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Company Overview

Ajanta Pharma (AJP) is a specialty pharmaceutical company
engaged in development, manufacturing and marketing of
finished dosages. The company has manufacturing facilities
at Dahej, Aurangabad, Guwahati, Pithampura, Walnuj and
Mauritius. The company has designed customized basket of
products for various markets. The branded generic business
of the company is spread in India and more than 30
emerging countries across South East Asia, Middle East,
Africa, CIS . In India it caters 4 therapeutic areas; Cardiology,
Ophthalmology, Dermatology and Pain management. The
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Investment Rationale

US continues to be a driver of growth: The company is steadily building its
presence in US with select product portfolio, which includes complex technology
products to get the competitive advantage in the market. US business of the
company grew 46% during FY19. and contributed almost 14% to the topline.
During Q1FY20, Q2FY20 and Q3FY20 US business growth jumped 67%, 41% and
141% YoY respectively. During first 9 months US revenue contributed 19.5% to its
topline.

Series of new product launch is driving growth: AJP has launched 22-25 products
in India with ~40% being first to market. In past 9 months the company has

launched around 10 new products and increased market share gain in existing
products. The company is targeting 10-12 product filing every year. In the latest
qguarter the company received USFDA approval for Sildenafil Citrate, Montelukast

company is building its presence in US with select product
portfolio. The company participates in Anti-malarial
Institutional tender business in Africa .
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Investment Rationale

e EBITDA Margin expansion is likely in coming quarters : Dahej, the dedicated facility for USA as well as other emerging markets, was in the process of

product registrations for these markets during FY19. The First product for US market from this facility was dispatched in October 2018, almost 18 months
after commencement of commercial production. Till then, the facility was mostly carrying out validations. It impacted EBITDA margin for FY 2019. During
FY19 EBITDA Margin of the company stood at 27.6%. During Q1FY20, Q2FY20 and Q3FY20 EBITDA margin stood at 27.5%, 27.6% and 28.6% YoY
respectively. The management expects with new product approvals in US, expenses would be absorbed, Higher volume will help accretion of EBITDA. The
management has guided for around 27-28% EBITDA Margin in FY20 and another 100 bps improvement of the same during FY21E. Construction work on
Ophthalmic facility at Guwahati and greenfield manufacturing facility for oral solid at Pithampura will continue to put pressure on EBITDA Margin.

However, this burden is likely to be normalized in coming two years.

Corona Virus not likely to impact in Q4FY20: China is a major source of raw material for most of the Indian pharma companies. Due to Corona Virus out-
break raw material supply chain has been impacted resulting increase in the raw material prices. The company has another three to three and half months
of inventory which would protect them against raw material price rise. However, it will impact the gross margin of the company if the raw material price

remains elevated beyond the mentioned period.

Revival in Anti malarial business expected: The anti malarial Institutional business of the company fell 49% during FY19. The contribution of this business
has also contracted from 18% of the topline during FY18 to 9.5% of the topline during FY19. According to the management the Institutional business is
lumpy in nature & the future of this vertical is uncertain. However, during Q1FY20 and Q2FY20 the company registered 50% and 60% YoY growth due to
large order execution and low base . The company has new regime anti malarial product in the pipeline. We are expecting revival of the anti malarial

business in next couple of years with launch of this product.

Strong R&D pipeline: The company is well focused in its R&D. They spent 9% of the total revenue after R&D during FY18 as well as during FY19. It relies on
constant filing of new product with regulator backed by strong R&D pipeline. During FY19 the company filed 13 ANDA . The management of the company

targets 10-12 new filings every year.
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Particulars (in INR Crore)

Income from Operations
Excise duty expense

Net Income from Operations
Other Income

Total Income

Cost of materials consumed
Change in Inventories
Employee Benefit & Payment to Contri
Other Expenses

Total Expenses

EBITDA (excl. O.l)

EBITDA margin (%)
Depreciation & amortization
EBIT

EBIT Margin (%)

Interest cost

Exceptional Item

Profit before tax

PBT margin (%)

Tax

Effective Tax rate

Profit after tax

PAT margin (%)

EPS

Q3FY20 Q3 FY19 YoY % Q2FY20 QoQ%| 9MFY20 9MFY19

651.21
0.00
651.21
14.64
665.85
138.34
30.75
120.38
175.77
465.24
185.97
28.6%
23.6
162.37
24.9%
157
-0.34
175.10
26.3%
67.55
39%
107.55
16.2%
12.32

Income Statement (Consolidated)

Quarter Ended (consolidated)

485.11
0.00
485.11
441
489.52
81.97
15.92
112.78
167.13
377.80
107.31
22.1%
18.67
88.64
18.3%
0.09
0.00
92.96
19.0%
26.06
28%
66.90
13.7%
7.66

34.2%
N/A
34.2%
232.0%
36.0%
68.8%
93.2%
6.7%
5.2%
23.1%
73.3%
644bps
26.4%
83.2%
666bps
1644.4%
N/A
88.4%
731bps
159.2%
1054bps
60.8%
249bps
60.8%

YoY

642.76 1.3% 190591 154021  23.7%
0.00 N/A 0.00 0.00 N/A
642.76 13% 190591 154021  23.7%
13.22 10.7% 35.50 1945  825%
655.98 15% 194141 1559.66  24.5%
124.28 113% 38680 265.02  46.0%
42.20 -27.1% 91.31 1293  606.2%
117.41 25% 35611 32331  10.1%
181.23 -3.0%  539.70  499.60 8.0%
465.12 0.0% 137392 1100.86  24.8%
177.64 47% 53199 43935 21.1%
27.6% 92bps  27.9%  285%  -61bps
233 1.3% 69.68 5333  30.7%
154.34 52% 46231 386.02  19.8%
24.0% 92bps 243%  251%  -81bps
4.93 -68.2% 8.29 0.39 2025.6%
-1.07 -68.2% -1.41 0.00 N/A
161.56 84% 48811  405.08  20.5%
24.6% 167bps 251%  26.0%  -83bps
45.2 494% 14957  107.00  39.8%
28%  1060bps 31% 26%  423bps
116.36 -7.6% 33854 298.08  13.6%
17.7%  -159bps 174%  19.1% -167bps
13.33 -1.6% 38.78 34.14  13.6%
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Q3FY20 result analysis & Concall Highlights Annual Domestic & Export Revenue

Q3FY20 result analysis: During Q3FY20 topline of the company grew 34% YoY at INR651 cr. Revenue growth 4000 4
was mainly led by India business which grew 12% YoY ,Africa branded generic business which grew 25% YoY, 3500 4

Asia branded generic business which grew 31% YoY.
3000 -

Africa branded generic business grew 19%, -10% and 25% YoY in last three quarters in FY20. Total Emerging
2500
market branded generic business grew 6%, 16% and 28% YoY during Q1,Q2 and Q3FY20 respectively.

2000 -
US branded generic business registered phenomenal growth of 67%, 41% and 141% YoY during first three

quarters in FY20. 1500 4

Africa anti malarial Institutional business registered 2% de-growth YoY during Q3FY20 after steep jump in 1000 1

revenue by 50% & 60% YoY during first two quarters of FY20. Gross Margin of the company fell 600 bps YoY 500 |

at 74% due to higher raw material expenses.
0 . . . .

EBITDA of the company jumped by 73%,YoY at INR186 cr. EBITDA Margin expanded 650 bps at 28.6%. 2018 2019 20208 20218 20226
mmm Total Revenue ===Domestic business performance ===Export business

Net profit of the company jumped 61% YoY at INR107.6 cr. Net profit margin expanded by 270 bps at 16.5%.

Q3FY20 Concall Highlights: Geography wise Export revenue FY19

® The institutional anti-malaria business surpassed the management guidance on the back of recently

procured new orders.

® The company has launched 22-25 products in India, among around 40% is first to market. The
management guided for 25% revenue growth in US backed by new launches & market share gain.

® The management guided that EBITDA margin would be in the range of 27-28% in FY20 and another 100
bps improvement in FY21.

® Ophthalmic facility at Guwahati has commenced commercial operation. Pithampura facility is expected to
commence operation in Q4FY20.

® |In 9MFY20, Capex of the company stood at INR225 cr. Capex for FY21E would be INR200 cr .

® Corona Virus impact is not going to hurt margin in Q4 as the company has sufficient inventory to cover

this quarter. But if the raw material prices continues to remain elevated, it would impact margin. u Africa branded generic Asia branded generic sales
m US generic m Africa Institution sales
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The steep jump in US revenue, traction in the branded generic business, consistent performance in the

domestic market and presence in various geographies across US, Asia, Africa, CIS countries led to strong
topline growth of the company . Operational efficiency & smart cost management helped the company to
outperform at the EBITDA level.

On the basis of improved growth visibility across different geographies , sustained outperformance in the
domestic business, commissioning of new plants to cater higher demand and robust R&D pipeline, we are
assigning a multiple of 19x to the FY22E EPS INR91.3 to arrive at a Target Price of INR1758.

Institutional anti-malarial business contributes around 18% to the topline during FY18 but
compressed to 9.5% in FY19. Although there are signs of revival in Q1FY20 & Q2FY20 backed by Order
inflow, but the risk due to the uncertainty and lumpy nature of the business is unavoidable.

® Stringent Regulatory practice is a risk for the drug manufacturers catering regulated markets. Ajanta
Pharma is emphasizing to increase its presence in US. Hence, the risk of any adverse regulatory action
can’t be eliminated at any point of time.

® China is a major source of Raw material for most of the drug manufacturers. Corona Virus issue
pushed the Raw material prices higher. Although the company has enough inventory to cover Q4FY20,
but beyond the period mentioned, if the price continues to remain elevated, it would hit the margin
of the company.
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This Research Report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or
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