 

launches in the US are valued at INR 1002/share and Sovaldi’s  India opportunity at INR 48/share. We 

maintain “BUY” recommendation on the stock, with a target price of INR 1873/share. 

 

Source: Edelinvest Research 

 

Valuation Table Multiple (x) EPS (FY17E)   Value 

Base Business Value                                       16.0                                                          51.5  
 

              823  

  Opportunity Size (USD mn) Valuation Matrix Exp. Launch Date Value 

Copaxone (20 mg) 1,200  EPS 15.2 x PE 16x  Sep-15               244  

Copaxone (40 mg) 1,800 EPS 10.2 (Half Year) x PE 16x Aug-16               164  

Revlimid 5,000  NPV  Oct-19               196  

Other Filings   NPV                 398  

Sovaldi (India Opportunity) 
 

 EPS addition of 3.0 x PE 16x  
 

                48  

Total                  1,873  
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Company Description 
Natco Pharma Ltd. (NPL), incorporated in September 1981 by V.C Nannapaneni, started out as a contract 

manufacturer for various companies in the Pharmaceutical Industry, including Ranbaxy Laboratories Ltd, 

Cadila Ltd and John Wyeth India Ltd among others. The company has the distinction of introducing the time 

release technology in India and manufactured formulations in conventional as well as sustained release 

forms. The company made its foray into the oncology segment in 2003 with the launch of the generic 

version of Imatinib Mesylate under the name ‘Veenat’, this was followed by Zoldonat and Letronat tablets, 

today, NPL is a leader in the oncology space, with 30% market share in the domestic oncology segment. 

 

Domestic formulations make up 25% of the company’s revenues, while International generics make up 16%. 

NPL also manufactures bulk drugs which account for 34% of its revenues (29% international and 5% 

domestic). The company has established an R&D centre in Hyderabad for synthetic chemistry, biotech and 

fermentation and also runs a chain of retail pharmacies in the US which forms 16% of its revenues. 

 

Investment Theme 
NPL is a market leader in the domestic generic oncology market, commanding a market share of 30%. 

Although its domestic business remains a cash cow for the company, its major growth driver is its US 

business where it has some very interesting niche filings which could help the company deliver extraordinary 

growth and cash flows over the next several years. Copaxone, one of the products from its basket of niche 

products has already cleared regulatory hurdles and is currently awaiting USFDA approval, the company 

intends to launch the same on approval or market formation. We believe the pipeline for the company is 

strong enough to get incremental and sustainable growth going forward. We believe that management’s 

strong focus on R&D and emphasis on difficult to manufacture products would continue to support growth 

going forward. 

 

Key Risks 
Delay in approvals from USFDA  

 

Much of NPL’s growth is expected to be driven by the US market. So, any delay in approvals from the USFDA 

would impact our earnings estimates.  

 

Adverse court ruling  

Many of NPL drugs are currently under litigation in the US courts, any adverse ruling would have an impact 

on our estimates.  

 

Increased Competition  

Most of NPL drugs are niche in nature with limited competition, but over time there could be further players 

entering the market and thus impacting the earnings.  

 

Currency risk  

Around 70% of revenues for the company are from export markets, and this contribution is expected to rise 

further. Any adverse movements in currency could impact our earnings estimates. 
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(INR Crs)

Year to March FY13 FY14 FY15E FY16E FY17E

Net revenue 661           739         831         927              1,018           

Materia ls  costs 243           233         261         289              315              

Gross  profi t 418           506         570         638              702              

Employee costs 102           113         142         158              174              

R & D Expenses 15             14           18           20                22                

SG & A Expenses 151           199         210         234              257              

EBITDA 150           179         201         226              250              

Depreciation & Amortization 22             30           32           35                38                

EBIT 128           149         169         191              212              

Other income 18             21           21           21                21                

EBIT incl . other income 146           170         190         212              233              

Interest expenses 26             37           26           19                12                

Profi t before tax 120           134         164         194              221              

Provis ion for tax 36             31           38           45                51                

Net profi t 84             103         126         149              170              

Adj. Net Profi t 72             103         126         149              170              

Bas ic shares  outstanding (crs ) 3.31          3.31        3.31        3.31             3.31             

EPS (Rs .) 25.3          31.1        38.1        45.0             51.5             

Dividend per share (Rs .) 4.4            5.8          5.8          5.8               5.8               

Dividend payout (%) 17.5% 18.8% 15.4% 13.0% 11.4%

Common Size 

Year to March FY13 FY14 FY15E FY16E FY17E

Materia ls  costs 36.8% 31.6% 31.4% 34.8% 38.0%

Employee expenses 15.5% 15.3% 17.1% 19.0% 20.9%

Manufacturing & Other Expenses 22.8% 27.0% 25.2% 28.1% 30.9%

Research & Development Expenses 2.2% 1.9% 2.2% 2.4% 2.6%

Depreciation 3.3% 4.1% 3.8% 3.8% 3.7%

EBITDA margins 22.7% 24.3% 24.2% 24.4% 24.6%

EBIT margins 19.4% 20.2% 20.3% 20.6% 20.8%

Net profi t margins 10.9% 13.9% 15.2% 16.1% 16.7%

Growth Ratios

Year to March FY13 FY14 FY15E FY16E FY17E

Revenues 27.0% 11.9% 12.5% 11.5% 9.8%

EBITDA 41.0% 19.6% 12.0% 12.4% 10.7%

PBT 47.4% 11.4% 22.6% 18.1% 14.4%

Net profi t 38.5% 23.0% 22.6% 18.1% 14.4%

Financials 
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Balance Sheet (INR Crs)

As on 31st March FY13 FY14 FY15E FY16E FY17E

Equity capita l 31             33           33           33                33                

Reserves  & surplus 513           700         809         941              1,095           

Borrowings 338           240         200         140              80                

Deferred Tax Liabi l i ties  (Net) 44             43           43           43                43                

Sources of funds 926           1,016      1,086      1,158           1,252           

Net Fixed Assets 689           769         817         862              904              

Investments 2               2             2             2                  2                  

Inventories 146           181         184         205              225              

Sundry debtors 130           119         140         156              171              

Cash & Bank Balances 13             11           10           6                  28                

Loans  and advances 101           114         121         135              148              

Total  current assets 389           425         455         502              573              

Sundry creditors  and others 145           167         175         195              214              

Provis ions 10             13           13           13                13                

Total  current l iabi l i ties  & provis ions 154           179         188         208              227              

Net current assets 235           246         267         294              346              

Uses  of funds 926           1,016      1,086      1,158           1,252           

Book va lue per share (Rs .) 161           219         253         293              339              

Free cash flow

Year to March FY13 FY14 FY15E FY16E FY17E

Net profi t 84             103         126         149              170              

Add : Depreciation 22             30           32           35                38                

Others (1)             34           10           2                  (5)                 

Gross  cash flow 105           167         168         186              203              

Less : Changes  in WC (44)           (12)         (22)          (31)               (30)               

Operating cash flow 61             155         146         155              174              

Less : Capex 230           111         80           80                80                

Free cash flow (169)         44           66           75                94                

CasH Flow Statement

Year to March FY13 FY14 FY15E FY16E FY17E

Cash flow from operations 61             137         146         155              174              

Cash Flow from investing activi ties (111)         (103)       (63)          (63)               (63)               

Cash Flow from financing activi ties 26             (35)         (83)          (95)               (89)               

Capex (230)         (111)       (80)          (80)               (80)               

Dividends (13)           (17)         (17)          (17)               (17)               
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Profitability & Efficiency Ratios

Year to March FY13 FY14 FY15E FY16E FY17E

ROAE (%) 14.1% 16.1% 16.0% 16.4% 16.2%

ROACE (%) 17.5% 17.9% 18.4% 19.2% 19.7%

ROIC (%) 17.4% 17.5% 18.1% 18.9% 19.4%

Inventory day 71             81           81           81                81                

Debtors  days 62             61           61           61                61                

Payable days 77             77           77           77                77                

Cash convers ion cycle (days) 56             65           65           65                65                

Current ratio 2.5            2.4          2.4          2.4               2.5               

Debt/Equity 0.6            0.3          0.2          0.1               0.1               

Turnover Ratios

Year to March FY13 FY14 FY15E FY16E FY17E

Total  asset turnover 0.7 0.6 0.7 0.7 0.7

Fixed asset turnover 1.1 1.0 1.0 1.1 1.2

Equity turnover 1.3 1.2 1.1 1.0 1.0

Du Pont Analysis

Year to March FY13 FY14 FY15E FY16E FY17E

NP margin (%) 10.9% 13.9% 15.2% 16.1% 16.7%

Total  assets  turnover 0.7            0.6          0.7          0.7               0.7               

Leverage multipl ier 2.0            1.8          1.6          1.5               1.4               

ROAE (%) 14.1% 16.1% 16.0% 16.4% 16.2%

Valuation Parameters

Year to March FY13 FY14 FY15E FY16E FY17E

Di luted EPS (Rs .) 25.3          31.1        38.1        45.0             51.5             

Y‐o‐Y growth (%) 38.5% 23.0% 22.6% 18.1% 14.4%

Di luted PE (x) 55.5          45.1        36.8        31.2             27.2             

Price/BV (x) 8.7            6.4          5.6          4.8               4.1               

EV/Sales  (x) 7.4            6.5          5.8          5.1               4.6               

EV/EBITDA (x) 33.1          27.1        24.0        21.1             18.8             

Dividend yield (%) 0.3% 0.4% 0.4% 0.4% 0.4%
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Broking services offered by Edelweiss Broking Limited under SEBI Registration No.: INB/INF/INE231311631 (NSE), INB/INF011311637 (BSE) and INB/INF/INE261311634 (MCX-SX) 

Name of the Compliance Officer: Mr. Dhirendra Rautela, 

Email ID: complianceofficer.ebl@edelweissfin.com; 

Corporate Office: Edelweiss House, Off CST Road, Kalina, Mumbai - 400098; 

Tel. (022) 4009 4400/4088 5757/4088 6278 

 

This report has been prepared by Edelweiss Broking Limited (Edelweiss). This report does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official 

confirmation of any transaction. The information contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only and is not intended to be 

and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it 

deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this report (including the merits and risks involved), and should consult his own 
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