May 04, 2021
RESULT REPORT Q4 FY21 | Sector: Pharmaceuticals

Alembic Pharmaceuticals

BUY CMP Rs1,006 Target Rs1,280

Result Highlights

v" Revenue grew by 6% YoY mainly led by Indian market (+4.7% YoY), ROW (+76.5%
YoY) and API (+38.1% YoY),

v" US declined by 18% YoY largely due to lower pricing for Sartans; US base now
reset to quarterly US$55-60mn from >US$70mn earlier upon Sartans erosion

v" Gross margin contracted by 271bps YoY to 75.4% which was offset by decrease
in staff expenses translating into margin contraction of just 45bps YoY and
~100bps qoq to 26.7%

v R&D spend at the end of FY21 stands at 12.4% of sales.

Our view: US business would have to navigate a difficult FY22 as base is now reset to
US$55-60mn vs US$75mn earlier; high base of Sartans would overshadow the ~15
launches expected in current fiscal. On FY22 base, expect growth to revive next fiscal
as general injectables filings garner approval. We factor in 13%/25% rise in other
expenses ex-R&D to factor in operating expenses that would hit P&L in FY22/23. More
than revenues, margin in FY22/23 would be a function of timing of costs taken into
P&L. Our margin assumption is ~24%/24.6%. Marginally tweak FY23 estimates and
retain BUY based on 25x FY23 EPS. Why 25x for declining earnings over FY21-23?
Believe given the sharp earnings jump expected in FY24 (>50% over FY23), a multiple
in line with at least other mid-cap peers is justified to factor in some of the outsized
growth. Key risk include delay in general injectables (FY22) and onco injectables (FY23)
commercialization.

Exhibit 1: Result table

(Rs mn) Q4 FY21 Q3 FY21 % qoq Q4 FY20 % yoy
Revenues 12,804 13,143 (2.6) 12,068 6.1
RM + inventory changes (2,396) (2,230) 7.4 (2,289) 4.7
Purchase of goods (751) (700) 7.3 (350) 114.6
Staff (2,372) (2,625) (9.6) (2,469) (3.9)
Other expenses (3,868) (3,938) (1.8) (3,685) 5.0
Operating profit 3,417 3,651 (6.4) 3,275 4.3
OPM (%) 26.7 27.8 -109 bps 27.1 -45 bps
Depreciation (512) (470) 9.0 (441) 16.0
Interest (26) (23) 10.8 (78) (67.0)
Other income 40 25 56.1 9 343.8
PBT 2,919 3,183 (8.3) 2,765 5.6
Tax (545) (591) (7.9) (621) (12.4)
Effective tax rate (%) 17.8 16.8 103 bps 20.9 -302 bps
PAT 2,374 2,592 (8.4) 2,144 10.8
PAT margin (%) 18.5 19.7 -118 bps 17.8 78 bps
Minority/Associate 133 334 (60.1) 214 (37.9)
Exceptional - - (109)

PAT 2,507 2,926 (14.3) 2,249 11.5
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Upside 26.7%

Stock data (as on May 04, 2021)

Nifty: 14,497
52 Week h/I (Rs) 1145 /731
Market cap (Rs/USD mn) 197762/2678
Outstanding Shares 197
6m Avg t/o (Rs mn): 345
Div yield (%): 1.4
Bloomberg code: ALPM IN
NSE code: APLLTD
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Absolute return 1.9% 6.4% 33.6%

Shareholding pattern (As of Mar'21 end)

Promoter 69.8%

FlI+DII 17.1%

Others 13.1%
Ain stance

(1-Yr) New old

Rating BUY BUY

Target Price 1,280 1,280

A in earnings estimates
FY22e FY23e FY24e

EPS (New) 46.7 50.8 78.2
EPS (Old) 49.7 52.5 -
% change -6% -3% -

Financial Summary
FY21 FY22 FY23
Net Revenue 53,931 54,981 61,742

YoY Growth 17% 2% 12%
EBIDTA 15,576 13,078 15,168
YoY Growth 27% -16% 16%
PAT 11,781 9,186 9,990
YoY Growth 42% -22% 9%
ROE 27% 16% 16%
EPS 59.9 46.7 50.8
P/E 16.7 21.5 19.7
BV 257.8 288.2 322.6
P/BV 3.9 3.5 3.1
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CON-CALL HIGHLIGHTS

v" The company has maintained guidance of Rs 50 EPS for FY22E.

v" US business- Sartans opportunity was there till 1HFY21, after which it started to come down.
The company mentioned that due to price erosion there is in decrease in market share.
Sartans price erosion across all the products.

v" The US business will be either be muted or will report a de-growth in next few quarters.

v The company expects to launch 15 products in FY22E. will be oral solids, derma and
ophthalmology products. (This doesn’t include injectables launches).

v" API- the company expects this segment to grow by 10% for FY22E. Have seen growth across
all products and geographies.

v' Capex- there will be some maintenance capex for FY22E and some project related capex (Rs
5-7 bn). Capex for the quarter is Rs 1.7 bn (FY21- Rs 6.9 bn).

v" Aleor - company launched 8 products, company expects to reach cumulative product basket
to be around 25 in next few years.

v" India- Specialty division has grown well in the FY21, the company has reported good growth
in Anti-infectives business. Expect growth to come back in acute segment in FY22E.

v' General Injectables facility has got 5 observations in Feb 2021. It was a physical audit.

v' Sartans prices have come down in the last 6 months, moving forward the current price will
be the base price for the sartans.

v" R&D expenses was Rs 1.9 bn for the quarter. (Rs 6.7 bn for FY21).

v" Operations are going at normal level even during the second covid wave. The company
doesn’t see any issues to raw materials and supply chain issues.

v" Prices of paracetamol and azithromycin have increased marginally compared to other
products.

v' 35% of total API volumes is for captive consumption.

v" ANDA filing rate will be around 25-30 products p.a. going ahead. (even with new facility
comes up).
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Exhibit 2: Financial summary

Y/e 31 Mar (Rs mn) FY19 FY20 FY21 FY22E FY23E
Revenues 39,347 46,058 53,931 54,981 61,742
yoy growth (%) 25.7 17.1 17.1 1.9 12.3
OPM (%) 22.2 26.6 28.9 23.8 24.6
yoy growth (%) 40.9 41.8 42.1 (22.0) 8.7
EPS (Rs) 31.0 44.0 59.9 46.7 50.8
P/E (x) 324 22.8 16.7 215 19.7
P/BV (x) 7.0 5.9 3.9 3.5 3.1
EV/EBITDA (x) 22.0 16.2 12.7 15.0 12.6
Debt/Equity (x) 0.2 0.3 0.1 0.1 0.1
ROE (%) 24.0 28.6 27.0 159 15.6
ROCE (%) 235 25.3 255 18.1 17.8
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed or intended for distribution to, or
use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Bhavesh Gandhi, Meet Parikh

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Particulars Yes/No

Sr.
No.
Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

No

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
months

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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