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Natco Pharmaceuticals Ltd (NPL) reported a topline of INR 195.5 crs which was 5.8% below our
estimate of INR 207.5 crs. This was mainly on account of 44% YoY de-growth witnessed in the
export formulations segment led by absence of sales from the Venezuelan tender business. During
the quarter, the company paid a one time settlement of INR 15.1 crs to SMS Pharma, resulting in
PAT of INR 13.7 crs. Adjusting for the same, the company reported an adjusted PAT of INR 29.5 crs,
lower than our estimate of INR 32.0 crs. The domestic oncology formulations segment continued to
show good traction, registering a growth rate of ~28% YoY. The management has indicated for key
product launches in FY 16E across various markets, which is expected to substantially boost growth
momentum going forward. We believe that the company has a very impressive pipeline in the US,
which is expected to contribute substantially to the company’s future growth and margins. We
maintain our “BUY” recommendation.

Domestic Oncology saves the day

During the quarter, NPL reported 17.8% YoY growth in the API business, while its formulations
business witnessed de-growth. The drop was mainly on account of the 44% YoY reduction in export
formulations due to absence of sales from the Venezuela based tender business and lack of product
approvals. The domestic oncology formulations continued to show robust growth, primarily volume
driven, on the back of increased traction in Vidaza and Trabectedin injection which were launched in
the domestic market over the last two quarters. Other expenses declined 20.7% QoQ on account of
no commission paid with respect to its Venezuelan business. Going forward, with the monetization of
its pipeline, the product mix would be more skewed towards formulations than API.

Confident of monetizing pipeline

The management expects strong growth momentum in FY16E on the back of key launches expected
across US, EU and India. The company expects to launch Sovaldi in India in Q1 FY16 along with
gCopaxone 20mg, Budesonide and gVidaza in the US market over the course of the year. Additionally,
it expects to launch Bendamustine in the EU in early 2016. NPL has also announced new filings for the
US market this quarter; Cabazitaxel (5115-120 mn), Fingolimod ($1.2bn) and Sorafenib ($275 mn),
where the company believes it has FTF status. It has also disclosed its filing for Bosentan ($500-600
mn), a REMS product, which it expects to launch post patent expiry in Nov 2015 conditional on FDA
approval for the same. While its base business is anticipated to grow at 10-15% going forward, the
upcoming launches in the regulated markets is expected to be the key trigger to boost revenues and
margins going forward.

Valuations

We continue to believe that the launch of gCopaxane is a question of ‘when’ rather than ‘if’. Also,
going ahead we expect the company to head for exciting times with its launches lined up in the US, EU
and India. We thus expect stable cash flows, improvement in margins and steady growth in the
domestic market, and therefore maintain a “BUY” rating on the stock.

Year to March Q3FY15 Q3FY14 % Change Q2FY15 % Change FY15E FY16E  FY17E
Net Revenue (INR. Crs.) 195.5 203.4 (3.9) 219.2 (10.8)  830.9 926.7 1,017.8
EBITDA (INR Crs.) 47.6 53.9 (11.8) 58.9 (19.2) 2009 2258  250.0
Adj. Net Profit (INR Crs.) 29.5 29.9 (1.4) 32.4 (9.0) 1260 1488  170.2
Adj. Diluted EPS (INR) 8.9 9.0 9.8 38.1 45.0 51.5
Diluted P/E (x) 36.8 31.2 27.2
EV/EBITDA (x) 24.0 21.1 18.8
RoE (%) 16% 16% 16%
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Q3FY15 Result

Highlights
Year to March (INR Crs.) Q3FY15 Q3FY14 %Change Q2FY15 %Change FY15E FY16E FY17E
Net Revenues 195.5 203.4 (3.9) 219.2 (10.8) 830.9 926.7 1,017.8
Raw Materials Cost 63.1 57.9 8.9 64.4 (2.1) 260.6 288.9 315.4
Gross Profit 132.4 145.5 (9.0) 154.8 (14.5) 570.3 637.8 702.5
Employee Expenses 33.3 29.8 11.9 33.7 (1.2) 141.9 158.2 173.8
Other Expenses 51.6 61.8 (16.5) 62.3 (17.2) 227.5 253.8 278.7
Operating Expenses 84.9 91.5 (7.3) 96.0 (11.6) 369.4 412.0 452.5
EBITDA 47.6 53.9 (11.8) 58.9 (19.2) 200.9 225.8 250.0
EBITDA margin 24.3% 26.5% 26.8% 24.2% 24.4% 24.6%
Depreciation 12.2 7.7 58.2 11.2 9.2 31.9 34.9 37.9
Other income 7.3 13 478.0 3.2 130.1 213 21.3 213
Net finance expense 8.5 9.2 (7.7) 7.2 17.5 26.5 18.7 12.1
Profit before tax 34.2 38.3 (10.6) 43.7 (21.6) 163.8 193.5 221.3
Provision for taxes 5.4 10.8 (49.9) 12.4 (56.3) 37.8 44.7 51.1
Reported net profit 28.8 27.5 4.9 31.2 (7.8) 126.0 148.8 170.2
Reported net profit 29.5 29.9 32.4
As % of net revenues
COGS 32.3 28.5 29.4 31.4 31.2 31.0
Employee cost 17.0 14.6 15.4 17.1 17.1 17.1
Other Expenses 26.4 304 28.4 27.4 27.4 27.4
Operating expenses 43.4 45.0 43.8 44.5 44.5 44.5
EBITDA 24.3 26.5 26.8 24.2 24.4 24.6
Reported net profit 14.7 13.5 14.2 15.2 16.1 16.7
Tax rate (% of PBT) 15.8 28.3 28.4 23.1 23.1 23.1
Change in Estimates
FY15e FY1l6e

Previous Revised % Change Previous Revised % Change
Sales 781.6 830.9 6% 828 927 12%
EBITDA 202.7 200.9 -1% 219 226 3%
EBITDA margins 26% 24% -2% 26% 24% -2%
PAT 116.4 126.0 8% 130 149 14%
EPS 35.19 38.1 8% 39.40 45.0 14%
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Key Takeaways from the Concall

e The company has 31 ANDA'’s filed for the US market, of which 9 have been commercialized
e Number of Para IV filings have doubled to 12 from 6 last year

e Domestic Oncology reported sales of 53 crs, while export formulations clocked 29 crs during the
quarter

e NPL has one outstanding bill of 12 crs from Venezuela, which is covered to the extent of 80% by ECGC.

e NPL had to redo its formulation for Fosrenol along with all other filers as directed by the USFDA. The
company has submitted the same to the USFDA

e The company is anticipating approval for Lansoprazole OTC in FY 16
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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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Financials

(INR Crs)
Year to March FY13 FY14 FY15E FY16E FY17E
Net revenue 661 739 831 927 1,018
Materials costs 243 233 261 289 315
Gross profit 418 506 570 638 702
Employee costs 102 113 142 158 174
R & D Expenses 15 14 18 20 22
SG & A Expenses 151 ey 210 234 257
EBITDA 150 179 201 226 250
Depreciation & Amortization 22 30 32 35 38
EBIT 128 149 169 191 212
Otherincome 18 21 21 21 21
EBIT incl. otherincome 146 170 190 212 233
Interest expenses 26 37 26 19 12
Profit before tax 120 134 164 194 221
Provision for tax 36 31 38 45 51
Net profit 84 103 126 149 170
Adj. Net Profit 72 103 126 149 170
Basicshares 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 pershare (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
Materials 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 22.83% 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 profit 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 profit 38.5% 23.0% 22.6% 18.1% 14.4%
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Balance Sheet (INR Crs)
As on 31st March FY13 FY14 FY15E FY16E FY17E
Equity capital 31 33 33 33 33
Reserves & surplus 513 700 809 941 1,095
Borrowings 338 240 200 140 80
Deferred Tax Liabilities (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
Provisions 10 13 13 13 13
Total current liabilities & provisions 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 value pershare (Rs.) 161 219 253 293 339

Free cash flow

Year to March FY13 FY14 FY15E FY16E FY17E
Net profit 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 activities (1112) (103) (63) (63) (63)
Cash Flow from financing activities 26 (35) (83) (95) (89)
Capex (230) (1112) (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 conversion 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 11 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 multiplier 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
Diluted EPS (Rs.) 25.3 31.1 38.1 45.0 51.5
Y-0-Y growth (%) 38.5% 23.0% 22.6% 18.1% 14.4%
Diluted 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/INFO11311637 (BSE) and INB/INF/INE261311634 (MCX-SX)
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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
advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all investors. This information is strictly confidential and is being
furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or
in part, for any purpose. 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 Edelweiss and affiliates/ group companies to any registration or licensing requirements
within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The
information given in this report is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This information is subject to change
without any prior notice. Edelweiss reserves the right to make modifications and alterations to this statement as may be required from time to time. Edelweiss or any of its affiliates/ group companies shall
not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. Edelweiss is committed to providing independent
and transparent recommendation to its clients. Neither Edelweiss nor any of its affiliates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct,
indirect, special or consequential including loss of revenue or lost profits that may arise from or in connection with the use of the information. Past performance is not necessarily a guide to future
performance. The disclosures of interest statements incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the
report. The information provided in these reports remains, unless otherwise stated, the copyright of Edelweiss. All layout, design, original artwork, concepts and other Intellectual Properties, remains the
property and copyright of Edelweiss and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

Analyst Certification:
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of
his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Edelweiss shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the system, break down of the
system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the Edelweiss to present the data. In no event shall the Edelweiss be liable
for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by the Edelweiss through this
report.

Additional Disclaimer for U.S. Persons

Edelweiss is not a registered broker — dealer under the U.S. Securities Exchange Act of 1934, as amended (the“1934 act”) and under applicable state laws in the United States. In addition Edelweiss is not a
registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers Act" and together with the 1934 Act, the "Acts), and under applicable state laws in the United
States. Accordingly, in the absence of specific exemption under the Acts, any brokerage and investment services provided by Edelweiss, including the products and services described herein are not available
to or intended for U.S. persons.

This report does not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment services and/or shall not be considered as an advertisement
tool. "U.S. Persons" are generally defined as a natural person, residing in the United States or any entity organized or incorporated under the laws of the United States. US Citizens living abroad may also be
deemed "US Persons" under certain rules.

Transactions in securities discussed in this research report should be effected through Enclave Capital, LLC.

Additional Disclaimer for U.K. Persons
The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to investments falling within Article 19(5) of
the FSMA (Financial Promotion) Order 2005 (the “Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated associations); and (c) any
other persons to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available only to relevant
persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This research report must not be
distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person.

Additional Disclaimer for Canadian Persons
Edelweiss is not a registered adviser or dealer under applicable Canadian securities laws nor has it obtained an exemption from the adviser and/or dealer registration requirements under such law.
Accordingly, any brokerage and investment services provided by Edelweiss, including the products and services described herein, are not available to or intended for Canadian persons.

This research report and its respective contents do not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment services.

Disclosures under the provisions of SEBI (Research Analysts) Regulations 2014 (Regulations)

Edelweiss Broking Limited (“EBL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, depository services and related
activities. The business of EBL and its associates are organized around five broad business groups — Credit including Housing and SME Finance, Commodities, Financial Markets, Asset Management and Life
Insurance. There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years. Research
reports are distributed as per Regulation 22(1) of the Regulations. An application is filed for obtaining registration under Regulation 3 of the Regulations.
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