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Despite large number of approvals high growth remains elusive. Expansion
of capacities in US is likely to help in monetizing large number of approvals
in place. Maintain Buy with target price of Rs 1054 (previous target Rs
1012)

Aurobindo Pharma’s (ARBP) financial performance for Q3FY17 was in-line
with our estimates. Net sales increased by 12% y-y impacted by slow sales
in Europe & ROW. However US sales were in-line with estimates. Due to
controlled costs at all levels gross margin & EBITDA margin were
maintained. ARBP management has sounded positive on growth prospects
both in oral/solids as well as injectables in US in remaining part of fiscal.
The company is likely to launch 13 new products in US in Q4FY17.
Integration of European business (Actavis) & Natrol is going as guided
earlier. ARBP is expanding capacities in Aurolife & Auromed which will help
it in monetizing larger number of opportunities & prepare the company
against any adverse action by US administration regarding inward looking
manufacturing policies.

We remain positive on ARBP on the back of robust ANDA pipeline, subject
to regulatory approval, and improvement in profitability from turnaround
of Actavis and Natrol.

At CMP of Rs 679, the stock is trading at attractive valuation of 15.2x FY17E
EPS of Rs 44.6 and 14x FY18E EPS of Rs 48.4 & 12.9x FY19E EPS of Rs 52.7.
We value ARBP at (unchanged) 20x FY19 EPS to arrive at target of Rs 1054
(Rs 1012 earlier).

Rs.mn Q3FY17 | Q3FY16 | Y-O-Y% | Q2FY17 Q-0-Q % INSL Est  Variance(%)
Revenue 38,445 34,321 12.0 37,135 3.5 37,968 1.3
EBIDTA 9,152 8,230 11.2 9,292 (1.5) 9,049 1.1
Adjusted PAT 5,811 5,217 11.4 5,857 (0.8) 5,736 1.3
Rep. PAT 5,811 5,350 8.6 6,026 (3.6) 5,736 1.3

Source: Company, IndiaNivesh Research

Key result highlights:

m  Net sales came in at Rs38.45bn, up 12.5% y-y, for the quarter. Y-y sales
growth is driven by 11% y-y growth in US sales, 12% growth in ARV &
11.6% growth in API. Only 3% growth in ROW sales & 10% in Europe
dragged the overall performance. According to management, US sales
were impacted to the extent of 4% by one time charge on account of
discounts given in the market.

®m  Gross margin maintained at 55% & EBITDA margin was recorded at 23.4%
(-12 bps y-y, -118 bps g-q). EBITDA & Adjusted PAT both grew by 11.2% y-y
to Rs 9.15 bn & Rs5.81 bn respectively
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Key Concall highlights:

US contributed ~45% to total revenues & grew at 11% y-y on back of new
launches in the oral & injectable segments & growth in Natrol business. In
Q3FY17, ARBP launched total 11 products in US out of which 8 were in oral
solids & 3 were in injectable. The management guided to launch ~13 new
products over the remaining FY17 out of which ~7-9 products will be from
injectable stable. Some of these products are niche opportunities with
decent large size.

Aurobindo US which markets oral solids in US witnessed 9% de-growth g-q
due to severe price erosion in existing as well as new products. There was
a one-time impact of discounts offered to customers which resulted in
around 4% de-growth in sales. In oral solids the company launched 8 new
products in Q3FY17 taking total launches to 19 in 9MFY17. ARBP filed 5
ANDA in orals in Q3FY17.

Management mentioned now the price erosion is visible not only in
existing products but even in new launches. This stiff competition is
attributed to larger numbers of players getting approvals & customer
consolidation. According to management price erosion witnessed by ARBP
was to the tune of 7% q-q 7 13% y-y.

Despite severe price erosion management maintained guidance of 15-20%
growth in US on back of new launches in oral solids, injectables, Natrol.
AuroHealth & Aurolife.

ARBP is expanding the capacity of Aurolife by 3x as it is gaining traction in
tender business in US.

Auromedics which manufactures injectables has continued strong growth
of 91% y-y recording sales of $45mn in Q3FY17. In this division the
company launched 3 new products taking total tally to 10 in 9MfY17. ARBP
has filed 89 ANDA in injectables out of which it has received approvals for
50 including 2 received in Q3FY17. Management expects to launch 3 new
product in injectables in Q4FY17E.

AuroHealth which manufactures & markets OTC products in US has
expanded its product basket to 85 products & is serving 22 customers.
Injectable shall be high growth driver for US. The company intends to
launch ~7-9 products in this segment & these launches will be early
launches which will lead to gaining higher market share. Management
guided injectable segment to continue growing at 40-50% compounding
rate for at least next 2-3 years.

ARBP received 22 ANDA approvals in Q3FY17 (including 3 tentative). Till
3QFY17, ARBP has 421 ANDA filing on cumulative basis and 118 ANDAs are
pending for approval. The company filed for 9 new ANDAs in Q3FY17
including 5 in oral & 4 in injectable category.

Europe sales came in at Rs8.55bn, increase of ~10% y-y for the quarter.
ARBP continue to improve profitability of Europe business by shifting
manufacturing to relatively low cost units in India and improving efficiency
of operation of Actavis business. According to management they have
shifted 42 products cumulatively till Q3FY17. Management maintained
guidance of ~7-8% EBITDA margin for Actavis by FY18.

ARBP is expecting approval for Meropenem very soon. They have already
started preparing launch quantity. The company has had 2 inspections in
this regard but awaiting approval.

ARV sales have been gone up ~12% y-y (+22% g-q) to Rs 3.4 bn in Q3FY17.
However management clarified sales did not include DTG sales which shall
reflect in numbers from Q1FY18E onwards. The company has started
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manufacturing APl of DTG & expect gradual ramp up in sales of DTG by Q3-
Q4FY18E.

®m APl sales grew ~12% y-y along with improvement in margins.

®  ARBP has taken over a portfolio of 4 products in Biosimilar space from TL
Pharma. ARBP will further develop these products & will undertake clinical
trials etc. This would mean an approximate expense of ~$80mn on all
these 4 products. However management specified that the R&D expense
will be spread out to 18-24 months

®  ARBP expects to start clinical trials of these 4 biosimilar products by end of
FY18E or FY19E. ARBP may look at out-licensing opportunities in this space
in order to mitigate risks 7 reduce costs

m  ARBP is already developing portfolio of 8 biossimilar products on its own.
Post the takeover of products from TL Pharma, the company will have total
of 12 products in biosimilar basket.

m  R&D spent for the Q3FY17 was Rs1.3bn (3.3% of net sales). However due
to acquisition of biosimilar products R&D costs may go up substantially in
next 2-3 years. According to management R&D expense can go up to 5-6%
of net sales in next 2 years & up to 8-9% of net sales in years when the
clinical trials for biosimilar products will start. We believe increased costs
will dent the company’s margins if it is not able to monetize its large basket
of approvals faster.

Outlook: ARBP is likely to launch 13 new products in US in remaining FY17 with
approximately 3 in injectable segment. The company has few interesting
opportunities to be monetized in FY18 including Meropenem, Vancomycin,
Sevelemer, Fortamet, Epzicom, Valcyte & Rosuvastatin, Tenofovir subject to
regulatory approvals. We believe the company will be able to make up any loss in US
business due to competition/price erosion by launching new products & gaining
volume share. Natrol portfolio is likely to witness good growth with addition of new
products. Actavis integration is going well & as more products get transferred to
Indian sites profitability would improve going forward. We remain positive on ARBP
on the back of robust ANDA pipeline, subject to regulatory approval, and
improvement in profitability from turnaround of Actavis and Natrol.

Valuation: At CMP of Rs 679, the stock is trading at attractive valuation of 15.2x
FY17E EPS of Rs 44.6 and 14x FY18E EPS of Rs 48.4 & 12.9x FY19E EPS of Rs 52.7. We
value ARBP at (unchanged) 20x FY19 EPS to arrive at target of Rs 1054 (Rs 1012
earlier).
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Quarterly financial summary

(Consolidated nos as per Ind-As)

(Rs Mn) Q3FY17 Q3FY16 Y-o0-Y Q2FY17 Q-0-Q
Net Sales 38,445 34,321 120 37,135 3.5
Other Operating Income 617 634 (2.7) 619 (0.3)
Total Income 39,062 34,955 117 37,754 3.5
Consumption of raw material 17,300 15,536 114 16,299 6.1
Empoyee Cost 4,421 4,010 10.2 4,266 3.6
Other Expenditure 8,189 7,179 14.1 7,898 3.7
Total Expenditure 29,910 26,725 119 28462 5.1
EBITDA 9,152 8,230 11.2 9,292" (1.5)
Depreciation & Ammortization 1,050 995 5.6 1,102 (4.7)
EBIT 8,102 7,235 12.0 8,190 (1.2)
Other Income 83 69 20.8 83 0.2
Interest Expenses/ (income) 225 227 (0.9) 175 28.3
Pre-tax Profit 7,960 7,077 12.5 8,097 (1.7)
Tax 2,148 1,860 155 2,240 (4.1)
Adjusted Net Profit 5,811 5,217 11.4 5,857 (0.8)
Minority interest - 3 (100.0) 1 (100.0)
Other adjustments +OCl - 129 (100.0) 168 (100.0)
Reported Net Profit 5,811 5,350 8.6 6,026 (3.6)
Adj EPS (Rs) 10.0 8.9 11.4 100" (0.8)
Adj O/ Share (In Million) 584 584 - 584 -
Source: Company, IndiaNivesh Research
Key ratios

Q3FY17 Q3FY16 Bps Q2FY17 Bps
Gross Margins 55.0 54.7 27 56.1 (111)
EBITDA margin 234 235 (12) 24.6 (118)
Net Margin 15.1 15.2 (8) 15.8 (66)
Material cost+ Purchased goods/Net Sa 45.0 453 (27) 43.9 111
Employee Cost/ Net Sales 115 11.7 (18) 115 1
Other Expenditure/ Net Slaes 213 209 38 213 3
Tax Rate 27.0 25.8 118 27.1 (11)
Source: Company, IndiaNivesh Research
Revenue mix
Gross Sale (Rs Mn) Q3FY17 Q3FY16 Y-o-Y Q2FY17 Bps
Formulations 31,302 28,368 103 30,038 4.2
USA 17,451 15,706 11.1 17,351 0.6
Europe 8,554 7,786 9.9 8,134 5.2
RoW 1,878 1,822 3.1 1,768 6.2
ARVs 3,419 3,054 12.0 2,785 22.8
APIs 7,759 6,952 11.6 7,688 0.9
Total sales 39,061 35,320 10.6 37,726 3.5

Source: Company, IndiaNivesh Research
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Financial statement (consolidated)

Income statement

Y E March (Rs m) FY15 FY16 FY17E FY18E FY19E
Net sales 120,432 | 136,506 | 158,166 | 174,407 | 192,536
Growth % 49.8% 13.3% 15.9% 10.3% 10.4%
Expenditure

Raw Material 55,056 61,575 70,354 77,582 84,690
Employee cost 13,023 15,508 17,796 19,686 21,797
Other expenses 27,490 29,821 33,318 36,595 40,861
EBITDA 25,636 32,056 39,545 43,685 48,653
Growth % 23.8% 28.9% 33.6% 19.0% 20.0%
EBITDA Margin % 21.3% 23.5% 25.0% 25.0% 25.3%
Depreciation 3,326 3,926 4,563 5,927 7,731
EBIT 22,310 28,130 34,981 37,758 40,922
EBIT Margin % 18.5% 20.6% 22.1% 21.6% 21.3%
Other Income 967 1,663 1,829 2,012 2,213
Interest 1,599 2,568 1,129 1,043 972
PBT 21,678 27,225 35,681 38,727 42,164
Tax 5,966 7,444 9,634 10,456 11,384
Effective tax rate % 27.5% 27.3% 27.0% 27.0% 27.0%
Extraordinary items - - - - -
Less: Minority Interest 45 39 - - -
Adjusted PAT 15,712 19,782 26,047 28,271 30,780
Growth% 9.6% 25.9% 31.7% 8.5% r #DIV/0!
PAT margin % 13.0% 14.5% 16.5% 16.2% 16.0%
Reported PAT 15,757 19,821 26,047 28,271 30,780
Growth% 27.7% 25.8% 31.4% 8.5% 8.9%

Source: Company, IndiaNivesh Research
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Balance sheet

Y E March (Rs m) FY15 FY16 FY17E FY18E FY19E
Share Capital 292 585 585 585 585
Reserves & Surplus 51,267 69,982 94,108 | 120,400 | 149,025
Net Worth 51,559 70,567 94,693 | 120,985 | 149,610
Minority Interest 258 596 596 596 596
Non Current Liabilities
Long term borrowing 13,615 8,472 8,000 7,500 7,000
Deferred Tax liabilities 2,105 2,365 2,365 2,365 2,365
Long term Provisions 244 235 235 235 235
15,964 11,072 10,600 10,100 9,600
Current Liabilities
Short term borrowings 25,021 32,290 27,290 22,290 17,290
Trade payables 20,511 25,268 28,870 31,836 34,753
Other current liabilities 13,650 15,374 17,813 19,642 21,684
Short term provisions 2,182 1,827 3,396 3,686 4,013
61,364 74,759 77,369 77,454 77,740
Total Liabilities 129,145 | 156,994 | 183,258 | 209,135 | 237,546
Assets
Net Block 41,253 52,635 63,889 78,891 98,114
Non Current Investments 1 1 1 1 1
Long term laons & Advances 4,903 4,342 4,342 4,342 4,342
Current Assets 46,157 56,979 68,232 83,234 | 102,458
Inventories 36,113 40,881 47,368 52,232 57,661
Sundry Debtors 35,392 41,719 48,339 53,303 58,843
Cash & Banak Balances 4,691 8,344 9,224 9,504 6,864
Other Current Assets 1,108 2,617 2,617 2,617 2,617
Loans & Advances 5,684 6,454 7,478 8,246 9,103
82,988 | 100,015 | 115,026 | 125,901 | 135,088
Total assets 129,145 | 156,994 | 183,258 | 209,135 | 237,546

Source: Company, IndiaNivesh Research
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Cash flow

Y E March (Rs m) FY15 FY16 FY17E FY18E FY19E
PBT 21,678 27,225 35,681 38,727 42,164
Depreciation 3,326 3,926 4,563 5,927 7,731
Interest 709 793 1,129 1,043 972
Other non cash charges 28 393 - - -
Changes in working capital (8,417) (7,383) (6,520) (5,511) (6,541)
Tax (4,956)| (7,358)| (9,634) (10,456)| (11,384)
Cash flow from operations 12,368 17,596 25,220 29,730 32,942
Capital expenditure (7,683)| (15,682)| (15,817)| (20,929)| (26,955)
Free Cash Flow | 4,685 | 1,915 9,403 8,801 5,986
Other income r 564 i 1,621 - - -
Investments (6,860) 260 - - -
Cash flow from investments (13,980) (13,801)| (15,817)| (20,929) (26,955)
Equity capital raised 68 72 - - -
Loans availed or (repaid) 3,408 2,169 (5,472) (5,500) (5,500)
Interest paid (739) (823)|  (1,229)|  (1,043) (972)
Dividend paid (incl tax) (1,805)| (1,616)| (1,823)] (1,979)] (2,155)
Others

Cash flow from Financing 932 (198) (8,425) (8,522) (8,626)
Net change in cash (680) 3,598 978 279 (2,640)
Cash at the beginning of the year 1,480 4,611 8,246 9,224 9,504
Adj on consolidation 3,890 136 - - -
Cash at the end of the year 4,691 8,344 9,224 9,504 6,864
Source: Company, IndiaNivesh Research

Key ratios

Y E March FY15 FY16 FY17E FY18E FY19E
EPS (Rs) Core 27.0 339 44.6 48.4 52.7
EPS Reported 27.1 33.9 44.6 48.4 52.7
Cash EPS (Rs) 32.7 40.6 524 58.6 65.9
DPS (Rs) 1.9 2.4 3.1 3.4 3.7
BVPS (Rs) 89 121 162 207 256
ROCE 34.3% 36.2% 34.8% 30.2% 27.0%
ROE 30.5% 28.0% 27.5% 23.4% 20.6%
Inventories Days 109 109 109 109 109
Sundry Debtors Days 107 112 112 112 112
Trades Payable Days 136 150 150 150 150
PER (x) 25.2 20.0 15.2 14.0 12.9
P/BV (x) 7.7 5.6 4.2 3.3 2.7
EV/EBITDA (x) 16.7 13.4 10.7 9.5 8.5
Dividend Yield % 0.3% 0.3% 0.5% 0.5% 0.5%
m cap/sales (x) 3.3 2.9 2.5 2.3 2.1
net debt/equity (x) 0.7 0.5 0.3 0.2 0.1
net debt/ebitda (x) 1.4 1.1 0.7 0.5 0.4

Source: Company, IndiaNivesh Research
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Date; February 13, 2017

To To
Listing Department, The Corporate Relations Department
NATIONAL STOCK EXCHANGE OF INDIA LIMITED | BSE LIMITED
Exchange Plaza, Phiroz Jeejeebhoy Towers,
Bandra Kurla Complex, Bandra (E), 25 floor, Dalal Street,
MUMBAI -400 051 MUMBAI -400 001
Company Code No. AUROPHARMA Company Code No. 524804
Dear Sirs,

Sub: Presentation to the Investors / Analysts.

Please find attached the Investor Presentation which will be used in an investor conference in Mumbai
on 13t and 14t February, 2017.

The presentation is also being uploaded on the website of the Company —

http://www.aurobindo.com/investor-relations/investors/investor-presentation

Please take the information on record.
Thanking you,

Yours faithfully,
For AUROBINDO PHARMA LIMITED

& Q e,

B.ADI REDDY
Company Secretary

AUROBINDO PHARMA LIMITED

(CIN : L24239TG1986PLCO15190) PAN No. AABCA7366H

Corp off.: The Water Mark Building, Plot No. 11, Survey No.9, Hi-tech City, Kondapur, Hyderabad - 500 084 T.S., INDIA Tel : +91 40 6672 5000/ 1200 Fax : +91 40 6707 4059
Regd. off.: Plot No. 2, Maithrivihar, Ameerpet, Hyderabad - 500 038 T.S., INDIA Tel: +91 40 2373 6370 Fax: +91 40 2374 7340, Email : info@aurobindo.com

www.aurobindo.com
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Disclaimer

This presentation contains statements that constitute “forward looking statements” including and
without limitation, statements relating to the implementation of strategic initiatives, and other
statements relating to our future business developments and economic performance.

While these forward looking statements represent our judgment and future expectations
concerning the development of our business, a number of risks, uncertainties and other important
factors could cause actual developments and results to differ materially from our expectations.

These factors include, but are not limited to, general market, macro-economic, governmental and
regulatory trends, movements in currency exchange and interest rates, competitive pressures,
technological developments, changes in the financial conditions of third parties dealing with us,
legislative developments, and other key factors that we have indicated could adversely affect our
business and financial performance.

Aurobindo Pharma undertakes no obligation to publicly revise any forward looking statements to
reflect future events or circumstances.

For updates and specific queries, please visit our website www. aurobindo.com



Company Overview

» Among the Top-5 listed pharmaceutical companies from India by sales®)
and market capitalization®

> 7% largest generic company by volume in the US; IMS TRx represents
greater than 35% growth year over year®

» Broad portfolio of diversified dosage forms including Rx and OTC oral
solids, liquids, injectables and ophthalmics

» One of the highest rates of vertical integration, incorporating in-house API
in 70% of total formulations, and greater than 90% of oral solids

» Global presence, with critical mass in US and EU markets

> Well entrenched US portfolio of 421® filed ANDAs with 262® final
approvals

» Diversified manufacturing footprint spread across multiple regions and
sites, offering extended capability and capacity

Operating Income (INR Cr)

13,896

|
a3l CP‘GR 12,121 I 11,448
|
8,100 |
5,855 |
|
|
|
FY13 FY14 FY15 FY16 OMFY17*

Top 10 Therapy Segments

Category Size (US$ Bn) APL’s presence
Oncology 74.5 v
Anti-diabetics 63.6 v
Pain / acute 59.8 v
CNS 475 v
Anti-bacterials 40.3 v
Respiratory 39.6 v
Mental health 39.1 v
Anti-viral 35.9 v
Lipid Regulator 28.4 v
Dermatology 28.2 X

Top 10 Generics Markets

Markets % share AP-S lr:)rDerence pres'::(I:-es- API
USA 40% v v
Japan 10% X
France 6% v Y
Germany 6% v d
Italy 4% v Y
Spain 3% v Y
UK 3% v Y
China 3% X Y
Brazil 2% v Y
Mexico 2% v Y

1) FY16 Sales; 2) As on 30" Dec, 2016; 3) Source: IMS National Prescription Audit, 12 months ending December 2016; 4)

As on 31 December 2016; *As per Ind AS including excise duty

2
Source: IMS Health, Industry Reports



The Journey So Far...

2013

= Commenced marketing
specialty injectables in USA

» Building capabilities in
Penem and Oncology

2006-08
= Acquired UK based Milpharm 2014
= Acquired formulations facility = Acquired Western European
in US commercial operations from
= Investment in building Actavis
manufacturing, marketing & = Acquired Natrol

IPR capabilities

2010-12 2015-17
» Focus on differentiated
technology platforms

= Entered into Biosimilars and

= Commenced operations of
Unit VII and Aurolife facilities

1992-2006 = First Controlled Substance

. Vaccines
» Commencement of export Eroduc;gpprcl:))ved.:jn lkJ)S _
= Entered Into Peptide business

of APIs . 2013-2017
= |nitial Public Offering (‘95)
= Entered into formulation 2006 - 2012 Consolidating

SUEIEEE (L2) _ Presence in US & EU

Formulation Focus +
Pre-2006 v Expanding Injectables

Establishing Global & Differentiated

APl Focus Footprint Offerings




Strong Operational Growth & Diversified Revenue Base N\

INR Cr FY13 CAGR FY16

EBITDA 889 53% 3,206
EBITDA
[ 0
Margin (%) 15.2% 23.1%
PAT 294 89% 1,982
PAT Margin 0 0
(%) 5.0% 14.3%
ANDA Filed 269 398

API
20.5%

ARV For.rr;lélzgzl/ons
8.5% R
API: 20.5%
EM*'
0 4.9%
ARV
12.7%

API .
Revenue 42.8% Formulations

1 57%
Breakup

API: 43%

*EM: Emerging Markets



Our Business Segments

us

» Ranked 71" Rx supplier as per
IMS total prescriptions dispensed

= Differentiated pipeline with new
launches including injectables,
ophthalmics, speciality products
and controlled substances

» Expanded presence in dietary
supplement business through
Natrol

» Manufacturing and R&D
presence including Controlled
substances

>

Pl

= Cost effective with vertical
integration of around 70% of API
requirement sourced internally
One of the leading supplier of
APIs from India - serves as a
source for various Gx and
branded drugs

= Strong regulatory capability with
214*** US DMF filings

EU — 2nd Jargest Gx
market for the
company

US - Focus on base
business while
capitalizing on the
differentiated
product portfolio

APl — The Vertically
Integrated Business

ARV & Emerging
Markets

*Source: IMS National Prescription Audit, Total Prescriptions Dispensed, Twelve months ending December 2016
*Source: Market Reports, ***as on 31 Dec 2016

EU

= Among top 15** Gx companies
by sales

= Focus markets are France,
Germany, Netherlands, Spain,
UK, Portugal and Italy

= Augment position through new
product launches and extension
to select Eastern Europe markets

ARV - Institutional

= Focus on global tenders;
availability across >100 countries

= Maintain competitiveness through
development of new products

= First company to receive FDA
approval for Dolutegravir 50 mg
under PEPFAR program

Emerging Markets

* Focus on major markets: Brazil,
South Africa, Ukraine, and
Mexico

+ Expansion into select markets of
Asia Pacific, Africa & Middle East




US Business Overview

AuroLife Pharma

Aurobindo USA AuroMedics Manufacturing / AuroHealth Natrol
Oral Rx Injectables R&D 9 Pharma OTC Dietary Supplements
Cumulative ANDA Filings and Approvals 421 Gross Sales (INR Cr)
376 8,000 ‘ 50
336
30
4,000
20
2,000 10
0
FY13 FY16 9OMFY17*
31-Mar-13 31-Mar-14 31-Mar-15 31-Mar-16 31-Dec-16 s U'S Revenue % of Total Revenue
mFinal Approval Tentative Approval  EUnder Review
Unit wise ANDA Filings as on 31-December-2016 Growth Drivers in the next 3-4 years
Site Details Final B YA = Broadening portfolio with more
: _ Approval __Approval Review balance through accelerated
Un!t Il Oral Forlmulatlons — 99 16 10 125 growth in injectable, OTC, and
Un!t \% Injectables & Qp thalmics 38 2 35 75 higher complexity products
Unit VIB Cephalosphorins Oral 11 11
Unit VIl (SEZ) |Oral Formulations 79 23 56 158 » Increasing collaboration across the
Unit X Oral Formulations 2 2 global customer base
Unit XII Penicillin Oral & Injectables 19 1 20 _ o
Aurolife USA |Oral Formulations 16 10 26 = Operational efficiencies and cost

Total 262 41 118 421 manufacturing, supply chain
planning and distribution

**Tentative Approvals include 19ANDAs approved under PEPFAR *As per Ind AS



Q

US: Expanding Portfolio Mix Towards Differentiated Products\\

Portfolio mix is complemented with the introduction of high-value products

mANDAs @ AddressableMarket in US$ Bn

&=
D

[ 22.4
124
g 103
25 3
22
. L06 )
mim

Anti Diabetic ARV CNS Controlled cv Gastro Ophthalmlcs Others Penem Resp SSP/Ceph
Substances

Addressable Market at US$ 81 Bn including ~US$ 50 Bn for Under Review and Tentatively approved ANDAS

Future pipeline to include Oncology, Hormones, Depot injections, Inhalers, Biosimilars, Patches & Films

Addressable market refers to the market size as per IMS. Data is for the total 421 ANDAs filed by the company

*Does not include the addressable market of the products approved under PEPFAR
Source: IMS Data, Dec 2016



Natrol

NATR@L M R T [V TN N U H /X R R Y

» Amongst the top 20 branded Dietary Supplements companies in US

» Diverse Customer Base with long term relationships with key distribution and retail partners

» Strong customer partnerships across multiple distribution channels with growth potential within

each channel

» R&D capabilities in new innovative delivery formats as time release, fast dissolve and natural

foam

» In-house manufacturing capability & regulatory expertise for quality product at competitive

prices
> Synergies
> Expand presence in other attractive global markets

» Enhance the Research and Development expertise through collaborations

Vitamins, Minerals &
Supplements

Key Product Segment

Sports Nutrition

Diet & Weight Management

NATR®L

| Melatonin

Smg

Ageing population

Hair, Skin & Nails

Favourable Demand Drivers

Fitness Focus

Consumer awareness

Rising HC costs



http://www.google.com/url?url=http://www.musclecoach.com.au/mri/&rct=j&frm=1&q=&esrc=s&sa=U&ei=OgY_VOXDHIn3aozigugB&ved=0CCEQ9QEwAA&usg=AFQjCNG03Xh-ZVFuF4x4ICQ_OiociDhfyg
http://www.google.com/url?url=http://www.musclecoach.com.au/mri/&rct=j&frm=1&q=&esrc=s&sa=U&ei=OgY_VOXDHIn3aozigugB&ved=0CCEQ9QEwAA&usg=AFQjCNG03Xh-ZVFuF4x4ICQ_OiociDhfyg
https://www.shenmin.com/
https://www.shenmin.com/
http://www.essentiallypure.com/home
http://www.essentiallypure.com/home

EU Business Overview

= India’s Leading Gx company with strong footprint in Europe Gross Sales**

> Operations in 9 countries with full fledged sales force & support \,5_:\6
infrastructure 3,600 @\“?* 26
(&)
> Significant presence and position in Top 5 EU markets led by France & 3,000 %%qocp‘
Germany © 2,400
> Commercialized over 450 INNs across 9 countries of operation & 1800
= Presence across Gx, TGx, BGx and Hx segment with established 1200 8
commercial and hospital sales infrastructure 500
= Expanded analytical testing facilities for sterile and non-sterile products in 0 o2
Malta FY13 FY14 FY15 FY16 9MFY17*
= Pipeline of over 200 products under development wm EU Revenue % of Total Revenue

= Further strengthened presence in Portugal with acquisition of Generis
Farmaceutica SA in Jan 2017

Growth Drivers in the next 3-4 years APL’s position in Top 5 EU countries

= Consolidate presence & improve position among Top 10 players in each Market APL T
market Country size (US$ | o conce posit?on
Bn
= Expanding into new geographies viz. Poland and Czech Republic )
) ) Germany 41 v 8th
= Portfolio Expansion through targeted Day 1 launches; Orals, Hormones & "
Penems, Oncology Products, Niche Injectables, Low volume Injectables UK 28 v 1
th
= Lower generics penetration in Italy, Spain, Portugal & France offer future ftaly 25 ’ 10
growth potential as share of generics improves France 31 4 6"
Spain 19 v oth

*As per Ind AS; ** Internal Source: IMS Health, Market Prognosis, September 2015



EU: Portfolio Mix Across Channels

\

Sales split by Channel Sales split by Therapeutic Profile Sales split by Dosage Forms

Powder Gel
1%

Dermatology Others
5% 10%

Antineo plastic
7%

oTC
3%

BGx
8%

Digestive
15%

Channels Gx

Geographies All 9 countries 7 countries

Cream
1%

Injectables
& Others
10%

Liquid

Capsule
15%

Hx

All 9 countries

TGx

Germany, Spain
& Netherlands

761 (primarily

tablets & capsules) 34

# of Products

343 (predominantly
injectables)

765 (including Gx
products)

Includes leading brands
such as Neotigason,
Floxapen, Bezalip
among others

Amongst top 10 in

Other Highlights most markets

Focus on high value
areas including
oncology

Tender based
business
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ARV Business Overview

=  Focus on global tenders floated by Multi-Lateral Organizations like Gross Sales (Rs. Cr)
Global Fund, USAID/PEPFAR and Country specific MOH tenders;

currently caters to 2.2 million HIV+ patients 15

1400

=  Wellintegrated supply chain management services and logistics for 1050

ARV supplies (29 products) catering to over 100 countries 200

10

= Filed over 1,100 ARV dossiers for registrations across the globe 350

Growth Driver in the next 3-4 years — Dolutegravir (DTG)

FY13  FY14  FY15  FY16 OMFY17*
= Aurobindo is the first generic company to sign license with ViiV mmm ARV Revenue === 9% of Total Revenue

Healthcare for the next generation Integrase Inhibitor — DTG

» Received the USFDA approval for DTG 50mg under the
PEPFAR program

» WHO announced this drug as a 1%t line reserve drug in its

2015 HIV treatment guidelines Efavirenz + Lamivudine + Tenofovir

. . . - . Zidovudine + Lamivudine + Nevirapine
» Play a collaborative role in upgrading millions of patients to S

the latest “best-in-class” ARV drug

Lopinavir + Ritonavir Tabs

*  Filed an ANDA application for a Triple drug combination containing Lamivudine + Zidovudine Tabs
DTG Abacavir Sulfate Tabs

Efavirenz + Emtricitabine + Tenofovir Tabs

=  Market size is expected to be US$ 500m in 2018 for DTG and —
combinations @50% conversion* Lamivudine Tabs

**As per Ind AS
*Source: as per HSBC market report 11




Emerging Markets Business Overview

O Ukraine

GCC Countries

Tanzania

South Africa ¢
.GrOWth markets 1 / :

» Build branded generics presence

= Enhance penetration in selected markets through local
manufacturing

» Expand presence with Therapeutic Areas like Oncology
and specialty injectables

*As per Ind AS

Gross Sales (Rs. Cr)

800 7 18% CAGRinFY13-16 |
6

600
400 I
416 |

200
|
0 1

FY13 FY14 FY15 FY16 SMFY17*
mmm EM Revenue — =—09% of Total Revenue
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The Base Business : API

API business continue to focus on high value, specialty, Gross Sales (Rs. Cr)

small/mid-size products with a limited competition _
4000 43 4% CAGRin FY13-16

Ensures quality & Reliability of supplies and ability to command 3000
cost efficiencies as well as economies of scale '

2,000
Focus on continuous improvement of manufacturing process to

meet cost and environmental challenges 1,000

Continue to have sustained growth in more advanced regulated 0
markets (EU, Japan & USA)

= ARV Revenue
API facilities meet advanced market requirements like USFDA,
UK MHRA, EU, Japan PMDA, Mexico COFEPRIS, Brazil-

ANVISA, Korea FDA etc.

) ) ] ) Strong Regulatory Capability*
Manufacturing reaction volumes has been increased over 30% in

last 3 years and would further grow in same proportions. ‘

Additional processing capacities / capabilities would be created in

Oncology and allied areas. CoS 404
30% API

Conventional manufacturing process are migrated into Filings
environmentally friendly process and products based on green
chemistry. @

*As on 31 December, 2016 (excludes Multiple registrations); ** As per Ind AS

FY16 OMFY17+

% of Total Revenue

50

40

30

20

10
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Enhanced Research & Development Capabilities

5 R&D centers in Hyderabad, India
« Focused on difficult to develop API, niche oral, sterile and specialty injectable

Concentrating on wide range of Oncology, Hormonal products, Penems, Enzymes,
Biocatalysts, vaccines and Peptides

« Developing diverse pipeline of biosimilars in Oncology and Immunology. CHO-GS
based cell lines with productivity of ~ 4.0 g/L

« Developing various Biosimilar products and vaccines.

In the preventive healthcare area, working on various OTC and Dietary Supplement
products

Dedicated solid state characterization lab involving powder characterization
capabilities

New chemical technology has been adopted to improve the productivity and
efficiency of the existing processes

« Two of the R&D centres has been audited by USFDA

1 R&D center in Dayton, New Jersey

= Developing microsphere technology based specialty injection products.

Concentrating on development of various niche oral formulation and controlled
substances

Focus on developing tamper/abuse-resistant technology based products

1 R&D center in Raleigh, North Carolina
Developing various respiratory and nasal products, including DPIs and MDIs
« Dermal Delivery portfolio including transdermal and topical products

Highly qualified and experienced team of >1,400 professionals

aleigh, NC

14



Consolidated Financial Performance
Q3 0K % Q2 % PAT Reconciliation (INR Q3
VEEIN FY17 FY16 Chg FY17 Chg Cr) FY16
Formulations 3,130.2 2,809.4 11.4 3,003.8 4.2 As per IGAAP 535.0
API 775.9 695.1 11.6 768.8 0.9 Impact on deferred tax
. (including on unrealized
0, )
Formulations % of sales 80.1% 80.2% 79.6% intragroup profits on 10.2
i inventories
Ei)r?celruaéli?lg g‘XCC?;”ee Huty) 3,0062 | 3505.6 114 | 3,7755 35 )
9 y Impact on foreign currency (0.11)
2,196.5 1,954.8 12.4 2,145.6 2.4 exchange differences '
Gross Margin . .
J 56.2% 55.8% | 40bps | 56.8% | (60 bps) Difference in measurement
of employee benefit (1.26)
Overheads 1,301.6 1,137.1 14.5 1,216.4 7.0 expenses
EBIDTA (excl. Fx & other 894.8 817.7 9.4 929.2 (3.7) Other Ind AS adjustments 0.5
income)
22.9% 23.3% | (40bps) | 24.6% | (170 bps) As per Ind AS 544 3
Fx (Gain) / Loss (15.8) (14.0) (20.2)
Other Income 7.9 7.5 8.3 Other Comprehensive 12
Finance Cost 14.3 22.7 17.5 Income '
Depreciation 111.1 99.4 110.2 Profit after OCI 545.5
PBT from ordinary 793.2 717.2 106 | 8299 (4.4)
activities
PAT (after JV share,
minority interest & OCI)
EPS 9.9 9.3 10.3
Avg Fx Rate US$ 1= INR 67.2189 65.7659 66.872

As per Ind AS



Financial Performance

Operating income (INR Cr) EBITDA & PAT Margin (%)

PAT Margin

—— EBITDA Margin
26.4

23.1 23.7

FY13  FY14  FY15  FY16 OMFY17* FY13  Fy14™ FY1s  FY16  OMFY17*

Gross Block & Fixed Asset Turnover Average ROE & ROCE %

mmmm Gross Block (Rs. Cr)
36.7 35.2

= (5ross Fixed Asset Turnover :
6,250 27 26 27 3
5,000
3,750

2
2,500
1,250 8.8
0 1 FY13 FY14** FY15 FY16  9MFY17*

FY13 FY14  FY15  FY16 OMFY17*

—t—Avg ROE  =—8=—Avg ROCE (Pre-tax)

Gross Block is calculated as Tangible Assets + Intangible Assets-Goodwill
* As per Ind AS, **includes sales from limited competition product

EPS (INR/Share)

OMFY17*

Net Debt/Eq & Net Debt/EBITDA

3.6
12I
FY13

u Net Debt/Equity m Net Debt/EBITDA

0.95 1.0
I 054 031

FY 14

OMFY17*

16



Debt Profile

Fx Loan US$ Mn

Debt as on (INR Cr) Mar-15 Mar-16 Dec-16
Closing Ratel US$ = INR 62.50 66.255 67.925
748 529 Fx Loan restated in INR 43123  4,956.7 3,593.7
Rupee Loan 37.3 46.9 61.9
Sales Tax Deferment 54.9 41.9 0.5
e 133 Gross Debt 4,404.5 5,045.6 3,656.0
107 Cash Balance 450.8 805.2 872.6
163 Net Debt 3,953.6 4,240.3 2,783.4
Net Debt (US$ Mn) 632.6 640.0 409.8
Finance Cost 1.9% 1.8% 1.6%
509
377 413
31-Mar-15 31-Mar-16 31-Dec-16

Other Term Loans (Subsidiaries) &Unsecured Loans
mECB -APL
® Working Capital

Fx Debt and Fx Cash Balance are reinstated



New Business and Technology Initiatives to Support Growth_’;)

Peptides
» Manufacturing peptides from short to long chain molecules supporting mg to kg scale

> Highly Experienced team of scientists; developed technologies for over 10 products
» Four DMFs filed & 10+ more products will be filed in FY18

» Forward integrating by developing microspheres with an addressable market of US$ 3bn

Oncology and Hormones

» Dedicated R&D center and manufacturing facility
set up to develop and manufacture oncology and
hormonal products, both for solid and parenteral
dosage forms

» Current Product Portfolio includes 8 hormonal
products & 54 Oncology products

> Exhibit batches for 13 Oncology products & 7
hormonal products are scheduled in FY16-17

Biosimilars

» Commissioned dedicated R&D centre and in the
process of setting up a manufacturing facility

» Acquired 4 biosimilar molecules from TL
Biopharmaceutical AG

» Clinical trials for Bevacizumab to begin in FY18

Enzymes

» Develops biocatalysts with applications in the
pharma and chemical industry

» Provides chemical transformations screening and
invention of new routes utilizing biocatalysis

» Supplies AuroZymes Enzyme screening panels
and supports any scale of manufacturing

Vaccines
» JV to develop pneumococcal conjugate vaccine

»> Efforts to achieve commercial launch of branded
products in 2018

Other Technology Initiatives

Working on differentiated technology platforms viz Depot injections, Inhalers, Patches and Films

18



Key Investments for Future Growth

Brownfield Expansions

» New dedicated block for lyophilized vials at Unit IV (General Injectable facility), India
» New finished dosage formulations blocks at Unit VII (SEZ), India

» Tripling production capacity at AuroLife, USA

Greenfield Projects

Oral Solid finished dosage formulations facility at Naidupet (SEZ), India

Commissioned specialty products (Hormones and Oncology) facility (Eugia), India

Finished dosage formulations for European markets at Vizag, India

New campus at USA for central automated warehouse, OTC liquids & packaging facility and Others
New Formulations Development center in USA

vV v v v Vv Y

Dedicated manufacturing facility for Biosimilars at Hyderabad, India

19



Way Forward

Market share gain for existing products and introduction of new products (currently 118* ANDAs

Orals under review/tentatively approved)
. 41" ANDA filings under review/tentatively approved for injectables along with a pipeline of
Specialty ;
Oncology, Peptides and Penem
oTC Expand penetration of existing OTC products and capability to capitalize on future OTC
conversions
Dietary Enhance the acquired Natrol business profitably through a combination of cost and growth

Supplements sneries

EU Margin expansion and ramp up of own filings, expansion into new Eastern European territories

Launch of Dolutegravir and its combination apart from growing existing market

Expansion in new business opportunities

Enhanced capacities to support growth in advanced regulatory markets including USA,
Europe and Japan

Emerging Markets

Building differentiated product portfolio across Oncology, Hormones, Depot Injections, Peptides,
Inhalers, Patches, Films, Vaccines and Biosimilars

New Opportunities

*As on 31t Dec, 2016
Oral segment includes ‘Under PEPFAR'’ tentatively approved ANDAs

20



Annexure

21



Gross Sales Break-Up

USA 111 i 116 i 11.8 i 133 | 477 | 141 i 147 i 156 i 163 | 608 | 170 | 17.4 | 175 | 518
Europe 80 i 77 i 86 i 77 | 319 | 74 i 76 | 78 i 84 | 313 | 83 | 81 | 86 | 250
Emerging 12 114 P12 P12 | 49 | 16 i 16 i 16 16 | 65 | 19 | 18 | 19 | 56
Market

ARV 22 i 14 i 33 i 27| 96 | 30 i 28 i 31 i 33 | 121 | 30 | 28 | 34 | 92
Formulations 295

Sales

Betalactum 45 i 45 | 46 i 44 | 179 | 48 i 43 | 45 i 50 | 186 | 49 | 51 | 53 | 153
Non-Betalactum | 22 i 24 i 22 i 24 | 91 | 25 i 26 i 25 i 27 | 1083 | 24 | 26 | 25 | 75

API| Sales

Gross Sales

Formulations

as % of Gross
SEES

29.2

17%

28.9

31.6

31.6

121.3

33.4

33.6

35.0

80%

37.4

80%

iRSCIRS

79%

37.7

80%

37.7

80%

» Formulations segment witnessed continuous growth and is now 80% of total sales up from 63% in Q1 FY14

39.1

114.5

» Vertical integration with in-house API for around 70% of its Formulation products

FY17 numbers are as per Ind AS
22



5 Year Financial Snapshot

Value INR Bn FY12 FY13 FY14 FY15 FY16
Net Operating Income 46.3 58.6 81.0 121.2 138.9
Gross margin % of operating income 45.5% 48.9% 55.5% 54.6% 55.7%
EBC')Tpi‘aEﬁg?;iOFé:”d other income) % 132% | 152% | 26.4% 21.2% | 23.1%
Depreciation / Amortization 2.0 2.5 3.1 3.3 3.9
Finance Cost 1.0 1.3 11 0.8 0.9
PBT (before exceptional item) 1.1 3.7 15.3 21.7 27.2

PAT before exceptional items

Total Shareholder Funds 23.4 26.1 37.5 51.6 70.6
Total Gross Debt 31.0 34.4 37.7 44.6 47.1
Net Debt 30.3 32.3 35.9 39.9 38.7
Gross Fixed Assets (net of Goodwill) 30.3 37.1 41.1 49.1 57.6
Ratios

Gross Debt / Shareholders’ funds (x) 1.3 1.3 1.0 0.9 0.7
Net Debt / EBIDTA (x) 5.0 3.6 1.7 1.6 1.2
Asset Turnover Ratio (X) 1.7 1.7 2.1 2.7 2.6

23



Filing details as on 315t Dec 2016

Categor As at As at A el A3 el A el Approvals
gory Mar 13 Mar 14 Mar 15 Mar 16 Dec 16 PP
Formulations
303 (FA: 262
* ]
us 269 336 376 398 421 TA:41)
1,574 Dossiers
*% L]
Europe 1,341 1,542 1,756 2,224 2,428 (175 products)
SA® 314 334 345 376 396 182 Registrations
(89 products)
Canada*** 49 72 83 105 115 94 products

API
us 172 181 192 205 214
Europe** 1,443 1,504 1,601 1,689 1,724
CoS 109 106 114 118 123
Others** 565 627 681 715 742

In total 404 APIs are filed across geographies with multiple registrations

*Includes filings made from AuroLife Pharma LLC, USA (net of ANDAs withdrawn)
**includes multiple registration; ***excludes withdrawn
For Europe Formulations, as on 31" Dec, 2016 additional 1,468 MAs have been transferred from Actavis



Extensive Manufacturing Base with High Quality Control and
Compliance

Finished Dose Formulations Active Pharma Ingredients

Site Product Capabilities Site Product Capabilities
& Unit 11l Non antibiotics, ARVs / Orals < Unit | CVS, CNS, Anti-Allergics, Non-Sterile
< Unit IV Injectables (Non-antibiotics)&Ophthalmics ; Unit 1A Cephalosporin
; Unit VI B Cephalosporin / Orals < Unitll Intermediates for non antibiotics, Penems
- Unit Vil Non antibiotics, ARVs / Orals < UnitV Antibiotics (Sterile & Non-sterile)
x Unit XII Antibiotics, injectables, Orals ; Unit VIA Cephalosporins (Sterile)
wr AuroNext Penem formulations _ _
— — S5 Unit VIII ARV, CVS, CNS (Non-sterile)
@ Brazil Unit Antibiotics r
% Eugia* Oncology & Hormones w UnitIX Intermediates
£ AuroLife Non antibiotic & Controlled substances < Unit XI Non antibiotics
% AuroHealth Pharma OTC / Orals and Liquids ; Unit XI'U Antibiotics (Non-sterile)
% Natrol Nutraceuticals "'\ Unit XIV CVS, Anti fugal
& Unit X* Non antibiotics, Solid Orals —~ .
- < Silicon LS Penems (Non-sterile)
< Unit XV Non antibiotics, Solid & Liquid Orals (EU) i
P L , 2. AuroNext Penems (Sterile)
< Unit XVI Antibiotics, Injectables el
% APL Healthcare Pharma OTC, Solid Orals w AuroPeptide Peptides
Large manufacturing capabilities approved by key regulators for a High specification manufacturing plants approved by key regulators
diversified product portfolio with technology & expertise for specialty equipped by site dedicated control laboratories located in India

formulations . : . . I
API plants equipped with particle size modifications systems to supply

Vertically integrated operations from conception to commercialization compacted and micronized materials

* Under construction / Yet to be operationalized
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Shareholding Pattern

ASs on

31 Mar 15

ASs on
31 Mar 16

ASs on
31 Dec 16

Promoter Group 54.0% 53.9% 51.9%
Fli 29.6% 27.4% 24.1%
MF / Insurance 6.2% 7.2% 10.6%
Other Bodies Corporates 1.6% 2.4% 3.8%
Retail Investors 8.6% 9.1% 9.6%
Total 100% 100% 100%
Equity Shares (in Cr) 29.2 58.5 58.5
Face Value (INR) 1 1 1
Equity Capital (INR Cr) 29.2 58.5 58.5
M-Cap at close (INR Bn) 356.7 435.9 432.9
Shareholder family (# ‘000) 75.2 115.9 167.6

Non-Promoter Holding 48.1%

Other
Bodies
Corp, 3.8

Retail,
9.6

MF/Insur

ance,
10.6
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Thank You

For updates and specific queries, please visit our website www. aurobindo.com

Investor Relations:

Krishna Kiran

Phone: +91-40-66725000/5401
+91 98486 67906

Email: ir@aurobindo.com

Corporate Office:
Water Mark Building, Level-1, Plot No.11, Survey No. 9, Kondapur, Hitech City, Hyderabad - 500084

Registered Office:
Plot No. 2, Maitrivihar, Ameerpet, Hyderabad — 500038
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Khambatta Securities Ltd.

Aurobindo Pharma Ltd.

Tel: +91-(0)22 4027 3300
Fax: +91-(0)22 6641 3377

www.khambattasecurities.com

MEMBER OF EQUITY & } THE STOCK EXCHANGE, MUMBAI
DERIVATIVE SEGMENTS 1. NATIONAL STOCK EXCHANGE OF INDIA
NFPOSITORY PATICIPAN | TN. CFNTRAI NFPOSITORY SFRVICFS (N

13 February 2017

Results disappoint but growth story intact

Strong Buy

Sector : Pharmaceuticals
Target Price :Rs 917

Current Market Price : Rs 660

Market Cap : Rs 385,849 mn
52-week High/Low :Rs 895/582
Daily Avg. Volume : 2,043,069
Shares in issue : 585 mn

Face Value :Rs1

Beta :0.8

Year End : 31t March

BSE Scrip Code : 524804

NSE Scrip Code : AUROPHARMA
Bloomberg Code :ARBP IS
Reuters Code : ARBN.BO

Nifty : 8,805

BSE Sensex : 28,351

Analyst : Fathima Khan

Price Performance:

——— Aurobinde Pharma —— NIFTY_Rebased
900

850 -
800 -
750 -
700

650 -

600 v
550 T ;
Feb-16 May-16 Aug-16 Nov-16 Feb-17

CNX_Pharma_Rebased

Shareholding Pattern

Cthers
9%

Promoter
52%

Result update - 3Q FY17

Financial performance

Aurobindo’s revenues grew 12.6% y-o-y and 3.4% q-o-q to Rs 39,141 mn in
3Q FY17 marginally above our expectations. Revenue was driven by 12.0%
y-0-y growth in US formulations and 10.3% growth in Europe formulations
business while ARVs grew 12.0% y-o-y during the quarter. API sales grew
11.6% y-o-y during the quarter.

EBITDA increased 12.5% y-o-y but decreased 3.7% g-0-q to Rs 9,028 mn
during 3Q FY17. EBITDA margin remained flat q-o-q but decreased 171 bps
y-0-y to 23.1% in 3Q FY17 mainly due to higher than expected Cost of
Goods Sold and other expense as percentage of revenues, falling short of
our expectations for the quarter.

Adjusted net profit decreased 3.9% q-o-q but increased 13.8% y-0-y to Rs
5,628 mn during 3Q FY17. Adjusted net margin decreased 109 bps g-o-q
but remained stagnant y-o-y at 14.4% in 3Q FY17 falling short of our
expectations for the quarter.

Adjusted diluted EPS was Rs 9.7 in 3Q FY17 compared to Rs 10.1 in 2Q FY
17 and Rs 8.5 in 3Q FY16.

Outlook

Business from US grew tepidly due to one-time charge back and deferment
of launch of key molecules. However, European business continued to
revive on back of successful shifting of manufacturing base of 42 products
to India. However, we expect US business to revive in the coming quarters
which launch of key molecules like Epzicom and Meropenem. ARV sales
are expected to benefit from meaningful contribution from DTG sales from
2H FY18 onwards.

The company continues to invest in developing vaccines, microsphere
products and some oncology injectables which present large market
opportunity with limited competition. These efforts expected to rewarded
post FY 2018.

As of 31 December 2016, Aurobindo had filled cumulative 412 ANDAs with
US FDA, out of which 262 ANDAs have been approved (including 41
tentative approvals of which 19 are approved under PEPFAR). During the
quarter, 9 new ANDAs including 5 oral products and 4 injectable were filed
with US FDA. The company received 19 ANDA approvals (17 Oral and 2
injectable) by US FDA during the quarter. The company transferred 42
products from Europe to India as on 31st December 2017. Shifting of
manufacturing of these products from Europe to India helps rationalize
cost and improve Actavis profitability which has just turned around. FY
2018 is expected to witness significant number of approvals, driving top-
line as well as profitability during the years. The company launched 11 new

Page 1
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products, 8 oral and 3 injectables during the quarter in US. New product
launches are expected to drive the company’s top-line to grow at a CAGR of
13.1% over FY16-18E. EBITDA margin is expected to benefit from better
product mix going forward. We estimate adjusted diluted EPS to be Rs
40.5 and Rs 48.5 in FY 2017 and FY 2018 respectively.

e Considering 3Q FY17 results which fell short of our expectation, we revised
downward our estimates for FY 2017.

Valuation

We believe the company’s margins will continue to improve aided by launch of
new products resulting in better product mix over the long term. Hence, we have
valued the business at 19x FY 2018E EPS of Rs 48.5 i.e Rs 922 per share. We
assume a target EV/EBITDA multiple of 13x for FY 2018 EBITDA, to arrive at a
target price of Rs 919 per share. Aurobindo’s DCF valuation is Rs 914 per share.
Consequently, using a weighted average methodology we arrive at a share price
of Rs 917, generating a 38.8% upside potential in the medium term.

Exhibit 1: 3Q FY17 results (all figures in INR mn, unless specified)

Variation
Y-0-Y KSL in KSL
3QFY16|2QFY17 |3QFY17| change | change |estimates|estimates

Total revenues 34,747 37,837 39,141 34% 126% 40,825 (4.1%
EBITDA 8,022 9,375 9,028 3799 125% 9,941 (9.2%
EBITDA margin 23.1% 248%  23.1% (171)bps (2)bps 244% (129)bps
Adj. net profit* 4,943 5,855 5,628 (3.9% 13.8% 6,289 (10.5%
Adj. net margin* 142% 15.5% 14.4% (109)bps 15 bps 15.4% (103)bps
Adj. EPS (Diluted) (Rs)* 85 10.1 97 (3.9% 14.2% 10.8 (10.5%

*Adjusted for extraordinary items
Source: Company data, Khambatta Research

Exhibit 2: Revision in estimates (all figures in INR mn, unless specified)

Previous Revised
FY 2017 FY 2017 Fy 2018

Total revenue 160,486 156,351 178,763
EBITDA 39,144 37,423 43,797
EBITDA margin 24.4% 23.9% 24.5%
Adjusted net profit* 24,825 23,589 28,255
Adjusted net margin* 15.5% 15.1% 15.8%
Adjusted diluted EPS (Rs)* 42.6 40.5 48.5

*Adjusted for extraordinary items
Source: Company data, Khambatta Research
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Guide to Khambatta’s research approach

Valuation methodologies

We apply the following absolute/relative valuation methodologies to derive the ‘fair value’ of the stock as a part of our fundamental research:

DCF: The Discounted Cash Flow (DCF) method values an estimated stream of future free cash flows discounted to the present day, using a company’s
WACC or cost of equity. This method is used to estimate the attractiveness of an investment opportunity and as such provides a good measure of the
company'’s value in absolute terms. There are several approaches to discounted cash flow analysis, including Free Cash Flow to Firm (FCFF), Free Cash
Flow to Equity (FCFE) and the Dividend Discount Model (DDM). The selection of a particular approach depends on the particular company being
researched and valued.

ERE: The Excess Return to Equity (ERE) method takes into consideration the absolute value of a company’s return to equity in excess of its cost of equity
discounted to the present day using the cost of equity. This methodology is more appropriate for valuing banking stocks than FCFF or FCFE
methodologies.

Relative valuation: In relative valuation, various comparative multiples or ratios including Price/Earnings, Price/Sales, EV/Sales, EV/EBITDA, Price/Book
Value are used to assess the relative worth of companies which operate in the same industry/industries and are thereby in the same peer group.
Generally our approach involves the use of two multiples to estimate the relative valuation of a stock.

Other methodologies such as DuPont Analysis, CFROI, NAV and Sum-of-the-Parts (SOTP) are applied where appropriate.

Stock ratings

Strong Buy recommendations are expected to improve, based on consideration of the fundamental view and the currency impact (where applicable) by at
least 15%.

Market-perform recommendations are expected to improve, based on consideration of the fundamental view and the currency impact (where applicable)
between 5% and 15%.

Underperform recommendations are expected to improve up to 5% or deteriorate, based on consideration of the fundamental view and the currency
impact (where applicable).

Analyst Certification

I/We, Research Analysts and authors, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject
securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in
this report.

Terms & Conditions and Other Disclosures:

Khambatta Securities Limited (Khambatta Securities) is a full-service, integrated merchant banking and is, inter alia, engaged in the business of stock
brokering and distribution of financial products.

Khambatta Securities is one of the merchant bankers. We and our associates might have investment banking and other business relationship with
companies covered by our Investment Research Department. Khambatta Securities generally prohibits its analysts, persons reporting to analysts and
their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by Khambatta Securities and are subject to change without any notice. The report and
information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied
or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of Khambatta Securities.
While we would endeavor to update the information herein on a reasonable basis, Khambatta Securities is under no obligation to update or keep the
information current. Also, there may be regulatory, compliance or other reasons that may prevent Khambatta Securities from doing so.

This report is based on information obtained from public domain and is believed to be reliable, but no independent verification has been made nor is its
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an
offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. Khambatta Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is
suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors,
who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may
not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment risks.
The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. Khambatta Securities
accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to
future performance. Investors are advised to understand the risks associated before investing in the securities markets. Actual results may differ
materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

Khambatta Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding
twelve months from the date of this report for services in respect of investment banking or merchant banking, brokerage services or other advisory
services.
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Khambatta Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report.
Khambatta Securities or its analysts do not receive any compensation or other benefits from the companies mentioned in the report or third party in
connection with preparation of the research report. Accordingly, neither Khambatta Securities nor Research Analysts have any material conflict of
interest at the time of publication of this report.

It is confirmed that Research Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding
twelve months. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service
transactions.

The Research Analysts engaged in preparation of this Report (a) may or may not have any financial interests in the subject company or companies
mentioned in this report; (b) do not own 1% or more of the equity securities of the subject company mentioned in the report as of the last day of the
month preceding the publication of the research report; (c) do not have any other material conflict of interest at the time of publication of the research
report.

It is confirmed that Research Analysts do not serve as an officer, director or employee of the companies mentioned in the report.

Neither the Research Analysts nor Khambatta Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on Khambatta Securities by any Regulatory Authority impacting Equity Research Analysis
activities.

This report has been prepared by Khambatta Securities. Khambatta Securities has reviewed the report and, in so far as it includes current or historical
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.
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US pricing, higher R&D to pressure margins

Aurobindo’s (ARBP) Q3FY17 EBITDA (up 9% YoY) was 4% below our
estimate. Gross/ EBITDA margin declined 180 bps/170 bps QoQ on
increased price erosion of key oral solid products (gAbilify, gEntecavir)
in US. While injectables grew over 80%, the growth could soften given
withdrawal (post injunction) of isosulfan blue. Reduction in net debt
(USD 410 mn vs. USD 484 mn in Sep'16) was positive. We expect
increased R&D expenses (biosimilars/ liposomal injectables) in
FY18/19 to weigh down operating margin.

We cut FY18/19E EPS by 6%/7% given increasing pricing pressure in
US and higher R&D costs. We revise TP to Rs 800 (17x Dec’18) vs.
Rs 860 earlier. While we expect near term pressure, we maintain BUY
as we expect growth to pick up with increased capacity in FY18.

¢ US (45% of sales) growth slowed to 10% YoY/flat QoQ (in USD terms) vs. 15% YoY in H1FY17 owing to increased
price erosion (7% vs. 4-6% in past) and rebates (4%) in key products. Auro’s injectable franchise continued its strong
growth trajectory and grew over 80% YoY to USD 42.5 mn. EU business (22% of sales) grew 9% YoY (5% QoQ)
despite a mere 1% YoY increase in Euro/INR while EU EBITDA margin has improved to 6-8%. Strong growth
witnessed within lower margin businesses - ARV (12% YoY), RoW (16% YoY) and API revenue grew 12% YoY. This

also led to gross/ EBITDA margin pressure

¢ Slowing US growth in near term; to improve from FY18: Q3 sales were muted given delay in launches (only 8
launches despite 19 approvals) and capacity constraints apart from pricing pressure. It expects 40 to 45 launches in
FY18 including gEpzicom (April'17), gViread (Q4FY18) and gToprol XL (end FY18) in oral solids and additional
launches from injectables (Vancomycin, Meropenem). While it has guided for a limited number of meaningful
launches in FY18/19, ARBP could launch gRestasis, gFortamet as well (TAD” for Aug’17) if litigation outcome is
favorable (30 month stay expires in Jun'19). ARBP expects volumes to increase as capacities improve: Unit XV for EU

16 FEB 2017

BUY

Target Price: Rs 800

Quarterly Update

CMP : Rs 706
Potential Upside :13%
MARKET DATA

No. of Shares : 585 mn
Free Float : 48%
Market Cap :Rs 413 bn

52-week High / Low
Avg. Daily vol. (6mth) :
Bloomberg Code
Promoters Holding
Fil / DIl

:Rs 895 / Rs 582

2.3 mn shares

: ARBP B Equity
:52%
:24% / 1%

(thus freeing Unit VII) from Q1FY18, new injectable lines (Q2FY18) & Unit X (new OSD unit) at Naidupet.

Financial summary (Consolidated)

Y/E March FY16 FY17E FY18E FY19E

Sales (Rs mn) 138,887 154,255 177,711 195,440
Adij PAT (Rs mn) 20,300 23,167 25,695 28,155
Con. EPS* (Rs) 42.0 497 55.0
EPS (Rs) 347 39.6 43.9 48.1
Change YOY (%) 25.1 14.1 10.9 9.6
P/E (x) 20.4 17.8 16.1 147
RoE (%) 33.2 29.0 25.3 22.2
RoCE (%) 27.6 25.5 23.9 22.6
EV/E (x) 13.9 12.4 1.1 9.9
DPS (Rs) 2.5 2.5 2.5 2.5

Source: *Consensus broker estimates, Company, Axis Capital

ATAD: Target Action Date

Key drivers

Growth (%) FY17E FY18E FY19E
us 9 13
Europe 9 24
EBITDA margin 23.8 23.1 22.8
core-EPS 14 11
Price performance
120 Sensex Aurobindo Pharma
100

80

60 T T T T T

Jan-16 Apr-16  Juk16  Oct16  Jan-17
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(...continved from page 1)

¢ Net debt reduction to USD 600 mn by Mar'17: Net debt declined to USD 410
in Dec’16 (vs. 484 in Sep'16) on account of improvement in working capital
and operating cashflows in Q3. There has been some factoring in Q3’17 as
well, after USD 150 mn of debt factoring in Q1717. However, net debt is
expected to rise up in Q4FY17, owing to acquisitions of Generis in Portugal
(for USD 145-150 mn) and biosimilar portfolio from TL Biopharma (4 products
acquired addressing USD 20 bn market opportunity). ARBP expects FY17 net
debt to be below USD 600 mn (vs. USD 640 mn in FY16).

¢ Key concall highlights: (1) R&D expense to increase to ~5 to 6% in FY18 led by
increased expenditures towards liposomal, depo — injectables, peptides and
biosimilar products. ARBP expects clinical trials of its key biosimilar product to
start in CY18/19 in regulated markets and would consider out-licensing post
Phase | to lower costs (to reduce the P&L impact). (2) EU scale up confinues:
Has moved production of another 5 products to India in Q3 (cumulatively
transferred 42 products). Further improvement in margins expected post
consolidation of Generis acquisition from current levels of 6% to 8% (Generis
has EBITDA margin of ~21%).

Exhibit 1: Change in revenue mix (lower US & higher ARV /API) led to lower margin

(Rs mn) Q3'16 Q2'17 Q3'17 YoY (%) QoQ (%)
Net revenue 35,056 37,755 39,062 11 3
Gross margin (%) 55.8 58.0 56.2 47 bps  -179 bps
Employee Expenses 4,016 4,266 4,456 11 4
% of revenue 11 11 11 -5 bps 10 bps
Other Expenses 7,355 8,349 8,560 16 3
% of revenue 21 22 22 93 bps 22 bps
EBITDA 8,177 9,292 8,949 9 (4)
EBITDA margin (%) 23.3 24.6 22.9 42 bps  -170 bps
Other income 75 83 79 5 (4)
Forex(gain)/ loss (140) (202) (158) 13 (22)
Depreciation 994 1,102 1,111 12 1
Inferest 227 175 143 (37) (19)
PBT 7,172 8,299 7,932 11 (4)
Tax 1,742 2,240 2,177 24.9 (2.8)
Tax rate 24 27 27 315 bps 45 bps
Reported PAT 5,443 6,056 5,786 6 (4)
Adj. PAT* 5,334 5913 5,674 6 (4
Source: Company As per Ind-AS *PAT adjusted for forex
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Exhibit 2: Flat US sales (QoQ) from increased pricing pressures and capacity constraints

(Rs mn) Q3'16 Q2'17 Q3'17 YoY (%) QoQ (%)
US (USD mn) 236 259 259 10 0)
us 15,581 17,351 17,451 12 1
Europe 7,836 8,134 8,554 9 5
ARV 3,054 2,785 3,419 12 23
RoW 1,623 1,768 1,878 16 6
Formulations 28,094 30,038 31,302 11 4
AP| 6,951 7,688 7,759 12 1
Gross revenue 35,056 37,754 39,062 11 3

Source: Company

Exhibit 3: ARBP expects net debt below USD 600 mn by Mar'17
700 (USD mn)

650 638 638 640

600

550 525

500 484

400 .
350

FY14 FY15 FY16* QIFY17* Q2FY 17 Q3FY17

Source: Company, Axis Capital ~ *Note FY 16 debt adjusted for bill-discounting (as per Ind-As); Q1FY17
adjusted for debt factoring of USD 150 mn

Conference call highlights

US business (45% of sales; USD 259 mn +10% YoY/ flat QoQ in USD terms):
Growth was lower on account of increased pricing erosion in select products
(gAbilify, gEntecavir, etc) and lack of launches due to capacity constraint (despite
strong approvals) and 4% one-time impact on sales in Q3. ARBP launched 8 new
products in Q3 with 13 new launches targeted for Q4

¢ Expect volumes to increase going ahead into FY18 with 40 to 45 launches
expected in the year. A few large products including gEpzicom, gViread &
gFortamet ER (TAD in August'17/ possible launch in FY18 if litigation is
positive) as well as ophthalmic products could come through to drive growth

¢ ARBP had 22 approvals (incl. 3 TAs) in Q3FY17 (vs. 37 approvals in HT,
49 approvals in FY16)

¢ Injectables: Total sales were USD 43 mn in Q3. Remains on track for 50% YoY
growth for the next several years. 3 additional launches in Q3 (10 in 9MFY17)
and expects 3 launches in Q4.
e Vancomycin: Expects launch in Q2FY18
e lsosulfan Blue sales have halted as a preliminary injunction was awarded
(under appeal), but does not expect this to affect sales momentum (maintains
growth guidance of 50% YoY)

03
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¢+ gEpzicom and gViread: Launches are expected in Q1FY18 and Q4FY18

¢ gForatmet: ARBP has TAD in Aug’17 and is working to launch earlier than its
30 month stay (June 2019) if litigation outcome is favorable

¢ Esomeprazole: Very small level of sales in Q3 as no big customers was
acquired. Expects this to improve going ahead

¢ Metoprolol XL: Filing by end of FY18

¢ Aurolife: Has seen further demand from government tenders in Q3. Aims to
treble capacity over coming years as growth would come from controlled
substances (10 filings made, 15 expected in FY18). Annual base of this
business is ~USD 50 to 55 mn.

¢ Natrol: Performance is as expected. Short to medium term growth will be from
increasing penetration of current portfolio as well as enriching pipeline through
innovation (dietary supplements efc)

¢ Price erosion: was 13% YoY/7% QoQ, largely in oral solids segment in the
quarter. Drivers of this continue to be channel consolidation and pricing
competition from new approvals. No significant shortages in supply of late
which could have helped to contain price erosion

EU business (22% of sales): Higher growth expected ahead as further consolidation
of business would lead to margin improvement (current EBITDA margin at ~6 to
8%). ARBP has transferred manufacturing of 5 products to India in Q3 with 42 in
total as on date. 63 products have been dispatched from Unit XIl and Unit Il to
European markets. Manufacturing at India facility (Unit XV) will come online soon.

R&D: R&D expenses was Rs 1.32 bn (3.3% of Q3 sales vs 3.9% of Q2'17).
ARBP filed 9 ANDAs (5 in orals and 4 in injectables) in Q3’17 (23 in 9M'17;
22 in FY16)

¢ Penems: Awaiting approval of Meropenem from USFDA post facility audit for
the product. Penems facility (Auronext) would be able to become profitable
once more products come through

¢ Clinical trials for acquired biosimilars by CY18 to CY19 with P&L impact to be
spread across 2 years. Would explore out-licensing in some markets (eg. EMs)
after Phase | trials to lower cost of development

¢  Expects R&D to be at ~5 to 6% over the next couple of years given increase in
expenditure towards liposomal, peptides and biosimilar products. R&D would
be higher in FY18 from depo-injectable products

Acquisition of 4 biosimilar products from TL Biopharmaceutical AG: The molecules
had branded sales of USD 20 bn in 2016. TL will supply all the developmental data
for 4 molecules and Aurobindo will develop, commercialize and market these
products globally. Of the 4 biosimilars, 3 are monoclonal antibodies in oncology.
Regulatory filing for these products is intended in 2020-22 with focus on clinical
trials in regulated markets. Has set up a fully functional R&D center for biologics
development and is also establishing a state-of-art manufacturing  facility in
Hyderabad, Telangana which would be ready by Q2FY18.
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P&L: Other expenses (ex-R&D) were higher on account of a provision of USD 4.5
mn made towards a particular customer which is one-time in nature

Net debt currently stands at USD 410 mn (USD 484 mn in Sep’16 post USD 150
mn of debt factoring in Q1°17) There has been some factoring in Q317 as well,
after USD 150 mn of debt factoring in Q1°17. Net debt of USD 584 mn in Mar’'16
was reclassified as USD 640 mn given inclusion of bill-discounting (as per IND-AS
adjustments). Improvement in net debt on account of improved working capital and
operating cash flows in Q3. However, acquisition in Portugal will increase debt
from Q4; Expect debt at below USD 600 mn by end of FY17.

Capex: USD 55 mn of capex during the quarter.

Exhibit 4: R&D expense expected to increase to ~5%... Exhibit 5: ...to support continued filing momentum

s R&D cost  —O— % of revenue (RHS) mFiled m Approved

> | Rsbr) e[ S 80 | [Nos.
4.6 67

4

4 60
3

3.3
40

2

3
1 l 20
0 2 0

FYlid YIS FY16 OMFY17 Q3FY1/ Y14 FY15  FY16  9MFY17 Q3FY17

Source: Company Source: Company

Exhibit 6: Facility-wise ANDA filings

Mar-16  Jun-16  Sep-16 Dec-16| Mar-16 Jun-16 Sep-16 Dec-16] Mar-16 Jun-16 Sep-16 Dec-16

otel Ol 300 312 317 322 202 217 227 244 107 95 88 78
(SEZ)U”" vi 148 151 155 158 6 81 89 102 79 70 66 56
el el 81 83 86 90 41 44 49 51 0 39 37 39

Unit IV 67 68 71 75 30 33 38 40 37 35 33 35
Total 390 403 M2 421 243 269 284 303 147 134 126 118

Source: Company Note: 303 FAs includes 41 TAs
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Exhibit 7: Market share trends in key products

Brand sales /

Generic name market size #No. of Market share
name (USD mn)  players Jun'l15 Dec'l5 Mar'16 Jun'lé6 Sept'lé6 Dec'lb

Rosuvastatin Calcium* Crestor 6,780 9 - 9% 10%
Pantoprazole Sodium.Inj.  Protonix 94 3 10% 13% 7% 5%
Valganciclovir Valcyte 440 4 5% 10% 29%
Isosulfan Blue Lymphazurin 57 2 15% 46% 53% 71%
Aripiprazole Abilify 4,764 7 3% 6% 7% 7% 5%
Entecavir Baraclude 206 4 6% 18% 41% 43% 35%
Eptifibatide Inj. Interiglin 137 2 1% 68% 59% 55% 48%
Cefixime OS Suprax 80 2 12% 21% 24% 26% 23% 27%
Tazo-pip Zosyn 635 7 22% 20% 14% 10% 7% 10%
Duloxetine* Cymbalta 5,100 16 22% 24% 24% 24% 24% 25%
Valsartan+HCTZ Diovan HCT 1,700 8 25% 29% 30% 29% 31% 33%
Lamivudine+ Zidovudine ~ Combivir 275 7 20% 23% 16% 8% 9% 6%
Metformin Glucophage - >10 16% 25% 25% 17% 15% 15%
Source: Bloomberg, Company, Axis Capital; *sold through partner Citron Pharma
Exhibit 8: R&D investments for the future
Key areas of Investments Key initiatives No of Products Filings
Srliu(t?rsver the counter) & sofigel Acquired production facility in Lawrenceville, NJ US 35 Yes (ANDA filings)

¢ Filed 3 DMF’s and work ongoing on more
Peptides ¢ Forward integrating by developing microspheres More than 10 2015 (DMEF filings)

(Mkt. size USD 3 bn)

Dedicated R&D centre to develop solid and parenteral 2015.16
Oncology & Hormonal products dosages- Exhibit batches for 5 hormones and 15 63 o

oncology products are scheduled in FY16-17 (DMF filings|
Penems (injectables) ¢ Filings of all products (four) complete 4 ANDA filings
Synthetic nutraceuticals Process development work completed

Dry Powder Inhalers (DPI), Patches,

Underdevelopment - -
Films and Depot injections :

Source: Company
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Cash flow (Rs mn)
Y/E March FY16 FY17E FY18E FY19E
Profit before tax 27,704 31,886 35,764 39,020
Depreciation & Amortisation 3,926 5,001 5,414 5,827
Chg in working capital (5,558  (1,311) [(20,318)  (5,936)
Cash flow from operations 19,223 30,161 14,639 31,979
Capital expenditure (15,682) [(22,656)  (7,000]  (7,000)
Cash flow from investing (15,682) (22,656) (7,000) (7,000)
Equity raised/ (repaid - - -
Debt raised/ (repaid) (5,173) 8,656  (2,000)  [4,000)
Dividend paid (1,342 (1,584)  [1,584)  [1,584)
Cash flow from financing (14,874) 6,331 (4,295)  (6,235)
Net chg in cash (11,332) 13,836 3,344 18,744

Profit & loss (Rs mn)

Y/E March FY16 FY17E FY18E FY19E
Net sales 138,887 154,255 177,711 195,440
Other operating income 74 100 100 100
Total operating income 138,961 154,355 177,811 195,540
Cost of goods sold (61,575) (67,044) (76,212) (82,274)
Gross profit 77,386 87,311 101,599 113,266
Gross margin (%) 55.7 56.6 57.2 58.0
Total operating expenses (45,330) (50,536) (60,606) (68,752)
EBITDA 32,056 36,776 40,994 44,514
EBITDA margin (%) 23.1 23.8 23.7 22.8
Depreciation (3,92¢) (5,001) (5,414) (5,827)
EBIT 28,130 31,774 35579 38,686
Net interest (927) (7471) (7171) (651)
Other income 682 853 896 985
Profit before tax 27,704 31,886 35,764 39,020
Total taxation (7,444) (8,769) (10,014) (10,926)
Tax rate (%) 26.9 27.5 28.0 28.0
Profit after tax 20,261 23,117 25,750 28,094
Minorities 39 50 (55) 61
Profit/ Loss associate co(s)

Adjusted net profit 20,300 23,167 25,695 28,155
Adj. PAT margin (%) 14.6 15.0 14.5 14.4
Net non-recurring items (480)

Reported net profit 19,820 23,167 25,695 28,155
Balance sheet (Rs mn)

Y/E March FY16 FY17E FY18E FY19QE
Paid-up capital 585 585 585 585
Reserves & surplus 69,982 88,790 113,125 139,919
Net worth 70,567 89,376 113,710 140,504
Borrowing 40,762 49,418 47,418 43,418
Other non-current liabilities 2,364 2,364 2,364 2,364
Total liabilities 114,289 141,753 164,087 186,882
Gross fixed assets 62,110 84,766 91,766 98,766
Less: Depreciation (19,713) (24,714) (30,128) (35,955)
Net fixed assets 42,398 60,053 61,638 62,811
Add: Capital WIP 10,238 11,773 13,539 15,570
Total fixed assets 52,635 71,826 75,178 78,381
Total Investment 2 2 2 2
Inventory 40,881 44,375 51,122 56,222
Debtors 41,719 33,809 49,662 54,616
Cash & bank 8,344 6,398 3,940 16,101
Loans & advances 10,795 11,569 12,440 13,681
Current liabilities 42,704 36,725 38,756 42,622
Net current assets 61,652 69,925 88,908 108,499
Other non-current assets

Total assets 114,289 141,753 164,087 186,882

Key ratios
Y/E March FY16 FY17E FY18E FY19E

OPERATIONAL

FDEPS (Rs) 34.7 39.6 43.9 48.1
CEPS (Rs) 40.6 48.1 53.2 58.1
DPS (Rs) 2.5 2.5 2.5 2.5
Dividend payout ratio (%) 7.4 6.3 57 52
GROWTH

Net sales (%) 14.7 11.1 15.2 10.0
EBITDA (%) 25.0 14.7 1.5 8.6
Adj net profit (%) 25.4 14.1 10.9 9.6
FDEPS (%) 25.1 14.1 10.9 9.6
PERFORMANCE

RoE (%) 33.2 29.0 25.3 22.2
RoCE (%) 27.6 25.5 23.9 22.6
EFFICIENCY

Asset turnover (x) 1.5 1.3 1.2 1.2
Sales/ total assets (x) 1.0 0.9 0.9 0.9
Working capital/ sales () 0.4 0.4 0.4 0.5
Receivable days 109.6 80.0 102.0 102.0
Inventory days 139.6 137.8 136.4 135.9
Payable days 86.3 85.3 84.4 84.1
FINANCIAL STABILITY

Total debt/ equity (x) 0.7 0.6 0.5 0.3
Net debt/ equity (x) 0.5 0.5 0.4 0.2
Current ratio (x) 2.4 2.9 3.3 3.5
Interest cover (x) 30.3 42.9 50.0 59.4
VALUATION

PE (x) 20.4 17.8 16.1 147
EV/ EBITDA (x) 13.9 12.4 11.1 9.9
EV/ Net sales (x) 3.2 3.0 2.6 2.3
PB (x) 5.9 4.6 3.6 2.9
Dividend yield (%) 0.4 0.4 0.4 0.4
Free cash flow yield (%) 0.9 1.8 1.8 6.0

Source: Company, Axis Capital

Source: Company, Axis Capital
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Jl BUY ' Pharma
Result update 10 February 2017

Diversified product basket, maintain Buy Tergetprice Re1l0 Keybate

CMp* Rs707 Bloomberg Code ARBP IN
We maintain our Buy rating on Aurobindo Pharma (APL), with a TP of Rs1,110  upsice 57.0% Curr Shares O/S (mn) 584.0
(earlier Rs1,060) based on 18x March’19E EPS of Rs61.7. APL’s Q3FY17 results  Previous Target Rs1,060 Diluted Shares O/S(mn) 584.0
were below our expectations. APL reported 11% YoY sales growth, a 40bps  PreviousRating Buy MktCap (Rsbn/USDbn) — 413.6/6.2
decline in margin to 22.9%, and 6% YoY net profit growth. Its entry into PricePerformance (%) S2ZWKH/L(Rs) 895/562
specialised segments such as injectable, penam, microspheres, hormones, ™M 6M  1Yr SYearH/L(Rs) 895/49.8
oncology, depot injections and peptides would help improve margins. APL has :if: IN ;Z (j;’ 22220 Daily Vol. GMNSEAvg) 2174810

developed a strong pipeline of 421 ANDA for the US market. The management
expects approvals for many of its injectable in FY18. APL is among our top picks in

*as on 9" February 2017 Source: Bloomberg, Centrum Research

the pharma sector. Shareholding pattern (%)*

Q US formulations grew 12% YoY: APL’s formulations business (80% of revenues) Dec16  Sept-16  June-16  Mar-16
grew 11% YoY to Rs31.30bn from Rs28.09bn, led by strong growth in the US  Promoter 51.9 538 53.8 538
business. Its US formulations (45% of revenues) grew by 12% YoY to Rs17.45bn 241 267 26.1 274
from Rs15.58bn due to new product launches. Formulations in the EU and Row 2 1.0 78 80 72

(27% of revenues) grew by 10% YoY to Rs10.43bn from Rs9.46bn due to good " 130 "z 121 16
growth in the emerging market business. ARV formulations business (9% of  Source:8SE *ason 9" February 2017

revenues) grew by 12% YoY. The company’s APl business (20% of revenues) grew  Trend in EBIDTA margin (%)

12% YoY to Rs7.76bn from Rs6.95bn. The management expects the US business to 25

drive future growth from new launches. ’s 24
O Margins set to improve: APL’'s EBIDTA margins declined by 40bps YoY to 22.9% 2
from 23.3% due to decline in rise in other expenses. Its material cost declined by s 236 236
40bps to 43.8% from 44.2%. Personnel expenses declined by 10bps to 11.4% from '
11.5%. Other expenses grew by 90bps to 21.9% from 21.0%. APL has made a 23 229
provision of $4.5mn (Rs305mn) as chargeback in the US. We expect new product -
launches, ARV tender supplies, controlled substances, and the injectable businesses
in the US to aid in margin improvement. # Q3FYI6  Q4FY16  QIFY17  QFY17  Q3FY17
O Net profit grew by 6% YoY: APL’s net profit grew by 6% YoY to Rs5.76bn from  source: company, centrum Research
Rs5.43bn. The company’s tax rate grew to 27.4% from 24.3% of PBT. Forex gain was  Earnings Revision
Rs158mn as against forex gain of Rs140mn. We expect its net profit to grow further ortcutars — -
led by strong revenue growth and expected margin improvement. (Rsmn) New  Old Chyt%)| New OF Chor)
O Attractive valuations and key risks: We maintain our Buy rating on the scrip, with  sates 1595981,70,770 (65) 193355198655 (27)
a TP of Rs1,110 based on 18x March’19E EPS of Rs61.7, and with an upside of 57%  esiTpa 37,609 41,181 (87) 46995 49995 (60)
from CMP. APL is among our top picks in the pharma sector. Key risks to our  EBTDAMargin(%) 236 241 (50)bps 243 252 (90)bps
assumptions include slower growth in the US business and regulatory risks for its ~ PATad: 23689 26561 (108) | 30295 34345 (11.8)
man ufactu ring facilities. Source: Centrum Research Estimates
. Centrum vs. Bloomberg Consensus*
Particulars (Rs mn) Q3FY17 Q3FY16 YoY (%) Q2FY17 QoQ (%) Q3FY17E % Var.
Net sales 39,062 35,056 1.4 37,755 35 40315 (3.1)  Particulars FY17e FY18E
Raw material cost 17,007 15508 102 15848 79 17,400 17 ®™  Centrum BBG Var(%) Centrum BBG  Var(%)
Employee cost 4,456 4,016 11.0 4,266 4.5 4,600 (3.1 sales 159598 157,914 1.1 193355 180461 7.1
Other expenses 8,560 7,355 16.4 8,349 2.5 8,400 129] EBITDA 37609 37851 (0.6) 46995 44213 63
EBIDTA 8,949 8,177 9.4 9,292 (3.7) 9,915 (9.7)
EBIDTA margin (%) 229 3.3 246 246 PAT 23,689 24442 (3.1) 30,295 28,999 4.5
Depreciation 1,111 994 11.8 1,102 0.8 1,300 (14.5)
Interest 143 227 (37.0) 175 (18.3) 180 (20.6) Bloomberg Consensus* c::r‘;::“ Variance
Other income 79 75 53 83 (4.8) 90 (12.2) BUY SELL HoLp rargetPrice Price (%)
PBT 7,932 7171 106 8,300 4.4) 8,585 (7.6) Rs) (Rs)
Prov. For tax 2,177 1,742 25.0 2,240 2.8) 2,400 (9.3) 36 ! 2 945 1110 (14.8)
Adj. PAT 5,758 5,443 5.8 6,064 (5.0) 6,180 (6.8) *as on 9" February 2017 Source: Bloomberg, Centrum Research

Source: Company, Centrum Research Estimates
Ranjit Kapadia, ranjit kapadia@centrum.co.in; 91 22 4215 9645

Y/E Mar (Rs mn) Revenue YoY (%) EBITDA  EBITDA (%) Adj. PAT YoY (%) DEPS Rs. RoE (%) RoCE (%) P/E (x) EV/EBITDA (x)
FY15 1,21,204 49.6 25,636 21.2 15,668 34.5 269 352 19.4 333 11.6
FY16 1,38,683 14.4 31,779 229 19,466 24.2 334 32.0 20.7 222 14.7
FY17E 1,59,598 15.1 37,609 23.6 23,529 20.9 40.5 29.0 20.0 19.1 12.6
FY18E 1,93,355 21.2 46,995 24.3 30,095 27.9 518 284 229 15.0 9.8
FY19E 2,21,680 14.6 55,595 25.1 35,835 19.1 61.7 26.3 23.1 12.6 79

Source: Company, Centrum Research Estimates

Centrum Equity Research is available on Bloomberg, Thomson Reuters and FactSet
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Concall highlights

Major products and key markets

O The management informed that the company filed 9 ANDAs with US FDA (5 oral, 4 injectable)
during Q3FY17 and also received approvals for 22 ANDAs (19 final and 3 tentative) during the
same period.

O As per management 9 ANDAs were filed in Q3FY17(5 oral, 4 injectable).

@)

The management expects a higher number of approvals in Q4FY17.

O The management indicated that 42 products of Actavis have been site transferred to Vizag, and
has plans to transfer 72 more products to Vizag.

O APL plans to enter new therapeutic areas in the US with new launches across oncology,
microsphere, peptide, liposomal, hormones, oral contraceptives, depot injections and complex
substance filings. The upside from these businesses is expected FY18 onwards.

O The management indicated that the vertical integration of in-house APIs stood at ~70%.

O The management indicated that pricing pressure in the US has led to 6-7% reduction in prices. The
price reduction during the year was ~20% which was partly offset by volume growth and new
product launches.

O APL s the leading player in ARV and faces limited competition due to few players in this space.

O APL has acquired four biosimilar molecules from TL Biopharma, Switzerland for an undisclosed
sum. Three of them are in the anticancer segment. The company is likely to commence clinical
trials in FY18.

US FDA approvals and new product launches

O APL filed 421 ANDAs with US FDA, of which 303 have been approved (including 41 tentative);
hence, it has a rich product pipeline for the US market. APL has developed a pipeline of 15
injectable oncology products for the US market. The company has received tentative approvals for
21 ANDAs under PEPFAR.

O No major observations regarding its manufacturing facilities are pending with the US FDA.

O As per the management, APL has filed 3 DMFs for peptides and has plans to generate a strong
pipeline.

O APL had filed 214 DMFs with US FDA of which 4 were in Q3FY17.

O The management stated that the controlled substance business generates revenues of $50-55mn
(Rs3.4-3.7bn) per annum.

Financials

O The management indicated a net debt of $410mn (Rs27.9bn) by end of Q3FY17. About 98% of the
debt is in foreign currency. The average interest cost is ~2%.

O Forex gain was Rs158mn in the third quarter as against forex gain of Rs140mn a year ago.

(@)

Other expenses include a $4.5mn (Rs300mn) provision for customers claiming chargebacks.

O The management has guided for R&D expenses of ~5% of revenues during FY17. This is likely to
surge to 5-6% in FY18 and FY19 due to clinical trial of biosimilars.

O The management indicated reduction in the material cost due to a change in the product mix.

@)

APL incurred $55mn (Rs3.74bn) on capex in Q3FY17.
O The management has guided tax rate of 26-27% for FY17 and 27% for FY18.

Aurobindo Pharma
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Sales Composition

APL's revenue rose 12% to Rs39.06bn in Q3FY17 from Rs35.06bn a year ago, led by good growth in its
US formulations business. APL's formulations business (80% of revenues) grew by 11% YoY to
Rs31.30bn from Rs28.09bn, driven by strong growth in the US market. Formulations sales in the US
(45% of revenues) grew by 12% YoY to Rs17.45bn from Rs15.58bn due to new product launches and
volume growth. The US formulation business witnessed ~6% price reduction. Formulations sales in the
EU and RoW (27% of revenues) grew by 10% YoY to Rs10.43bn from Rs9.46bn due to good growth in
emerging markets. APL’s ARV formulations business (9% of revenues) grew at 12% YoY. The growth in
the formulations business was mainly driven by the US and ARV businesses.

The company’s API business (20% of revenues) grew 12% YoY to Rs7.76bn from Rs6.95bn due to
higher growth of betalactum products. The vertical integration of in-house API stood at ~70%.
Betalactam API business (13% of revenues) grew 17%YoY to Rs5.25bn from Rs4.49bn. The non-
betalactam API business (7% of revenues) grew 2% YoY to Rs2.51bn from Rs2.46bn.

The details are as follows:

Exhibit 1: Sales composition

Particulars (Rs mn) Q3FY17 Q3FY16 YoY (%) Q2FY17 QoQ (%) Q3FY17E % Var.
FORMULATIONS

Formulations-USA 17,451 15,581 12.0 17,351 0.6 18,000 (3.1)

Formulations-EU & ROW 10,432 9,457 10.3 9,902 54 11,300 (7.7)

Formulations-ARV 3,419 3,054 12.0 2,785 22.8 3,300 3.6
Formulations-total 31,302 28,092 11.4 30,038 4.2 32,600 (4.0)
API

API-Betalactum 5,250 4,493 16.8 5113 2.7 5,400 (2.8

API- Non betalactum 2,509 2,459 2.0 2,575 (2.6) 2,300 9.1
API-Total 7,759 6,952 11.6 7,688 0.9 7,700 0.8
Dossier income 1 11 (90.9) 28 (96.4) 15 (93.3)
Total income 39,062 35,055 11.4 37,754 3.5 40,315 (3.1)
Excise duty 0 0 NA 0 NA 0 NA
Net sales 39,062 35,055 11.4 37,754 35 40,315 (3.1)

Source: Company, Centrum Research

Acquisitions well- integrated

The Actavis generics business in Europe and Natrol nutraceutical business in the US are well integrated
with APL and are performing well. The Actavis business’ EBIDTA margin stood at ~7% in Q3FY17. Also,
Natrol performed in line with management’s expectations. As per the management, Natrol is expected
to grow at a 15% CAGR over the next two to three years and currently does not face any capacity
constraints.

We expect APL to report good performance, driven by strong growth in the US market from controlled
substances, new ANDA approvals and the injectable business. The company is likely to benefit from
ARV tender supplies. The recent acquisition of four biosimilar molecules from TL Pharmaceuticals,
Switzerland would help it enter into a new line of business of biosimilars.

At the CMP of Rs707, the stock trades at 19.1x FY17E EPS of Rs40.5 and 15.0x FY18E EPS of Rs51.8 and
12.6x FY19E EPS of Rs61.7. We maintain our Buy rating on the scrip, with a TP of Rs1,110 based on 18x
March’19E EPS of Rs61.7, and with an upside of 57.0% from CMP. We have revised FY17E and FY18E
EPS estimates downwards by 11% and 12% respectively. APL is among our top picks in the pharma
sector. Key risks to our assumptions include slower growth in the US business and regulatory risks for
its manufacturing facilities.

Exhibit 2: Earnings revision

FY17E FY18E
Particulars
Current Earlier Chg(%) Current Earlier Chg(%)
Sales 1,59,598 1,70,770 (6.5) 1,93,355 1,98,655 (2.7)
EBIDTA 37,609 41,181 (8.7) 46,995 49,995 (6.0)
EBIDTA margin (%) 23.6 24.1 (50)bps 24.3 25.2 (90)bps
Net profit 23,689 26,561 (10.8) 30,295 34,345 (11.8)

Source: Centrum Research Estimates

Aurobindo Pharma
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Valuation

Exhibit 3: Sensitivity Analysis

Sensitivity to key variables - FY17E % change % impact on EBITDA % impact on EPS
Sales 1 4.2 6.7
Material cost 1 (1.8) (2.9)

Source: Company, Centrum Research Estimates

Exhibit 4: 1 year forward EV/EBITDA chart Exhibit 5: 1 year forward P/E chart
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Exhibit 6: Comparative Valuations
Sect Mkt Cap CAGRFY16-FY18E (%) EBITDA Margin (%) PE (x) EV/EBITDA (x) ROE (%) DivYield (%)
ector
(Rsmn) Rev, EBITDA PAT FY16 FY17E FY18E FY16 FY17E FY18E FY16 FY17E FY18E FY16 FYI17E FY18E FY16 FY17E FY18E
Aurobindo 4,13,595 18.1 21.6 24.5 22.9 23.6 24.3 22.2 19.1 15.0 14.7 12.6 9.8 32.0 29.0 28.4 0.4 0.4 0.5
Cipla 4,72,399 154 18.1 16.3 18.3 17.8 19.1 338 283 214 219 16.6 131 13.3 12.0 13.9 0.3 0.5 0.7
Dr.Reddy's Labs ~ 5,00,609 1.7 (5.4) (2.7) 24.0 19.7 20.8 249 327 27.5 171 19.0 14.9 16.6 10.8 11.8 0.6 0.8 1.0
Lupin 6,71,696 188 21.8 19.2 26.4 26.9 27.7 358 24.7 214 234 15.4 131 22.9 23.9 23.1 0.5 0.6 0.7

Source: Company, Centrum Research Estimates Prices as on 9™ February 2017

Aurobindo Pharma
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Quarterly financials, Operating Metrics and Key Performance Indicators

Exhibit 7: Quarterly Financials -consolidated

PARTICULARS (Rs mn) Q4FY15 Q1FY16 Q2FY16 Q3FY16 Q4FY16 Q1FY17 Q2FY17 Q3FY17
P&L

Revenues 31,621 32,989 33,652 35,056 37,468 37,666 37,755 39,062
Material cost 13,736 15,124 15,121 15,508 16,271 16,777 15,848 17,097
Personnel expenses 3,733 3,612 3,730 4,016 4,088 4,321 4,266 4,456
Other Expenses 7,591 7,003 7,009 7,355 8,285 7,679 8,349 8,560
Total Expenses 25,060 25,739 25,860 26,879 28,644 28,777 28,463 30,113
EBIDTA 6,561 7,251 7,792 8,177 8,824 8,889 9,292 8,949
Other income 67 294 122 75 206 159 83 79
PBDIT 6,628 7,544 7,914 8,252 9,030 9,048 9,375 9,028
Interest 226 208 241 227 251 206 175 143
Depreciation 847 890 926 994 1113 1062 1102 1111
Forex gain /(loss) 12 (106) (439) 140 46 70 202 158
Profit before tax 5,567 6,340 6,308 7171 7,712 7,850 8,300 7,932
Tax provision 1534 1634 1767 1742 2097 2008 2240 2177
Net profit before minority 4,033 4,706 4,541 5,429 5615 5,842 6,060 5,755
Share of profit of JV (5) 19 (5) 14 (14) 8 (4) 31
Net profit 4,028 4,725 4,536 5,443 5,601 5,850 6,056 5,786
Growth (%)

Revenues 35.7 13.3 16.8 10.7 18.5 14.2 12.2 11.4
EBIDTA (11.7) 10.2 22.3 33.5 34.5 22.6 19.3 9.4
Net profit (19.7) 13.7 21.9 41.6 39.1 23.8 335 6.3
Margin (%)

EBIDTA 20.7 22.0 23.2 23.3 23.6 23.6 24.6 22.9
Profit before tax 17.6 19.2 18.7 20.5 20.6 20.8 22.0 20.3
Net margin before EO 12.7 14.3 13.5 15.5 14.9 15.5 16.0 14.8

Source: Company, Centrum Research

Exhibit 8: Key performance indicators

Key performance indicator FY15 FY16 FY17E FY18E FY19E
Sales Growth % 49.6 14.4 15.1 21.2 14.6
Material cost % 45.4 44.4 43.3 43.0 42.7

Source: Centrum Research Estimates

Aurobindo Pharma
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Exhibit 9: Income Statement

Y/E March (Rs mn) FY15
Revenues 1,21,204
Material cost 55,055
% of revenues 45.4
Employee cost 13,023
% of revenues 10.7
Other Expenses 27,490
% of revenues 22.7
EBIDTA 25,636
EBIDTA margin (%) 21.2
Depreciation & Amortisation 3,326
EBIT 22,310
Interest Expenses 843
PBT from operations 21,467
Other income 212
PBT 21,679
Tax provision 5,966
Effective tax rate (%) 27.5
Net profit 15,713
Minority interest 45
Reported net profit 15,668
Adj. Net profit 15,668

Source: Company, Centrum Research Estimates

Exhibit 10: Key Ratios

Y/E March (Rs mn) FY15
Growth Ratios (%)

Revenues 49.6
EBIDTA 20.3
Adj. Net Profit 34.5
Margin Ratios (%)

EBIDTA margin 21.2
PBT from operations margin 17.7
Adj. PAT margin 12.9
Return Ratios (%)

RoCE 19.4
RoE 35.2
RolC 19.9
Turnover ratios (days)

Gross Block Turnover (x) 2.7
Debtors 107
Creditors 62
Inventory 109
Cash Conversion Cycle 153
Solvency Ratio

Debt-Equity 0.7
Net Debt-Equity 0.7
Current Ratio 24
Interest Coverage Ratio 0.0
Gross Debt/EBIDTA 1.5
Per Share (Rs)

FDEPS (adjusted) 269
CEPS 326
Book Value 176.6
Dividend 4.5
Dividend Payout (%) 6.7
Valuations (x) (Avg Mkt

Cap)

PER 333
P/BV 5.1
EV/EBIDTA 11.6
Dividend Yield (%) 0.4
5-yr Avg AOCF/EV yield(%) 2.2

Source: Company, Centrum Research Estimates

FY16

1,38,683
61,575
444
15,508
11.2
29,821
215
31,779
22.9
3,926
27,853
2,567
25,286
1,663
26,949
7,444
276
19,505
39
19,466
19,466

FY16

14.4
24.0
24.2

229
18.2
14.0

20.7
32.0
20.8

23
110
67
107
150

0.6

24
0.1
13

334
40.1
120.2
25
8.0

222
6.2
14.7
0.4
2.0

FY17E

1,59,598
69,060
43.3
18,460
11.6
34,469
21.6
37,609
23.6
4,700
32,909
700
32,209
500
32,709
9,100
27.8
23,609
80
23,529
23,529

FY17E

15.1
18.3
20.9

236
20.2
14.7

20.0
29.0
21.6

2.2
107
98
m
120

0.3
0.2
22
0.0

40.5
48.5
157.1
3.0
7.4

19.1

126
0.4
2.9

FY18E

1,93,355
83,130
43.0
21,810
11.3
41,420
21.4
46,995
24.3
5,300
41,695
500
41,195
700
41,895
11,700
279
30,195
100
30,095
30,095

FY18E

21.2
25.0
27.9

24.3
21.3
15.6

229
28.4
24.6

24
110
100
109
119

0.1
0.1
2.1
0.0
0.4

51.8
60.8
204.7
35
6.9

15.0
9.8

0.5
3.8

FY19E

2,21,680
94,755
42.7
24,600
11.1
46,730
21.1
55,595
25.1
6,060
49,535
430
49,105
850
49,955
14,000
28.0
35,955
120
35,835
35,835

FY19E

14.6
18.3
19.1

25.1
222
16.2

23.1
26.3
26.0

24
108
97
109
120

126
3.0
79
0.5
5.1

Exhibit 11: Balance Sheet

Share capital FY15
Share capital 292
Reserves & surplus 51,266
Total shareholders Funds 51,558
Total Debt 38,635
Minority interest 258
Deferred tax Liab. 2,057
Total Liabilities 92,508
Gross Block 51,071
Less: Acc. Depreciation 14,708
Net Block 36,363
Capital WIP 2,700
Intangible assets 2,190
Net Fixed Assets 41,253
Investments 197
Inventories 36,113
Debtors 35,392
Loans & Advances 10,237
Cash & Bank Balance 4,688
Other assets 1,215
Total Current Assets 87,645
Trade payable 20,646
Other current Liabilities 13,515
Provisions 2,426
Net Current Assets 51,058
Total Assets 92,508

Source: Company, Centrum Research Estimates

Exhibit 12: Cash Flow

Y/E March (Rs mn) FY15
CF before WC changes 20,785
Working Capital Changes (8,417)
CF from Operations 12,368
Adj OCF (OCF-Interest) 12,921
Change in fixed assets (7,459)
Adj. FCF (AOCF-Capex) 5,462
CF from Investing (10,169)
CF from Financing 932
Net change in Cash 3,131

Source: Company, Centrum Research Estimates

FY16

585
69,705
70,290
40,762

596

2,365
1,14,013

67,080
18,034
49,046
1,200
2,390
52,636
2

40,604
41,719
10,464
8,365
2,948
1,04,100

25,423
15,219
2,083
61,376
1,14,013

FY16
24,979
(7,383)
17,596

18,285
(15,492)
2,793
(13,763)
(198)

3,635

FY17E

585
91,306
91,891
31,620

680

2410
1,26,601

77,390
21,292
56,098
1,500
2,620
60,218
2

48,700
46,700
12,500
12,259
2,760
1,22,919

42,780
2,270
11,488
66,381
1,26,601

FY17E
26,304
(1,111)
25,193

25,193
(12,053)
13,140
(12,199)
(11,230)

1,764

FY18E FY19E
585 585
1,19,164 1,52,455
1,19,749 1,53,040
17,620 16,300
750 810
2,530 2,570
1,40,649 1,72,720
86,500 95,420
24,977 28,713
61,523 66,707
2,000 2,400
2,700 3,110
66,223 72,217
2 2

57,500 66,300
58,500 65,400
14,200 15,000
10,851 28,615
2,960 3,220
1,44,011 1,78,535
52,980 58,680
2,270 2,470
14,337 16,885
74,424 1,00,500
1,40,649 1,72,720
FY18E FY19E
33,585 40,045
(9,452) 8,312)
24,133 31,733
24,133 31,733
(11,225)  (11,645)
12,909 20,089
(11,235) (11,995)
(16,437) (4,105)
(3,538) 15,634
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Appendix A

Disclaimer

Centrum Broking Limited (“Centrum”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE) and National Stock
Exchange of India Ltd. (NSE). Our holding company, Centrum Capital Ltd, is an investment banker and an underwriter of securities. As a group Centrum
has Investment Banking, Advisory and other business relationships with a significant percentage of the companies covered by our Research Group. Our
research professionals provide important inputs into the Group's Investment Banking and other business selection processes.

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other
businesses and may receive commission, brokerage, fees or other compensation from the company or companies that are the subject of this
material/report. Our Company and Group companies and their officers, directors and employees, including the analysts and others involved in the
preparation or issuance of this material and their dependants, may on the date of this report or 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. Centrum or its affiliates do not own 1% or more in the
equity of this company Our sales people, dealers, traders and other professionals may provide oral or written market commentary or trading strategies to
our clients that reflect opinions that are 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. We may have earlier issued or may issue in future reports on the
companies covered herein with recommendations/ information inconsistent or different those made in this report. In reviewing this document, you
should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We and our Group may rely on
information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units, groups or
affiliates of Centrum. Centrum or its affiliates do not make a market in the security of the company for which this report or any report was written.
Further, Centrum or its affiliates did not make a market in the subject company’s securities at the time that the research report was published.

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy,
purchase or subscribe to any securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection
with any contract or commitment whatsoever. This document does not solicit any action based on the material contained herein. It is for the general
information of the clients of Centrum. Though disseminated to clients simultaneously, not all clients may receive this report at the same time. Centrum
will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into account the
particular investment objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard to the specific
investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive this document. The securities
discussed in this report may not be suitable for all investors. The securities described herein may not be eligible for sale in all jurisdictions or to all
categories of investors. The countries in which the companies mentioned in this report are organized may have restrictions on investments, voting rights
or dealings in securities by nationals of other countries. The appropriateness of a particular investment or strategy will depend on an investor's
individual circumstances and objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for
his/ her/their particular circumstances and, if necessary, seek professional/financial advice. Any such person shall be responsible for conducting
his/her/their own investigation and analysis of the information contained or referred to in this document and of evaluating the merits and risks involved
in the securities forming the subject matter of this document.

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant
uncertainties and contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates
on which the projections and forecasts were based will not materialize or will vary significantly from actual results, and such variances will likely increase
over time. All projections and forecasts described in this report have been prepared solely by the authors of this report independently of the Company.
These projections and forecasts were not prepared with a view toward compliance with published guidelines or generally accepted accounting
principles. No independent accountants have expressed an opinion or any other form of assurance on these projections or forecasts. You should not
regard the inclusion of the projections and forecasts described herein as a representation or warranty by or on behalf of the Company, Centrum, the
authors of this report or any other person that these projections or forecasts or their underlying assumptions will be achieved. For these reasons, you
should only consider the projections and forecasts described in this report after carefully evaluating all of the information in this report, including the
assumptions underlying such projections and forecasts.

The price and value of the investments referred to in this document/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. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice. Centrum does not provide tax advice to its clients, and all investors are strongly advised to consult regarding any potential
investment. Centrum and its affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Foreign currencies
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.
Certain transactions including those involving futures, options, and other derivatives as well as non-investment-grade securities give rise to substantial
risk and are not suitable for all investors. Please ensure that you have read and understood the current risk disclosure documents before entering into any
derivative transactions.

This report/document has been prepared by Centrum, based upon information available to the public and sources, believed to be reliable. No
representation or warranty, express or implied is made that it is accurate or complete. Centrum has reviewed the report and, in so far as it includes
current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. The opinions expressed in
this document/material are subject to change without notice and have no obligation to tell you when opinions or information in this report change.

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible
media and should not be reproduced, transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This
publication may not be distributed to the public used by the public media without the express written consent of Centrum. This report or any portion
hereof may not be printed, sold or distributed without the written consent of Centrum.

The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform
themselves about, and observe, any such restrictions. Neither Centrum nor its directors, employees, agents or representatives shall be liable for any
damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with
the use of the information.

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything
contained herein shall form the basis of any contract or commitment whatsoever. This document is strictly confidential and is being furnished to you
solely for your information, may not be distributed to the press or other media and may not be reproduced or redistributed to any other person. The
distribution of this report in other jurisdictions may be restricted by law and persons into whose possession this report comes should inform themselves
about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No representation is made that
this report is accurate or complete.
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The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of Centrum Broking
and are given as of this date and are subject to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this
report and there can be no assurance that future results or events will be consistent with any such opinions, estimate or projection.

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its
directors or any other person. Information in this document must not be relied upon as having been authorized or approved by the company or its
directors or any other person. Any opinions and projections contained herein are entirely those of the authors. None of the company or its directors or
any other person accepts any liability whatsoever for any loss arising from any use of this document or its contents or otherwise arising in connection
therewith.

Centrum and its affiliates have not managed or co-managed a public offering for the subject company in the preceding twelve months. Centrum and
affiliates have not received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this
report for service in respect of public offerings, corporate finance, debt restructuring, investment banking or other advisory services in a
merger/acquisition or some other sort of specific transaction.

As per the declarations given by them, Mr. Ranjit Kapadia, research analyst and and/or any of his family members do not serve as an officer, director or
any way connected to the company/companies mentioned in this report. Further, as declared by him, he has not received any compensation from the
above companies in the preceding twelve months. He does not hold any shares by him or through his relatives or in case if holds the shares then will not
to do any transactions in the said scrip for 30 days from the date of release such report. Our entire research professionals are our employees and are paid
a salary. They do not have any other material conflict of interest of the research analyst or member of which the research analyst knows of has reason to
know at the time of publication of the research report or at the time of the public appearance.

While we would endeavour to update the information herein on a reasonable basis, Centrum, its associated companies, their directors and employees are
under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent Centrum
from doing so.

Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable
regulations and/or Centrum policies, in circumstances where Centrum is acting in an advisory capacity to this company, or any certain other
circumstances.

This report is not directed to, 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 or regulation or which would subject
Centrum Broking Limited or its group companies to any registration or licensing requirement within such jurisdiction. Specifically, this document does
not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial instrument or as an official confirmation of any
transaction to any U.S. person unless otherwise stated, this message should not be construed as official confirmation of any transaction. No part of this
document may be distributed in Canada or used by private customers in United Kingdom.

The information contained herein is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading,
dissemination, distribution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk
Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian
Securities Market.
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Centrum Broking Limited (hereinafter referred to as “CBL") is a registered member of NSE (Cash, F&O
and Currency Derivatives Segments), MCX-SX (Currency Derivatives Segment) and BSE (Cash
segment), Depository Participant of CDSL and a SEBI registered Portfolio Manager.
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/dealing in securities market.
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Q3FY17 Results Update | Sector: Healthcare

Aurobindo Pharma

SN s CMP:INR706 TP:INR1,050(+49%) Buy
Bloomberg ARBP IN Results impacted by one-offs; deleveraging continues
Equity Shares (m) 85 @ One-offs impacted results: Aurobindo reported consolidated revenue of
SMZ'_C\:/Z';LN:::;U(TE:; 4;;’;‘//56; INR39.1b (up ~12% YoY; ~1% above estimate). However, EBITDA of INR8.9b
1, 6, 12 Rel. Per (%) 8/-10/-21 (up 8.7%) was ~5% below our estimate and adjusted PAT of INR5.6b (up
Avg Val, INRm 1731.9 7.4% YoY) was 7.5% below our estimate. Miss in numbers can largely be
Free float (%) 481 attributed to 4% lower growth in the US due to one-time charge-backs /

rebates and one-off item of ~USD4m in other expenses.

L . B Ramp-up in US key; key launches expected in coming quarters: US sales
:;;:T\;:IS & Valuatlzoonlss("\";zin 2018F grew ~12%YoY to ~USD260m, which was marginally below our estimate (by
Net Sales 1300 1529 1810 ~6%) due to one-time charge-backs (to the tune of 4%), deferment of key
EBITDA 321 364 440 launches and pricing pressure (base business down ~13% YoY and 7% QoQ).
PAT 198 237 282 The company received final approval for 19 ANDAs and was able to launch
EPS (INR) 339 405 481 11 products in the US in the quarter. We expect US sales momentum to pick
Gr. (%) 256 19.7 18.7 in coming quarters on the back of key launches including Epzicom and
BV/Sh (INR) 1206 1586 2042 Meropenem. ARBP also expects to launch Fortamet in FY18.

ROE (%) 325 500 265 W EU business—healthy growth coupled with margin expansion bodes well:
RoCE (%) 208 19.9 203 EU business grew 9.2% YoY and delivered EBITDA margin of 6-8% v/s mid-
P/E (x) 209 174 147 single-digit loss three years ago.
P/BV (x) 59 45 35 M Key earnings call takeaways: (1) Net debt reduced to USD410m at the end
of 3QFY17 (down ~USD74m sequentially despite capex of USD55m in 3Q);
(2) Price erosion in US was ~7% QoQ; (3) R&D expense as a percentage of
Estimate change - sales expected to be 5-6% in FY18/19; (4) Transferred manufacturing of 42
TP change - products (to be sold in EU) to India till now; plans to transfer >60 by the end
Rating change - of 4Q; (5) Planning to increase Auro Life capacity in the US by 3x; (6) DTG

sales to pick-up meaningfully from 2HFY18.

B Strong earnings growth trajectory, improving cash flows to drive
valuations: ARBP trades at 14x FY18E EPS, at >25% discount to peers. The
valuation gap is expected to narrow on account of the company’s increasing
profitability, strong earnings growth trajectory (19% CAGR till FY19E), and
improving free cash flow. ARBP remains one of our top picks in the sector,
with a target price of INR1,050 (20x 1HFY19E EPS).

Quarterly Performance (Consolidated)

Y/E March FY16 FY17 FY16  FY17E FY17
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4QE 3QE vsEst
Net Sales 32,989 33,651 34,955 37,468 37,666 37,755 39,062 38,463 138,961 152,944 38,595 1.2%
YoY Change (%) 13.3 16.8 10.4 18.5 14.2 12.2 11.7 2.7 14.6 10.1 10.4
EBITDA 7,251 7,791 8,230 8,824 8,890 9,292 8,949 9,272 32,056 36,401 9,456 -5.4%
Margins (%) 22.0 23.2 23.5 23.5 23.6 24.6 22.9 24.1 23.1 23.8 24.5
Depreciation 890 926 995 1,113 1,062 1,102 1,111 1,093 3,926 4,368 1,050
Interest 208 241 227 251 206 175 143 291 927 815 200
Other Income 294 122 69 206 159 83 79 229 3,137 3,496 150
PBT before EO expense 6,446 6,746 7,077 7,666 7,780 8,098 7,774 8,117 30,339 34,713 8,356
Extra-Ord expense 106 439 -129 -46 -70 -202 -158 0 660 -430 0
PBT 6,340 6,306 7,206 7,711 7,850 8,300 7,932 8,117 29,680 35,143 8,356
Tax 1,634 1,767 1,860 2,097 2,008 2,240 2,177 2,107 7,444 8,532 2,250
Rate (%) 25.8 28.0 25.8 27.2 25.6 27.0 27.4 26.0 25.1 24.3 26.9
Minority Interest -19 4 -3 -14 -8 3 -31 -14 -39 -50 -15
Reported PAT 4,725 4,536 5,350 5,629 5850 6,067 5,786 6,024 22,275 26,661 6,121 -5.5%
Adj PAT 4,784 4,856 5,251 5,582 5,789 5912 5,640 6,010 20,304 23,399 6,106 -7.6%
YoY Change (%) 15.8 20.9 323 38.7 21.0 21.8 7.4 7.7 36.6 15.2 16.3
Margins (%) 14.5 14.4 15.0 14.9 15.4 15.7 14.4 15.6 14.6 15.3 15.8

Kumar Saurabh (Kumar.Saurabh@MotilalOswal.com); +91 22 6129 1519

Investors are advised to refer through important disclosures made at the last page of the Research Report.
Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.
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Business highlights

In 3QFY17, overall sales grew 11.7%Yoy to INR39b. US sales grew by ~11%YoY to
~USD260m which was marginally below our estimates (by ~6%) due to one time
charge backs (to the tune of 4%), deferment of key launches and pricing pressure
(base business down ~13% YoY and 7% QoQ). EU and RoW business grew 8.6%YoY
to INR10.4b in 3QFY17. APl segment also supported growth and reported 11.6% YoY
growth to INR7.76b. ARV formulations segment supported growth with 11.9%
growth YoY to INR3.4b.

Exhibit 1: Revenue growth led by Formulations and API business
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Source: Company, MOSL

EBITDA margins largely impacted due to one offs

EBITDA increased 8.7% YoY to INR8.9b (v/s estimate of INR 9.4b). EBITDA margins
contracted 60bps YoY and stood at 22.9% in 3QFY17 (MOSL estimate: 24.5%);
primarily due to lower US sales (largely due to charge backs and pricing pressure)
and USD4m of one off cost. Gross margins expanded 70bps YoY and stood at 56.2%
in 3QFY17.

Exhibit 2: EBITDA margin declined 60bps YoY
—O— Gross margin (%) —O—EBITDA margin (%)
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Source: Company, MOSL

US (45% of sales): US business grew 11%YoY to INR17.4b in 3QFY17, owing to higher
volumes and new product launches during the quarter. 8 oral solids and 3 injectable
products were launched in the US in 3QFY17. Going ahead, Aurobindo is expected to
launch 20-25 products every year in US market, sustaining the current growth
momentum over next two years.

Additionally the company filed 9 ANDA’s in the US in 3QFY17; 5 oral solids and 4
injectable ANDA’s. Cumulatively, Aurobindo has filed 421 ANDAs in the US and has
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Exhibit 3: US sales grew 11%YoY growth

Aurobindo Pharma

received approvals for 303 products (includes 41 tentative approvals). At 118,
Aurobindo has one of the largest ANDA pipeline awaiting approval for the US market
among Indian companies.

Exhibit 4: ANDA filed v/s approved (quarterly trend)
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Europe & RoW (26.7% of sales): In 3QFY17, Europe and RoW business improved
8.6%YoY to INR10.4b. Europe grew 9.2%YoY to INR8.5b while RoW sales grew
15.8%YoY to INR1.87b in 3Q. Turnaround within the Europe business remains on
track. Aurobindo Pharma transferred manufacturing of 5 products from Europe to
India in 3QFY17; cumulatively manufacturing of 42 products has been site
transferred as on 31 December 2016. Overall, we expect EU & RoW segment to
exhibit 9% CAGR over FY16-19E.

Exhibit 5: EU & RoW sales improved ~9% YoY

EU & RoW sales (INRb) —O—% YoY growth
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Exhibit 7: Strong growth in Betalactum resulted in increased
Exhibit 6: Dolutegravir would be the next growth driver API growth

ARV sales =—O=—% YoY growth

APl sales =—O=—% YoY growth
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Operating metrics

Exhibit 1: Key operating metrics
3QFY14 4QFY14 1QFY15 2QFY15 3QFY15 4QFY15 1QFY16 2QFY16 3QFY16 4QFY16 1QFY17 2QFY17 3QFY17

Revenue Mix (%)

Formulations 65.9 68.1 77.2 76.6 79.0 78.8 78.3 79.5 80.3 79.5 80.5 79.6 80.1
ARV form. 10.1 8.2 7.6 4.8 10.4 8.4 8.8 8.3 8.6 8.7 8.0 7.4 8.8
US generic form. 42.7 47.1 37.9 40.2 37.5 42.0 42.3 43.8 44.5 44.0 45.2 46.0 44.7
EU and ROW form. 13.0 12.8 31.7 31.6 31.0 28.5 27.2 27.4 27.2 26.8 27.2 26.2 26.7
APIs 34.1 31.9 22.8 23.4 21.0 21.2 21.7 20.5 19.7 20.5 19.5 20.4 19.9
Betalactum 21.8 20.7 15.3 15.4 14.1 13.8 14.3 12.7 12.7 13.3 13.1 13.6 13.4
Non Betalactum 12.3 11.2 7.5 8.0 6.9 7.4 7.3 7.8 7.0 7.2 6.4 6.8 6.4

Revenue Growth (%)  38.7 49.4 68.6 50.1 46.9 34.9 134 15.2 10.2 18.5 12.8 12.1 10.6

Formulations 575 758 1067 81 762 560 150 195 121 196 159 124 103
ARV form. 25.9 66 169 (404) 515 370 317 1017 (85)  23.0 26 (0.6) 12,0
US generic form. 81.4 1296 786 607 290 201 267 254 308 243 205 178 111
EU and ROW form. 274 214 2294 2492 2496 2007 (3.0) (0.3) (3.4) 117 131 7.6 8.6
APIs 128 132 36 (46) (9.4) (10.4) 7.8 0.9 3.1 145 1.6 112 116
Betalactum 3.8 133 2.7 01 (49 (9.9 61 (5.0 (0.8) 13.9 36 196 168
Non Betalactum 330 13.1 55 (12.4) (17.5) (11.2) 115 122 109 157  (2.2) (23) 100

As % of sales

Raw material 42.0 38.6 47.5 43.9 48.6 43.4 45.8 44.9 44.4 43.4 44.5 43.2 43.8
Staff cost 10.0 10.1 10.6 11.7 11.6 11.8 10.9 111 11.5 10.9 11.5 11.3 11.4
Other expenses 18.0 19.6 19.4 223 20.4 24.0 18.1 17.8 17.4 17.8 17.2 17.0 21.5
Tax Rate 243 24.8 26.1 27.4 29.0 27.6 25.8 28.0 25.8 27.2 25.6 27.0 27.4

Margins (%)

Gross Margins 58.0 61.4 52.5 56.1 51.4 56.6 54.2 55.1 55.6 56.6 55.5 56.8 56.2
EBITDA Margins 30.1 31.9 22.6 22.1 19.3 20.7 22.0 23.2 23.5 23.5 23.6 24.6 22.9
PAT margins 19.3 20.4 14.2 13.9 12.5 12.7 14.4 14.4 15.0 14.9 15.3 15.7 14.4

Source: Company; MOSL
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Valuation and view

At its CMP, ARBP trades at 14x FY18E, which is at a >25% discount to its peers. Going
forward, the valuation gap is expected to narrow down on account of the company’s
increasing profitability, strong earnings growth trajectory (19% CAGR till FY19E) and
improving free cash flow. ARBP remains one of our top picks in the sector with a
target price of INR1050, based on 20x 1H FY19E PER

Exhibit 2: PE Band (x)

Exhibit 3: PE relative to Sensex
— PE (x) Peak(x)

Avg(x)

Aurobindo Pharma PE Relative to Sensex PE (%)
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Story in charts

Aurobindo Pharma

Exhibit 1: Formulation led sales growth (INR b)

Exhibit 2: US Sales to grow at 17% CAGR over FY16-19E
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Exhibit 3: EBITDA growth to sustain in FY16-19E

US formulations (INR b)
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Exhibit 4: EBITDA margins improving with product mix

EBITDA (INR b) —+—EBITDA growth (%)
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Exhibit 5: EPS growth to sustain at 19% over FY16-19E

Source: Company, MOSL

Exhibit 6: Rich ANDA pipeline

EPS (INR)

40

wagCAGR

50 227 270 339 405 481 57.2

9.2 3.3

FY11 FY12 FY13 FY14 FY15 FY16 FY17E FY18E FY19E

ANDA filed ANDAs pending
421
376 398
336
269
209 239
172 183
145 166
92 88 118
59 75

FY10 FY11 FY12 FY13 FY14 FY15 FY16 9mfFY17

Source: Company, MOSL
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Story in charts

Aurobindo Pharma

Exhibit 7: Improving cash flows to reduce the debt

Exhibit 8: Healthy return ratios (%)
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Exhibit 9: R&D expense to increase going ahead

Source: Company, MOSL

Exhibit 10: Asset turnover improving ...
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Exhibit 11: Higher Contribution from Formulations sales

Source: Company, MOSL
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Financials and Valuations

Income Statement (INR Million)
Y/E Mar 2012 2013 2014 2015 2016 2017E 2018E 2019E
Net Sales 46,274 58,553 80,998 121,205 138,961 152,944 180,967 205,605

Change (%) 5.6 26.5 38.3 49.6 14.6 10.1 18.3 13.6
EBITDA 6,101 8,610 22,828 25,636 32,056 36,401 43,975 51,401

EBITDA Margin (%) 13.2 14.7 28.2 21.2 23.1 23.8 24.3 25.0
Depreciation 2,005 2,487 3,125 3,326 3,926 4,368 4,897 5,338
EBIT 4,096 6,122 19,703 22,310 28,130 32,032 39,078 46,064
Interest 1,028 1,313 1,079 843 927 815 926 747
Other Income 247 285 232 808 682 550 600 750
Extraordinary items -5,445 -1,353 -2,031 -596 -660 430 0 0
PBT -2,129 3,741 16,825 21,679 27,225 32,197 38,753 46,067
Tax -888 827 3,635 5,966 7,444 8,532 10,657 12,668

Tax Rate (%) 41.7 22.1 21.6 27.5 27.3 26.5 27.5 27.5
Min. Int. & Assoc. Share -6 -25 -38 -45 -39 -50 -55 -55
Reported PAT -1,235 2,939 13,228 15,758 19,820 23,715 28,151 33,454
Adjusted PAT 1,939 2,939 13,228 15,758 19,820 23,715 28,151 33,454

Change (%) -63.9 51.6 350.1 19.1 25.8 19.7 18.7 18.8
Balance Sheet (INR Million)
Y/E Mar 2012 2013 2014 2015 2016 2017E 2018E 2019E
Share Capital 582 582 583 584 585 585 585 585
Reserves 22,814 25,475 36,919 50,975 69,982 92,234 118,922 150,912
Net Worth 23,397 26,058 37,502 51,559 70,567 92,819 119,507 151,497
Debt 30,959 34,355 36,339 38,636 40,762 37,030 33,907 31,259
Deferred Tax -16 680 2,054 2,058 2,364 2,411 2,459 2,508
Total Capital Employed 54,442 61,202 76,151 92,511 114,289 132,867 156,493 185,897
Gross Fixed Assets 30,863 37,080 41,066 53,821 61,224 74,224 81,224 88,224
Less: Acc Depreciation 8,916 11,246 14,613 17,405 19,713 24,081 28,977 34,315
Net Fixed Assets 21,947 25,834 26,453 36,416 41,511 50,143 52,246 53,909
Capital WIP 6,454 2,185 3,097 4,196 10,238 15,000 15,000 15,000
Investments 385 223 198 198 2 200 200 200
Current Assets 33,536 43,982 64,386 87,647 104,356 107,162 130,699 161,357

Inventory 15,456 19,236 23,675 36,113 40,881 44,249 51,999 57,457

Debtors 12,400 15,970 26,366 35,392 41,719 46,093 54,538 61,963

Cash & Bank 709 2,085 1,786 4,691 8,344 4,921 10,262 28,037

Loans & Adv, Others 4,972 6,692 12,559 11,451 13,412 11,900 13,900 13,900
Curr Liabs & Provns 7,880 11,576 18,747 36,587 42,704 40,525 42,539 45,456

Curr. Liabilities 7,174 10,685 17,389 34,161 40,641 39,600 41,614 44,531

Provisions 706 891 1,358 2,426 2,063 925 925 925
Net Current Assets 25,656 32,406 45,640 51,060 61,652 66,638 88,160 115,901
Total Assets 54,442 61,202 76,151 92,511 114,289 132,867 156,493 185,897
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Financials and Valuations

Ratios

Y/E Mar 2012 2013 2014 2015 2016 2017E 2018E 2019E
Basic (INR)

EPS 3.3 5.0 22.7 27.0 33.9 40.5 48.1 57.2
Cash EPS 6.8 9.3 28.1 32.7 40.6 48.0 56.5 66.3
Book Value 40.2 44,7 64.3 88.3 120.6 158.6 204.2 258.9
DPS 0.5 0.8 1.5 2.3 2.0 2.5 2.5 2.5
Payout (incl. Div. Tax.) -23.6 14.9 6.6 8.3 5.9 6.2 5.2 4.4
Valuation(x)

P/E 0.0 0.0 31.1 26.2 20.9 17.4 14.7 12.4
Price / Book Value 0.0 0.0 11.0 8.0 5.9 4.5 3.5 2.7
EV/Sales 0.0 0.0 5.5 3.7 3.2 2.9 2.4 2.0
EV/EBITDA 0.0 0.0 19.6 17.4 13.9 12.2 9.9 8.1
Dividend Yield (%) 0.1 0.1 0.2 0.3 0.3 0.4 0.4 0.4
Profitability Ratios (%)

RoE 8.1 11.9 41.6 35.4 32.5 29.0 26.5 24.7
RoCE 4.9 8.7 23.3 20.4 20.8 19.9 20.3 20.2
RolC 5.4 9.2 24.2 20.9 22.8 22.6 23.2 24.4
Turnover Ratios (%)

Asset Turnover (x) 0.8 1.0 1.1 1.3 1.2 1.2 1.2 1.1
Debtors (No. of Days) 96 97 116 105 107 107 107 107
Inventory (No. of Days) 122 120 107 109 107 106 105 102
Creditors (No. of Days) 96 118 137 136 150 144 137 136
Leverage Ratios (%)

Net Debt/Equity (x) 1.3 1.2 0.9 0.7 0.5 0.3 0.2 0.0
Cash Flow Statement (INR Million)
Y/E Mar 2012 2013 2014 2015 2016 2017E 2018E 2019E
Adjusted EBITDA 6,101 8,610 22,828 25,636 32,056 36,401 43,975 51,401
Non cash opr. exp (inc) 247 285 232 808 682 550 600 750
(Inc)/Dec in Wkg. Cap. -1,288 -5,374 -13,533 -2,515 -6,939 -8,409 -16,181 -9,966
Tax Paid -327 -132 -3,635 -5,966 -7,444 -8,532 -10,657 -12,668
Other operating activities -5,445 -1,353 -2,031 -596 -660 430 0 0
CF from Op. Activity -712 2,036 3,863 17,367 17,696 20,439 17,737 29,517
(Inc)/Dec in FA & CWIP -6,446 -2,106 -4,656 -14,389 -15,062 -17,762 -7,000 -7,000
Free cash flows -7,157 -70 -793 2,978 2,633 2,677 10,737 22,517
(Pur)/Sale of Invt 0 -163 -25 0 -196 198 0 0
Others 0 0 0 0 0 0 0 0
CF from Inv. Activity -6,446 -2,269 -4,681 -14,388 -15,259 -17,564 -7,000 -7,000
Inc/(Dec) in Net Worth 474 159 -910 -386 359 0 0 0
Inc / (Dec) in Debt 6,828 3,403 2,131 2,298 2,464 -3,721 -3,110 -2,636
Interest Paid -1,028 -1,313 -1,079 -843 -927 -815 -926 -747
Divd Paid (incl Tax) & Others -276 -641 379 -1,142 -681 -1,762 -1,360 -1,359
CF from Fin. Activity 5,998 1,608 520 -73 1,215 -6,298 -5,396 -4,742
Inc/(Dec) in Cash -1,159 1,376 -298 2,905 3,652 -3,422 5,341 17,775
Add: Opening Balance 1,867 709 2,085 1,786 4,691 8,344 4,921 10,262
Closing Balance 708 2,084 1,786 4,691 8,343 4,921 10,262 28,037
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Corporate profile

Aurobindo Pharma

Company description

A well integrated pharma company, Aurobindo
Pharma (ARBP) features among the top 10
companies in India in terms of consolidated
revenues. ARBP exports to over 125 countries
across the globe with more than 70% of its
revenues derived out of international operations.

Exhibit 1: Sensex rebased

Aurobindo Pharma Sensex
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Source: MOSL/Bloomberg

Exhibit 2: Shareholding pattern (%)

Exhibit 3: Top holders

Sep-16 Jun-16 Sep-15 Holder Name % Holding
Promoter 53.8 53.8 53.9 Hdfc Trustee Company Limited A/C Hdfc
Growth Fund 4.0
DIl 7.7 8.0 6.1
Sbi Arbitrage Opportunities Fund 2.3
Fll 26.7 26.1 28.9
Abu Dhabi Investment Authority - Behave 1.3
Others 113 121 111 Birla Sun Life Trustee Company Private
Note: Fll Includes depository receipts Source: Capitaline Limited Ac Birla Sun Life Balanced 95 Fund 1.3
Rakesh Jhunjhunwala 1.1

Exhibit 4: Top management

Source: Capitaline

Exhibit 5: Directors

Name Designation

Name Name

K Ragunathan Chairman

K Nithyananda Reddy Vice Chairman & Whole Time Dir
N Govindarajan

B Adi Reddy

Managing Director

Company Secretary

Source: Capitaline

Exhibit 6: Auditors

P V Ramprasad Reddy Avnit Bimal Singh
D Rajagopala Reddy

M Madan Mohan Reddy

M Sitarama Murthy

M Sivakumaran

P Sarath Chandra Reddy

*Independent

Exhibit 7: MOSL forecast v/s consensus

Name

KPMG

S Chidambaram

S R Batliboi & Associates LLP

Type

Internal
Secretarial Audit
Statutory

Sagar & Associates Cost Auditor

Source: Capitaline

ZZSR) f::lfcsal;t C::riecr;zltjs Variation (%)
FY17 40.5 42.0 -3.5
FY18 48.1 49.4 2.6
FY19 57.2 55.0 4.0

Source: Bloomberg
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NOTES
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Rating matrix

Rating Buy

Target 3965

Target Period 15-18 months
Potential Upside 42%

What's Changed?
Target Changed from % 1100 to T 965
EPS FY17E Changed from % 41.5t0 X 40.9
EPS FY18E Changed from ¥ 48.1 to % 40.7
EPS FY19E Changed from T 54.9 to ¥ 50.7
Rating Unchanged

Quarterly Performance

Q3FY17 Q3FY16 YoY (%) Q2FY17 QoQ (%)

Revenue 3,906.2 3,505.6 11.4 3,775.5 35
EBITDA 894.8 817.7 9.4 929.2 -3.7
EBITDA (%) 229 23.3 -41.8 246 -1704
Net Profit 578.6 544.3 6.3 605.6 -4.5
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ey Financials

( Crore) FY16 FY17E  FY18E FY19E]
Revenues 13831.2 15562.9 17774.6 20185.7
EBITDA 3140.7 3680.3 3814.4 4636.9
Net Profit 1915.6  2387.6 23724  2952.9
Adjusted PAT 1981.6 23445 23724 2952.9
EPS (%) 32.8 40.9 40.7 50.7
Adjusted EPS (%) 33.9 40.1 40.7 50.7
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aluation summary

FY16  FY17E  FY18E  FY19E
PE (x) 20.7 16.6 16.7 13.4
Target PE (x) 294 23.6 23.7 19.0
EV to EBITDA (x) 13.8 11.5 11.0 8.8
Price to book (x) 5.6 4.3 35 2.8
RoNW (%) 28.1 25.3 20.7 20.8
RoCE (%) 23.3 243 21.3 23.0
Market Capitalisation ¥ 39739 crore
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Aurobindo Pharma (AURPHA) 3 679

US pricing pressure dents margins...

e Revenues grew 11% YoY to ¥ 3906 crore (I-direct estimate: I 3870
crore) on account of 12% growth in the US to T 1745 crore (I-direct
estimate: T 1925 crore). Europe business grew 9% YoY to ¥ 855
crore (I-direct estimates: I 772 crore)

e EBITDA margins declined 42 bps YoY to 22.9% (l-direct estimates:
24.5%) mainly on account of higher other expenses. EBITDA grew
9% to ¥ 895 crore (I-direct estimate: ¥ 948 crore)

e Adjusted net profit (ex forex gain/loss) grew 6.1% YoY to ¥ 563 crore
(I-direct estimate: ¥ 605 crore) mainly due to a better operational
performance, which was partly offset by a higher tax rate

Galloping US business reduces stress

After filing its first ANDA in the US in 2003, the company has come a long
way as the current ANDA filings are at 421. The US revenue run rate has
grown from ~US$100 million in FY09 to ~US$935 million as on FY16.
Note that this was despite the USFDA embargo in FY12-13 on unit VI and
unit lll. In rupee terms, US sales have grown at a CAGR of 51% to ¥ 6145
crore in FY12-16. US formulations now constitute 44% of total turnover,
up from 26% in FY12. US traction has also boosted investors’ confidence,
which was affected by warning letters, piling debts besides non-business
political adversaries. We expect US sales to grow at a CAGR of 18% on a
higher base to ¥ 10138 crore in FY16-19E.

Transformation, capacity optimisation to improve margins, cash flows

The API: formulations ratio has improved from 43:57 in FY12 to 22:78 in
FY16. Another USP of the company is its vertically integrated model with
huge capacity, unmatched by most peers. The company owns a network
of 22 manufacturing facilities. These can be optimised by 1) continuous
US filings and launches 2) incremental launches and filings in the RoW
markets and 3) site transfers and supplies for products covered under the
Actavis deal. Higher capacity utilisation is likely to improve the operating
leverage thereby maintaining the margin improvement trend.

Debt no more a fear factor

The company’s debts kept on piling over the last few years as the
capacity built up was in full flow. Working capital loans are 65-70% of
overall debts. A depreciating rupee worsened matters even further as
most debt was US$ denominated. However, with consistent and
incremental US cash flows, the situation improved markedly. While the
D/E ratio improved from 1.9x to 0.5x, the debt/EBITDA improved from
4.5x to 1.2x in FY09-16. As the capex cycle moderates by FY18, the
company expects to utilise maximum FCF for debt repayment.

Injectable focus to underpin US growth amid pricing pressure

The Q3 numbers once again highlighted eminent pricing pressure in the
US oral solid business. The scenario is unlikely to change in the near
future. However, the company continues to thrive in the US, backed by a
robust product pipeline and niche launches. Moreover, we expect the
percentage of injectables, which are relatively insulated from pricing
pressure in the US portfolio, to grow from 10% in FY16 to 20-25% by
FY19. We believe launches continuum, especially in the injectable space,
can effectively neutralised channel consolidation and pricing pressure
headwinds. Other important segment i.e. Europe is likely to fetch better
margins on the back of product transfers to India and focussed approach.
We have ascribed a target price of ¥ 965, based on 19x (earlier 20x) FY19E
EPS of ¥ 50.7.

ICICI Securities Ltd | Retail Equity Research
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Variance analysis

er Q3FY17 Q3FY17E  Q3FY16 Q2FY17 (%) Q00 (%) Comments

Revenue 3,906.2 3,869.7  3,505.6 3,775.5 11.4 3.5 YoY growth on account of 12% growth in the US led by growth in injec
segment and incremental product launches

Raw Material Expenses 1,709.7 1,664.0 1,550.8 1,629.9 10.2 4.9

Employee Expenses 445.6 445.0 401.6 426.6 11.0 4.5

Other Expenditure 856.0 812.6 735.5 789.8 16.4 8.4 Included US$ 4.5 million of one-off pending settlement

EBITDA 894.8 948.1 817.7 929.2 9.4 -3.7

EBITDA (%) 229 245 233 24.6 -42bps  -170bps  YoY contraction mainly due to higher other expenses. Miss vis-a-vis |-
estimates was mainly due higher-than-expected raw material and othe
expenses and pricing pressure in the US (7% QoQ)

Interest 14.3 18.9 22.7 17.5 -31.2 -18.7

Depreciation 11.1 110.2 99.4 110.2 1.9 0.9

Other Income 79 8.6 15 8.3 5.0 -4.3

PBT before EQ & Forex 1774 827.6 703.2 809.8 10.5 -4.0

Forex & EQ -15.8 0.0 -14.0 -20.2 12.9 2217

PBT 793.2 8217.6 117.2 829.9 10.6 4.4

Tax 217.7 223.5 174.2 224.0 249 -2.8

Tax Rate (%) 214 21.0 243 21.0 315 bps 45 bps

PAT before Ml 575.5 604.2 543.0 606.0 6.0 -5.0

Mi -0.1 -0.8 0.4 -0.1 -125.0 0.0

Net Profit 578.6 605.0 544.3 605.6 6.3 -4.5

Adj. Net Profit (Ex forex) 562.8 605.0 530.3 585.5 6.1 -3.9  YoY growth mainly in sync with EBITDA, which was partly offset by a

higher tax rate. Miss vis-a-vis I-direct estimate due to lower-than-expe
operational performance

Key Metrics
us 1,745.1 1,924.7 1,558.1 1,735.1 12.0 0.6  YoY growth mainly due to strong growth in injectable segment and
incremental product launches. Price erosion in oral segment was 7% (

Europe 855.4 172.2 783.6 813.4 9.2 5.2
RoW 187.8 185.8 162.1 176.8 15.9 6.2
ARV 341.9 305.4 305.4 218.5 12.0 22.8
API 775.9 730.0 695.1 768.8 11.6 0.9

Source: Company, ICICldirect.com Research

|

hange in estimates

FY17E FY18E
(% Crore) 0Old New % Change Old New % Change
Revenue 15,539.4 15,562.9 0.2 17,977.4 17,774.6 -1.1
EBITDA 3,7446  3,680.3 -1.7 4,396.0 13,8144 -13.2
EBITDA Margin (%) 241 236  -45bps 245 21.5 -299bps Reduction in margins mainly due to higher R&D guidance
Adj. PAT 2,4245  2,3445 =33 2,797.7 23724 -15.2  Changed mainly in sync with EBITDA
EPS R) 415 40.1 -3.3 43.1 40.7 -15.3

Source: Company, ICICldirect.com Research

Current Earlier
(% crore) FY15 FY16  FY17E  FY18E  FY17E  FY18E
us 4,831.7 6,143.8 7,168.8 84483 17,3146 8,821.8
Europe 3,194.7 31253 13,3654 4,0709 3,357.8 3,525.9
ARV 963.9 11,1999 1,268.2 1,369.7 1,247.0 1,346.7
RoW 568.3 696.4 760.5 874.6 758.6 872.4
AP| 2,706.2 2,883.9 13,0925 3,247.2 13,0466 3,198.9

Source: Company, ICICldirect.com Research

ICICI Securities Ltd | Retail Equity Research Page 2



(Pesearch
ICICI direc? com

It's Advice, Not Adventure

Company Analysis

Aurobindo Pharma was set up by first generation entrepreneurs PV
Ramprasad Reddy and K Nithyananda Reddy in 1986. Based in
Hyderabad, the company is an integrated pharmaceutical company,
which started as an APl manufacturer. In 2001, it moved up the value
chain by foraying into formulations while from 2007 onwards it started
scaling up the formulation business. APL's manufacturing facilities have
been approved by several leading regulatory agencies like USFDA,
UKMHRA, WHO, Health Canada, MCC South Africa and Anvisa Brazil. The
company owns 22 manufacturing facilities, including eight key
formulations facilities in India and abroad. The company owns three R&D
centres. The current employee strength is more than 8000, which
includes more than 750 scientists.

In FY16, the API: formulations ratio is at 22:78. US formulations constitute
44% of revenues followed by APIs & RoW formulations (26%), Europe
(23%) and ARV formulations (9%).

The company faced a USFDA embargo in 2011 for two of its units for
non-compliance with cGMP. It also went through political turmoil due to
Telangana issue and alleged favours received by promoters through
political connections.

Aurobindo acquired commercial operations in seven Western European
countries from Actavis. The company has acquired personnel,
commercial infrastructure, products, marketing authorisation and dossier
license rights in these seven countries. The acquisition brought in a
pipeline of ~1200 products from different segments and an additional
pipeline of over 200 products under its foray. Net sales for acquired
businesses were ~€320 million. GPMs were ~30%. They were fetching
losses of ~€23 million at the EBITDA level.

The company also acquired the assets of nutritional supplement maker
Natrol Inc for a consideration of ~US$132.5 million. With this acquisition,
the company has forayed in the nutritional OTC business in the US and
other international markets.

Overall, we expect revenues to grow at 13% CAGR in FY16-19E to ¥
20186 crore on the back of Actavis consolidation & incremental US

launches.
Exhibit 1: Revenues to grow at CAGR of 13% in FY16-19E

25000 - 13.4% CAGR
20185 7

20000 17774, 6
1.5% CAGR
31:5% CAG 15562.9
| 13831.2
15000 121205
10000 - 8099.9
5855.3
4627.4
5000 -
0 7 T T T

FY12 FY13 FY14 FY15 FY16 FY17E FY18E FY19E

(% crore)

M Total Operating Income

Source: Company, ICICldirect.com Research
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After filing ANDA in the US in 2003, the company has come a long way as
current ANDA filings are at 421. The US revenue run rate has grown from
~US$100 million in 2009 to ~US$935 million as on 2016. Note that this
was despite the USFDA embargo in FY12-13 on unit VI and unit Ill. The
much hyped Pfizer deal, which eventually fell apart, also had an impact on
US sales as the company had to invest in the front end network. In rupee
term, US sales have grown at 51% CAGR to ¥ 10138 crore in FY11-16. US
formulations now constitute 44% of the turnover, up from 26% in FY12.
The US traction has also boosted investors’ confidence, which was
affected by warning letters, piling debts besides non-business political
adversaries. We expect US sales to grow at a CAGR of 18% on a higher
base to ¥ 10138 crore in FY16-19E.

Exhibit 2: US growth on the back of robust pipeline and Natrol acquisition

11000 - 18.2% CAGR
10000 -
9000 -

8448.3

8000 +
7000 + 50.9% CAGR 6143.8
6000 +
5000 +
4000 - 3446.8 3446.8
30001 1752.6
2000 1 1183.6
1000 4 .

. IR

FY12 FY13 FY14 FY15 FY16 FY17E FY18E FY19E
mUus

10137.9

(% crore)

Source: Company, ICICldirect.com Research

From a prominent API supplier and participant in the global ARV tenders
to a leading formulations vendor the company has virtually changed its
identity. The API: formulations ratio has improved from 43:57 in FY12 to
22:78 in FY16. Another USP of the company is its vertically integrated
model with huge capacity, unmatched by most peers. The company owns
22 manufacturing facilities, including eight key formulations facilities in
India and abroad. These can be optimised by 1) continuous US filings and
launches 2) incremental launches and filings in the RoW markets and 3)
site transfers and supplies for products covered under the Actavis deal.
Higher capacity utilisation is likely to have a positive impact on margins,
which are likely to be under some pressure after the Actavis deal.

ICICI Securities Ltd | Retail Equity Research
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Exhibit 3: Acquisition of Actavis Europe business hoosts sales in Europe
12.0% CAGR
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Source: Company, ICICldirect.com Research

Exhibit 4: Aurobindo to concentrate on high margins tender business
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Source: Company, ICICldirect.com Research

Exhibit 5: APl business to see muted growth due to higher captive consumption
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Exhibit 6: Impact on margins due to acquisitions to be neutralised by US growth
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Source: Company, ICICldirect.com Research

Exhibit 7: Net profit to grow at CAGR of 15.5% in FY16-19E
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Source: Company, ICICldirect.com Research

Exhibit 8: Trends in return ratios
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Exhibit 9: Trends in quarterly financials

Q3FY14 Q4FY14 Q1FY15 Q2FY15 Q3FY15 Q4FY15 Q1FY16 Q2FY16 Q3FY16 Q4FY16 Q1FY17 Q2FY17 Q3FY17 YoY (%) QoQ(%)

Total Operating Income ~ 2140.6  2329.8 2911.1 2881.2 3166.2 3162.1 32989 3365.1 3505.6 3746.8 37259 37755 3906.2 11.4 35
Raw Material Expenses 897.7 897.8 1380.6 1264.7 15385 1373.6 15124 15121 1550.8 1627.1 1637.0 1629.9 1709.7 10.2 49
% of revenue 41.9 38.5 47.4 43.9 48.6 43.4 45.8 449 44.2 43.4 43.9 43.2 43.8 -47bps 60 bps
Gross Profit 1242.8 1432.0 15304 1616.5 1627.6 17885 1786.6 1853.0 1954.8 2119.6 2088.9 2145.6 2196.5 12.4 24
GPM (%) 58.1 61.5 52.6 56.1 51.4 56.6 54.2 55.1 55.8 56.6 56.1 56.8 56.2 47bps -60 bps
Employee Expenses 213.4 233.6 308.4 337.0 368.0 3733 361.2 373.0 401.6 408.8 4321 426.6 445.6 11.0 4.5
% of revenue 10.0 10.0 10.6 1.7 11.6 1.8 10.9 1.1 1.5 10.9 11.6 11.3 114  -5bps 11 bps
Other Manufacturing Exy ~ 385.6 455.4 563.9 642.4 647.4 759.1 700.3 700.9 735.5 828.5 767.9 789.8 856.0 16.4 8.4
% revenues 18.0 19.5 19.4 223 204 240 21.2 20.8 21.0 22.1 20.6 20.9 21.9  93bps 99 bps
Total Expenditure 1496.8 1586.9 22529 2244.0 2554.0 2506.0 25739 2586.1 2687.9 2864.4 2836.9 2846.2 3011.3 12.0 5.8
% of revenue 69.9 68.1 714 71.9 80.7 79.3 78.0 76.9 76.7 76.5 76.1 75.4 711 42bps 170 bps
EBITDA 643.8 743.0 658.2 637.2 612.2 656.1 725.1 779.0 817.7 882.3 889.0 929.2 894.8 9.4 -3.7
EBITDA Margins (%) 30.1 31.9 22.6 221 19.3 20.7 22.0 23.1 23.3 235 23.9 24.6 22.9 -42bps -170 bps
Depreciation 76.0 88.0 90.8 89.9 67.3 84.7 89.0 92.6 99.4 111.3 106.2 110.2 1111 11.9 0.9
Interest 23.1 34.2 18.9 21.0 21.9 22.6 20.8 24.1 22.7 25.1 20.6 17.5 14.3 -31.2 -18.7
Other Income 3.6 10.7 10.8 21.3 35.9 6.7 294 12.2 15 20.6 15.9 8.3 7.9 5.0 -4.3
Less: Forex & Exception: -2.1 -35.6 -1.4 42.0 20.2 -1.2 10.6 43.9 -14.0 -4.6 -1.0 -20.2 -15.8

PBT 549.7 666.9 560.7 511.7 538.7 556.8 634.0 630.6 117.2 771 785.0 829.9 793.2 10.6 -4.4
Total Tax 133.6 165.3 146.4 140.4 156.3 153.4 163.4 176.7 174.2 209.7 200.8 224.0 211.7 24.9 -2.8
Tax rate (%) 243 24.8 26.1 21.4 29.0 21.6 25.8 28.0 243 21.2 25.6 21.0 27.4 315bps  45bps
PAT 416.1 501.6 4143 371.2 382.4 403.4 470.6 453.9 543.0 561.4 584.2 606.0 575.5 6.0 -5.0
Minority Interest -1.4 -0.2 -1.2 -1.0 -2.0 -0.5 -1.9 -1.1 0.4 -1.4 -0.8 -0.1 -0.1  -125.0 0.0
Net Profit 417.5 501.8 415.4 372.2 3844 403.8 472.5 455.0 542.6 562.9 585.0 606.0 575.6 6.1 -5.0
EPS (%) 7.1 8.6 7.1 6.4 6.6 6.9 8.1 1.8 9.3 9.6 10.0 10.4 9.9

Source: Company, ICICldirect.com Research

SWOT Analysis
Strengths - US product pipeline, huge capacities, vertically integrated
business model
Weakness - No presence in Indian domestic formulations, substantial debt

Opportunities - US generics space, foray into oncology

Threats Increased USFDA scrutiny across the globe regarding cGMP
issues, pricing pressure due to client consolidation in the US, pricing
probe by the Department of Justice (DoJ) in the US, proposed tightening
by the new regime by adapting to the bidding process and imposition of
border adjustment tax on imported drugs in the US.

Conference call highlights

e Aurobindo’s cumulative filings were at 431 ANDAs including 262
final approvals, 41 tentative approvals and 118 pending approvals.
The company’s US base business grew sequentially in Q3

e In Q3FY17, the company filed nine ANDA including five in the oral
category and four in the injectable category. It has received 19
ANDA approvals from USFDA including 17 in the oral category
and two in the injectable category

e It has launched 11 products including three injectable in Q3FY17.
The company expects to launch 40-45 products in FY18

e R&D was T 130.2 crore (3.3% of sales) in Q3FY17. In the medium
term, the company expects R&D spending to be 5-6% of sales

e Effective tax rate was ~27%. Capex spent was US$55 million in
Q3FY17

e Total gross debt was at US$539 million while net debt was at
US$410 million as of Q3FY 17 with cash of US$129 million. Guided
for less than US$600 million of gross debt for FY17

e As per the management, the price erosion in the US business
during the quarter was at 7% in Q3FY17

ICICI Securities Ltd | Retail Equity Research Page 7
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e Filing for Metformin is stated for Q2FY18 and is expected launch
is in CY19, while Metoprolol ER launch is expected in CY18

e The company has acquired four biosimilars from TL Biopharma
and intends to begin clinical trial for one of the biosimilars,
Bevacizumab, this year. The company is likely to spend $80-90
million for the clinical trial over two years. The branded market
size for these four products was ~$20 billion in 2016

e The injectable business continued its growth momentum and
grew 91% YoY to $42.56 million in Q3FY17. The company has
maintained guidance of 50% YoY growth in the injectable
business, going forward

e EU business EBITDA margins were 6-8%

e The company expects to launch gEpzicom (anti-retroviral) in
Q1FY18, Tenofovir (anti-retroviral) in Q4FY18 and injectables
Lansoprazole (Gl) and Vancomycin (anti-infective) are expected to
be launched in Q2FY18

o Dolutegravir (HIV) traction on sales would be visible from Q3FY18
onwards

e Cumulatively, till date the company has transferred 63 products
from Europe to India. In 9MFY17 It has transferred 42 products

FY16 Annual Report Highlights
e Aurobindo has been ranked as seventh prescription supplier in
the US as per IMS total prescriptions dispensed. The company is
among the top 15 generics companies by sales in Europe. The

Exhibit 10: US pipeline

Units Therapies Filings Final Approvals Pending  Tentative Approvals
Unit Il Oral Formulations 125 99 10 16

Unit IV Injectables & Ophthalmics 75 38 35 2

Unit VIB Cephalosphorins Oral 1" 1"

Unit VIl (SEZ)  Oral Formulations 158 79 56 23

Unit X Oral Formulations 2 2

Unit XII Penicillin Oral & Injectables 20 19 1

Aurolife USA  Oral Formulations 26 16 10

AuroNext Penem Injectables 4 4

Total 421 262 159 4

Source: Company, ICICldirect.com Research

company exports to over 150 countries across the globe with
more than 87% of its revenues derived out of international
operations. Total ~75% of the company’s formulation products
are vertically integrated

e Revenues increased by 14.6% YoY in FY16 to ¥ 13896 crore while
the EBITDA margin widened to 23.1% as compared to 21.2% in
FY15. The Net profit grew 25.6% to ¥ 1916 crore

e US business (55% of total formulation sales) grew 27.2% YoY to
% 6183.8 crore. The company cumulative filings was at 398
ANDAs, out of which 251 ANDA approvals (215 final approvals
including 10 for Aurolife Pharma LLC, and 36 tentative approvals;
Tentative approvals include 21 ANDAs approved under PEPFAR)
have been received. The balance 147 ANDAs were under review
for approval. In FY16, it has filed 22 ANDAs, while 49 final
approvals were received

e The oncology and hormone manufacturing facility has been
completed and commissioned in FY16. The injectable areas of the
oncology facility are expected to be commissioned in the later
part of 2016. It has selected over 50 oncology products and it
plans to initiate the exhibit batches for more than 15 products in
FY17, and the dossier filing in regulated markets are expected to

ICICI Securities Ltd | Retail Equity Research
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be initiated in end of FY17. A new block to manufacture oncology
APl is expected to be operational in FY18

The company is foraying into inhalation and dermatology
segments. Initially, development work has commenced for two
inhalation products, with another four in the pipeline, and 18
dermatology products have been selected for development
Aurobindo is planning to file first Microsphere technology based
specialty injection product in FY18. It plans to launch four
identified products, which together account for a market size of
around US$3 billion

The company has completed Validation batches for four peptides
and sample shipments have commenced to customers for their
development work. DMF are prepared and three filings have been
done in FY16. Also, it is attempting to take up two drug-device
combination products in sterile segment, with exhibit batches
planned in FY17. Product filing for these high value products
would be in FY18.

By end of Q1FY17, the company has filed four Penem injectable
products in regulated markets. These four Penems had annual
sales of ~US$500 million (as per IMS) in the US. Penem products
have already been launched in Brazil, Columbia, Mexico, Ukraine,
Philippines and in few African countries. Some of these products
are being launched in a few European countries in FY17

R&D spending in FY16 was ¥ 469.9 crore (3.38% of net revenue)
against T 346.6 crore

In FY16, the company allotted 291,982,275 equity shares of T 1
each to shareholders of the company as bonus shares in the ratio
of 1:1

Acquired Actavis portfolio turned profitable in FY16 on the back of
increased focus, product pruning and cost efficiencies
Remuneration of key managerial personnel in FY16, K
Nithyananda Reddy, Vice Chairman & Whole-time Director-- ¥ 1.4,
Dr M Sivakumaran, Whole-time Director -- ¥ 1.4 crore, M Madan
Mohan Reddy, Whole-time Director -- ¥ 1.5 crore and N
Govindarajan, Managing Director --% 9.1 crore

Recommended dividend (including dividend distribution tax) was
of ¥ 3.0 per share in FY16 with dividend payout ratio of 9.2% (vs.
9.9% in FY15)

ICICI Securities Ltd | Retail Equity Research

Page 9



(Pesearch
ICICI direc? com

It's Advice, Not Adventure

Exhibit 11: Major facilities
Unit No. Segment Approvals  Type Location

Aurolife Formulations ~ USFDA Non antibiotic & Controlled substances USA
Unit-l API CVS, CNS, Anti-Allergics, Non-Sterile India
Unit-l API Intermediates for non antibiotics, Penems India
Unit-lll Formulations ~ USFDA Non antibiotics, ARVs / Orals India
Unit-IV Formulations USFDA Injectables (Non-antibiotics) & Ophthalmics India
Unit-V API Antibiotics (Sterile & Non-sterile) India
Unit-VI Formulations USFDA Cephalosporins Orals India
Unit-VII (SEZ) ~ Formulations ~ USFDA Oral dosage India
Unit-VIII AP| ARV, CVS, CNS (Non-sterile) India
Unit-1X AP| Intermediates India
Unit-X * Formulations Facilities under construction/development India
Unit-XI API India
Unit-XII Formulations ~ USFDA Antibiotics, injectables, Orals India
Unit-XIV * Facilities under construction/development India
Unit-XV India
Unit-XVI * Facilities under construction/development India
Unit-XVII * Facilities under construction/development India
APLRC-l @ R&D Center Research and Development Centers India
APLRC-Il @ R&D Center Research and Development Centers India
Bhiwadi Unit Formulations ~ USFDA Penem Injecables India

Source: Company, ICICldirect.com Research
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Valuation

The Q3 numbers once again highlighted eminent pricing pressure in the
US oral solid business. The scenario is unlikely to change in the near
future. However, the company continues to thrive in the US, backed by a
robust product pipeline and niche launches. Moreover, we expect the
percentage of injectables, which are relatively insulated from pricing
pressure in the US portfolio, to grow from 10% in FY16 to 20-25% by
FY19. We believe launches continuum, especially in the injectable space,
can effectively neutralised channel consolidation and pricing pressure
headwinds. Other important segment i.e. Europe is likely to fetch better
margins on the back of product transfers to India and focussed approach.
We have ascribed a target price of ¥ 965, based on 19x (earlier 20x) FY19E

EPS of ¥ 50.7.
Exhibit 12: One year forward PE
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Source: Company, ICICldirect.com Research
Exhibit 13: One year forward PE of company vs. CNX Pharma
45
401 14.7% Discount
35 4
30
25
x
20+
15 M/
10 :
5,
0 T T T T T T T T T T T T T T T T T T T 1
5 5883833822y Tee e e
& D 4L D O D a D o Do DAL Do D a D a8
[<F) =} [F) =] [F) =] [5) =} [<F) =] [<F) =] [F) =} [5) =] [5) =] [5) =} [F)
L g L g L g L g W g g g g g W g W
Aurobindo CNX Pharma
Source: Company, ICICldirect.com Research
Exhibit 14: Valuation
Revenues Growth Adj. EPS Growth P/E EV/EBITDA RoNW RoCE
(Z crore) (%) ) (%) (x) (X) (%) (%)
FY16 13831 14.1 32.8 21.2 20.7 13.8 28.1 23.3
FY17E 15563 12.5 40.9 18.3 16.6 11.5 25.3 243
FY18E 17775 14.2 40.7 1.2 16.7 11.0 20.7 21.3
FY19E 20186 13.6 50.7 24.5 13.4 8.8 20.8 23.0

Source: Company, ICICldirect.com Research
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Recommendation history vs. Consensus
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Source: Reuters, Company, ICICIdirect.com Research

Date
May-08
Mar-09
Mar-10
Sep-10
Jan-11
Feb-11
May-11
May-11
Apr-12
May-12
Mar-13
Jan-14
Nov-14
Dec-14

Feb-15

Feb-16

Event
Gets approval to launch nine products in South Africa

Signs an agreement with Pfizer to supply more than 100 generic products

Starts contract manufacturing business Aurolife

Signs an agreement with AstraZeneca to supply generic drugs for emerging markets

Sells stake in API unit of China for US$23 million

USFDA issues import alert for Unit VI

Redeems FCCB bonds

Receives warning letter for Unit VI & concerns on packing division of Unit Il

CBI raids company premises

Ramprasad Reddy & Nithyananda Reddy step down from CEO and MD posts. Govindarajan appointed Managing Director
USFDA withdraws import alert for Unit VI

Acquires Actavis's Western European operations in 7 countries for ~EUR 30 million
Highest bidder for US nutritional supplement market Natrol with a bid of US$ 132.5 million

Acquires manufacturing assets, personnel, commercial infrastructure including the well established nutraceuticals brands in USA of Natrol along with an agreement
to take on certain liabilities, with a bid of $ 132.5 million

Gets approval for setting up JV with Tergene Biotech Pvt Ltd for development of Pneumococcal Conjugate Vaccine with a global market of more than US$5 billion.
The company holds majority stake in the JV

The USFDA inspects Unit Il and Unit VIl facilities of the company. Unit lll was cleared without observations while unit VIl received four 483 observations.

Source: Company, ICICldirect.com Research

Top 10 Shareholders Shareholding Pattern

Rank Investor Name Latest Filing Date % O/S Position (%) Position Charjll (in %) Dec-15 Mar-16 Jun-16 Sep-16 Dec-16
1 Rani (Suneela P) 7-Oct-16  33.6 196.38m (8.66)m  Promoter 53.9 53.8 53.8 53.8 53.8
2 Reddy (Nityananda K) 7-Oct-16 4.3 25.36m (217)m  Others 46.1 46.2 46.2 46.2 46.2
3 HDFC Asset Management Co., Ltd. 30-Sep-16 3.6 21.18m (1.45)m
4 Kambam (Kirthi Reddy) 30-Sep-16 3.5 20.70m 0.00m
5 Reddy (Ramaprasad P V) 30-Sep-16 3.1 18.00m 0.00m
6 Sivakumaran (M) 30-Sep-16 2.5 14.69m 0.00m
7 Trident Chemphar, Ltd. 30-Sep-16 2.1 12.15m 0.00m
8 Invest AD 30-Sep-16 1.4 8.14m (0.19)m
9 The Vanguard Group, Inc. 31-Dec-16 1.4 8.08m 0.00m
10 SBI Funds Management Pvt. Ltd. 30-Sep-16 1.4 8.03m 1.29m
Source: Reuters, ICICldirect.com Research
Recent Activity
Buys
Investor name Value ($) Shares J Investor name Value ($) Shares
FIL Investment Management (Singapore) Ltd. 24.1m 2.0m Rani (Suneela P) -106.1m -8.7m
SBI Funds Management Pvt. Ltd. 16.6m 1.3m Reddy (Nityananda K) -26.5m -2.2m
HSBC Global Asset Management (Hong Kong) Limited 11.5m 0.9m HDFC Asset Management Co., Ltd. -18.6m -1.4m
UTI Asset Management Co. Ltd. 6.8m 0.6m Birla Sun Life Asset Management Company Ltd. -10.6m -1.1m
Artisan Partners Limited Partnership 3.4m 0.3m BNP Paribas Investment Partners Netherlands N.V. -5.0m -0.5m

Source: Reuters, ICICldirect.com Research
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Financial summary

Profit and loss statement < Crore

(Year-end March) FY16 FY17E FY18E FY19E
Revenues 13,831.2 15,5629 17,774.6  20,185.7
Growth (%) 141 12.5 14.2 13.6
Raw Material Expenses 6,157.5 6,839.1 7,806.2 8,764.2
Employee Expenses 1,550.8 1,782.2 2,039.7 2,314.0
Other Manufacturing Expenses 2,982.1 3,261.4 4,114.3 4,470.6
Total Operating Expenditure 10,690.5 11,882.6  13,960.2 15,548.8
EBITDA 3,140.7 3,680.3 3,814.4 4,636.9
Growth (%) 225 17.2 3.6 21.6
Interest 92.7 721 75.8 66.8
Depreciation 392.6 437.8 5217.1 569.6
Other Income 68.2 40.6 36.6 4.5
PBT before Exceptional ltems 2,723.6 3,211.0 3,247.4 4,042.1
Less: Forex & Exceptional ltems 66.0 -43.0 0.0 0.0
PBT 2,657.6 3,254.1 3,247.4 4,042.1
Total Tax 744.4 870.9 876.8 1,091.4
PAT before Ml 1,913.2 2,383.1 2,370.6 2,950.7
Minority Interest -2.4 -1.8 -1.8 -2.2
PAT 1,915.6 2,387.6 2,372.4 2,952.9
Adjusted PAT 1,981.6 2,344.5 2,372.4 2,952.9
Growth (%) 21.2 18.3 1.2 245
EPS (Diluted) 32.8 40.9 40.7 50.7

Source: Company, ICICldirect.com Research

(Year-end March) FY16 FY17E FY18E FY19E
Equity Capital 58.5 58.5 58.5 58.5
Reserve and Surplus 6,998.2 9,195.1 11,3947 14132.4
Total Shareholders funds 7,056.7 9,253.6 11,453.2 14,191.0
Total Debt 4,702.0 3,933.0 3,791.8 3,338.7
Deferred Tax Liability 236.5 236.5 236.5 236.5
Minority Interest 59.6 61.4 63.2 65.4
Long term Provisions 235 235 235 235
Source of Funds 12,078.2  13,508.0 15,568.1 17,855.0
Gross Block - Fixed Assets 5,268.0 6,318.0 7,186.6 7,836.6
Accumulated Depreciation 1,870.7 2,249.0 2,679.3 3,148.6
Net Block 3,397.3 4,069.0 4,507.2 4,688.0
Capital WIP 995.3 1,095.3 1,295.3 1,495.3
Net Fixed Assets 4,392.6 5,164.2 5,802.5 6,183.2
Total Intangible Assets 871.0 861.5 1,397.1 1,346.7
Investments 0.2 500.1 1,000.1 1,000.1
Inventory 4,088.1 4,263.8 4,869.7 5,530.3
Cash 834.4 718.6 226.6 1,228.2
Debtors 4171.9 4,263.8 4,869.7 5,530.3
Loans & Advances & Other CA 907.0 1,050.1 1,110.1 1,170.1
Total Current Assets 10,0015 10,296.4 11,076.2 13,459.0
Creditors 2,526.8 2,558.3 2,921.8 3,318.2
Provisions & Other CL 1,094.3 1,190.2 1,220.2 1,250.2
Total Current Liabilities 3,621.1 3,748.4 4,142.0 4,568.4
Net Current Assets 6,380.3 6,547.9 6,934.2 8,890.7
LT L& A, Other Assets 434.1 434.1 434.1 434.1
Deferred Tax Assets 0.1 0.1 0.1 0.1
Application of Funds 12,078.2  13,508.0 15,568.1 17,855.0

Source: Company, ICICldirect.com Research
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Cash flow statement < Crore

(Year-end March) FY16 FY17E FY18E FY19E
Profit/(Loss) after taxation 1,986.7 2,3817.6 2,372.4 2,952.9
Add: Depreciation & Amortization 392.6 437.8 527.7 569.6
Net Increase in Current Assets -1,365.6 -410.7 -1,271.9  -1,381.2
Net Increase in Current Liabilities 627.2 121.3 393.6 426.3
CF from operating activities 1,759.6 2,542.0 2,021.8  2,567.7
(Purchase)/Sale of Fixed Assets -1,411.3  -1,200.0 -1,701.5 -900.0
(Inc)/dec in Investments 20.0 -500.0 -500.0 0.0
Others 37.0 1.8 1.8 2.2
CF from investing activities -1,3543  -1,6982  -2,199.7 -897.8
Issue of Equity Shares 1.2 0.0 0.0 0.0
Inc / (Dec) in Debt 216.9 -768.9 -141.2 -453.1
Dividend & Dividend Tax -161.6 -190.7 -172.9 -215.2
others -82.3 0.0 0.0 0.0
CF from financing activities -19.8 -959.6 -314.1 -668.3
Net Cash flow 385.5 -115.8 -492.0 1,001.7
Opening Cash 448.9 834.4 718.6 226.6
Closing Cash 834.4 718.6 226.6 1,228.2
Free Cash Flow 348.3 1,342.0 3203 1,667.7

Source: Company, ICICldirect.com Research

(Year-end March) FY16 FY17E FY18E FY19E
Per share data ()

Adjusted EPS (Diluted) 33.9 40.1 40.7 50.7
BV per share 120.8 158.5 196.7 243.7
Dividend per share 3.0 33 3.0 3.7
Cash Per Share 14.3 12.3 3.9 21.1
Operating Ratios (%)

Gross Profit Margins 55.5 56.1 56.1 56.6
EBITDA margins 221 23.6 215 23.0
Net Profit margins 14.3 15.1 13.3 14.6
Inventory days 107.9 100.0 100.0 100.0
Debtor days 110.1 100.0 100.0 100.0
Creditor days 66.7 60.0 60.0 60.0
Asset Turnover 1.1 1.2 1.1 1.1
EBITDA Conversion Rate 56.0 69.1 53.0 55.4
Return Ratios (%)

RoE 28.1 25.3 20.7 20.8
RoCE 23.3 24.3 21.3 23.0
RolC 26.9 29.0 25.2 28.8
Valuation Ratios (x)

P/E 20.7 16.6 16.7 13.4
EV/EBITDA 13.8 1.5 11.0 8.8
EV/ Net Sales 3.1 2.1 2.4 2.0
Market Cap / Sales 2.9 25 2.2 2.0
Price to Book Value 5.6 4.3 35 2.8
Solvency Ratios

Debt / Equity 0.7 0.4 0.3 0.2
Debt / EBITDA 1.5 1.1 1.0 0.7
Current Ratio 25 2.6 2.6 2.7

Source: Company, ICICIdirect.com Research
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ICICldirect.com coverage universe (Healthcare)

l-Direct CMP TP Rating M Cap EPS 3) PE(x) RoCE (%) RoE (%)
Code () () (kCr) FY16 FY17E FY18E FY19E FY16 FY17E FY18E FY19E FY16 FY17E FY18E FY19E FY16 FY17E FY18E FY19E
AjantaPharma  AJAPHA 1795 1,960 Buy 157947 454 597 663 753 395 301 27.1 238 429 392 349 317 342 33.1 284 256
Alembic Pharma ~ ALEMPHA 558 615 Hold 10510.7 38.2 220 245 30.6 146 254 228 182 515 260 23.1 248 449 219 208 219
Apollo Hospitals ~ APOHOS 1226 1,440 Buy 17056.7 222 21.8 314 453 552 562 390 271 82 81 103 133 89 82 107 136
Aurobindo Pharma  AURPHA 679 965 Buy 39750.6 33.9 401 407 507 200 169 167 134 233 243 213 230 281 253 207 208

Company

Biocon BIOCON 1089 1,120 Buy 21782.0 23.1 326 344 442 471 334 316 246 91 130 137 165 114 144 137 154
Cadila Healthcare CADHEA 364 380 Hold 372745 150 112 151 189 243 324 241 193 267 144 183 209 286 185 21.1 220
Cipla CIPLA 580 575 Hold 466519 185 17.8 247 319 314 325 234 182 120 109 140 16.6 125 109 134 150
Divi's Lab DIVLAB 750 925 Buy 199128 418 446 518 579 179 168 145 13.0 307 285 280 265 259 230 222 207

Dr Reddy's Labs DRREDD 2976 2,930 Hold 49301.0 141.4 745 1145 1543 21.0 399 260 193 173 7.0 115 151 206 10.0 136 158
Glenmark Pharma  GLEPHA 953 1,155 Buy 268949 322 63.0 544 608 296 151 175 157 162 268 208 219 21.2 297 206 188
Indoco Remedies  INDREM 2745 315 Buy 25295 94 89 142 185 292 309 193 148 129 97 149 181 148 126 174 192
Ipca Laboratories ~ IPCLAB 519 605 Buy 65521 10.0 151 254 333 518 344 204 156 57 99 126 148 55 78 119 138

Jubilant Life JUBLIF 710 810 Buy 11309.0 26.0 374 539 675 273 190 132 105 120 142 162 183 142 173 202 204
Lupin LUPIN 1466 1,890 Buy 661788 504 622 675 838 29.1 236 217 175 186 203 208 239 207 211 192 199
Natco Pharma NATPHA 767.8 750 Buy 133834 85 128 131 150 904 599 587 511 16.0 199 175 178 119 156 140 141
Sun Pharma SUNPHA 655 850 Buy 157160.3 234 304 323 391 279 216 203 167 186 198 184 190 180 195 177 182
Syngene Int. SYNINT 509 570 Hold 10180.0 11.1 155 169 205 513 367 337 277 132 178 181 207 210 232 206 204
Torrent Pharma TORPHA 1252 1,475 Buy 21185.1 107.8 557 622 776 11.6 225 201 161 467 21.0 238 265 538 230 215 223
Unichem Lab UNILAB 270.1 285 Hold 24545 123 132 175 237 219 205 154 114 138 145 162 189 117 113 133 156

Source: Company, ICICldirect.com Research

ICICI Securities Ltd | Retail Equity Research Page 14



(Pesearch
ICICI direc? com

It's Advice, Not Adventure

RATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction;
Buy: >10%/15% for large caps/midcaps, respectively;

Hold: Up to +/-10%;

Sell: -10% or more;
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ANALYST CERTIFICATION

We /I, Siddhant Khandekar CA-INTER, Mitesh Shah MS (Finance) Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or
view(s) in this report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, /inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities
Limited is a Sebi registered Research Analyst with Sebi Registration Number — INH000000990. ICICI Securities is a wholly-owned subsidiary of ICICI Bank which is India’s largest private sector bank and has
its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which
are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking
and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts
and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current.
Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended
temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this
company, or in certain other circumstances.

This 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 completeness guaranteed. This
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