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Domestic outperformance continues

Key Points

» Ajanta Pharma’s 2QFY?24 results beat NBIE and consensus estimates on
margins front, though revenues were in line.

» Revenues grew ~10% YoY mainly due to market beating 13% growth in
the domestic market, further supported by the US business, which saw
pricing pressure stabilize, the trend which the company believes will
continue for the rest of FY24. EBITDA margin guidance was upped to
26% (from 25% earlier) on the back of normalizing raw material and
freight costs as well as favorable currency movement.

» After a subdued FY23, the beginning of FY24 was strong with better-than-
expected improvement in margin, along with robust domestic growth. We
remain positive on Ajanta Pharma given its branded play and strong focus
on the domestic market. We maintain BUY on Ajanta Pharma with a
revised target price (TP) of Rs2047, valuing it at 25x on Sept’25E
earnings.

Business performance: The domestic business grew by ~13% YoY to Rs3.6bn
on the back of robust growth in both branded business as well as trade generics.
The branded segment continued to outperform the IPM led by growth across all
therapies with growth in both volume as well as price. The Asian branded
business declined ~8% YoY to Rs2.3bn due to delay in supplies. The African
branded business grew by 7.5% YoY to Rs1.6bn which continues to recover from
supply chain disruption in Franco- Africa. The management has guided for low
teen growth in export branded generic markets. The African tender business grew
by ~12% YoY to Rs370mn; however, it continues to remain lumpy and volatile.
The company has guided for flattish growth in the tender business in FY24. The
US business grew by 10.6% CC QoQ to ~US$29mn led by normalization of price
erosion, new launches, and an increase in market share for a few products. The
management has seen US price erosion abating to high single digits from double
digits and expects the trend to continue for the rest of FY24. Gross margin
improved ~280bps YoY to ~75% due to normalized raw material prices and
favorable currency impact. With strong gross margins and normalization of freight
cost to pre-covid levels, EBITDA margin improved ~730bps YoY to 28.3%.

Outlook: We expect Revenue/EBITDA/PAT CAGR of 9.6%/23%/28% over FY23-
FY25E with healthy EBITDA margin of 26-27% by FY25-end. Growth will mainly
be driven by robust growth in the branded business. ROE and ROCE are
expected to reach healthy levels of 21.6% and 21%, respectively by FY25E. As
major capex has been completed, we expect FCF generation of ~Rs14bn over
FY24E-FY25E.

Valuation: We have largely maintained our estimates. We like Ajanta Pharma
mainly due to its focused branded play with consistency in growth. We maintain
BUY on Ajanta Pharma with a revised TP of Rs2,047, valuing it at 25x on Sept’
25E EPS.
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Company Data and Valuation Summary

Reuters: AJPH.BO
Bloomberg: AJP IN Equity
Mkt Cap (Rsbn/US$bn): 222.0/2.7
52 WKk H/L (Rs): 1,904 /1,132
ADTV-3M (mn) (Rs/US$): 380.5/4.6
Stock performance (%) 1M/6M/1yr: (2.0)/34.3/36.2

Nifty 50 performance (%) 1M/6M/1yr: (3.00/(3.3) /5.1

Shareholding 4QFY23  1QFY24  20QFY24
Promoters 66.1 66.2 66.2
DlIs 16.0 15.8 15.6
Flls 10.0 10.2 10.0
Others 7.9 7.8 8.2
Pro pledge 11.4 13.2 12.4

Financial and Valuation Summary

Particulars (Rsmn) FY23 FY24E FY25E FY26E
Net sales 37426 41205 44967 49,296
EBITDA 7,833 10,728 11,905 13,641
Net profit 5,880 7,919 9,678 11,299
EPS (Rs) 45.9 61.8 75.5 88.2
EPS growth (%) (17.5) 34.7 22.2 16.7
EBITDA margin (%) 20.9 26.0 26.5 21.7
PER (x) 385 286 234 200
EV/Sales (x) 58 52 4.6 4.0
EV/EBITDA (x) 27.8 19.9 17.3 145
RoCE (%) 17.0 20.5 21.0 20.5
RoE (%) 17.7 21.3 21.6 21.1

Source: Bloomberg, Company, Nirmal Bang Institutional
Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: 2QFY24 consolidated performance

Particulars (Rsmn) 1Q23 2Q23 3Q23 4Q23 1Q24 2Q24 3Q24E 4Q24E FY23 FY24E
Net Sales 9,509 9,381 9,718 8,818 10,210 10,284 10,717 9,993 37,426 41,205

YoY Change (%) 27.1 6.0 16.0 1.3 7.4 9.6 10.3 13.3 12.0 10.1
Gross Profit 6,705 6,784 7,024 6,409 7,691 7,723 8,038 7,286 26,922 30,739

Margin (%) 70.5 72.3 72.3 72.7 75.3 75.1 75.0 72.9 71.9 74.6
EBITDA 2,218 1,963 1,696 1,494 2,713 2,907 2,733 2,376 7,833 10,728

YoY Change (%) 0.7 -25.3 -29.2 11 22.3 48.0 61.2 59.0 -10.0 37.0

Margin (%) 23.3 20.9 17.4 16.9 26.6 28.3 255 23.8 20.9 26.0
Depreciation 318 327 333 330 332 337 333 330 1,308 1,331
Interest 9 10 28 11 9 23 17 20 58 69
Other income 328 404 349 368 318 213 342 358 986 1,230
Extraordinary Items - - - - - - - - - -
PBT (bei) 2,219 2,030 1,683 1,521 2,690 2,759 2,725 2,384 7,453 10,558
PBT 2,219 2,030 1,683 1,521 2,690 2,759 2,725 2,384 7,453 10,558
Tax 472 464 338 298 609 806 545 518 1,573 2,640

ETR (%) 21.3 22.9 20.1 19.6 22.6 29.2 20.0 21.7 21.1 25.0
Reported PAT 1,746 1,566 1,345 1,223 2,081 1,953 2,180 1,866 5,880 7,919
Adj. PAT 1,746 1,566 1,345 1,223 2,081 1,953 2,180 1,866 5,880 7,919

YoY Change (%) 0.5 -20.1 -29.9 32.6 19.2 24.7 62.0 52.6 -10.1 34.7
Adj. EPS 13.6 12.2 10.5 9.5 16.2 15.2 17.0 14.5 457 61.6

Source: Company, Nirmal Bang Institutional Equities Research

Conference Call Highlights

Domestic

o As per IQVIA, Sept'23 MAT, Ajanta Pharma grew by ~14% vs IPM growth of 10% benefiting
from price increase and new launches. It is the third fastest growing company in the IPM. The
company continues to grow faster than the market. Company Volume growth stood at 6% vs
IPM growth of 2%, while Price and NI stood at 5% and 3% respectively, which was same as
the IPM. Improvement in productivity will drive growth; there is no need for any major MR
addition in the near term.

e Therapy wise contribution to sales stood at — Cardio: 39%, Ophthalmology: 31%,
Dermatology: 21% and Pain: 9%.

e Trade generic sales for 2QFY24 stood at Rs450mn. The company continues to guide for 10-
12% growth.

e The company launched 10 new products in 1HFY24 largely in the cardio and diabetic
segments.

e Met XL volume growth has remained healthy even post NLEM price reduction. Cardiac
underperformance against the IPM due to price reduction in Met XL which is one of the major
cardiac product for the company.

e The company will focus on the existing 4 therapies where it believes there is still headroom
for growth.

e The company believes from Nov'23 onwards growth could resume in the IPM. IQVIA is
forecasting 8-9% growth for IPM over the next couple of years.

Ajanta Pharma
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us

e There were two new launches and it has filed five ANDA'’s in THFY24. The company intends
to file 6-8 ANDAs and proposes to launch ~5-6 products in FY24.

e US business growth was led by normalization of price erosion, new launches, and an increase
in the market share for a few products. US business price erosion has stabilized at high single
digits and the company believes it will remain at the same level given the spate of drug
shortages.

e Chantix is currently awaiting USFDA approval; expects to launch it in 4QFY24/1QFY25.
e The US revenue will be at similar levels for the coming quarters for the rest of the year.
Margins

e Gross Margin increased due to the softening of API prices and favorable Euro/INR movement
which is expected to persist for the rest of FY24.

e 8% increase in employee cost was attributable to regrouping of expenses under different
heads of P/L, wherein some expenses were transferred from other expenses to employee
expenses, while the rest was due to salary hikes.

e Logistic costs stood at Rs200mn, which has returned to the pre covid level and the company
expects higher marketing and selling expenses in 2HFY24.

e R&D costs stood at 5% in 2QFY24. Focus on cost optimization has led to lower R&D; however
it may increase going forward. R&D guidance stands at 5-6% for FY24 and will remain the
same going forward.

o EBITDA margin guidance is increased to 26% (from 25% earlier) for FY24.

Asia

e The company has launched 7 new products in 1IHFY?24.

e Some supplies got pushed to the next quarter.

e The company has reduced growth guidance to low teens (from mid-teens earlier).
e There is a shift in Asia market from acute to chronic segment which will aid growth.
Africa

e There was a slowdown in the overall market growth in Africa; however over the last three
months it has normalized.

e The company has guided low teen growth.
Africa institution

e The business continues to remain unpredictable and depends on funding with procurement
agencies.

Others
e 73% of revenue came from the branded generic business in 2QFY24.

o Capex for 2QFY24 stood at Rs480mn; the company has guided for a capex of Rs1.5bn for
FY?24 which includes capex for a new corporate office.

e ETR guidance is 25% for FY24. ETR in 2QFY24 was higher due to the dividend received from
the subsidiary.

e There are no material cost forex losses in other expenses in 2QFY?24.

Ajanta Pharma



% NIRMAL BANG Institutional Equities

e Capacity utilization stands at 60-65%, there won’t be any need for major capex over the next
2 years.

e The company is open to M&A, however high valuation has been the main deterrent.

e The company hedges a minimum of 50% of receivables.

Exhibit 2: Actual performance vs NBIE estimates

(Rsmn) Actuals NBIE Var (%) Cons. Var (%)
Sales 10,284 10,327 (0.4) 10,427 (1.4)
EBITDA 2,907 2,652 9.6 2,741 6.0
EBITDA margin (%) 28.3 25.7 258 bps 26.3 197 bps
PAT 1,953 2,086 (6.4) 1,990 (1.9)
PAT margin (%) 19.0 20.2 (121) bps 19.1 (10) bps

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Revised estimates

(Rsmn) New estimates Old estimates Change (%)

FY24E FY25E FY26E | FY24E FY25E FY26E FY24E FY25E FY26E
Revenue 41,205 44,967 49,296 | 40,943 44,874 - 0.6 0.2 -
EBITDA 10,728 11,905 13,641 | 10,179 11,841 - 5.4 0.5 -
Margin (%) 26.0 26.5 27.7 24.9 26.4 - | 117 bps 9 bps -
PAT 7,919 9,678 11,299 7,902 9,625 - 0.2 0.6 -
Margin (%) 19.2 215 22.9 19.3 21.4 - (8) bps 7 bps -
EPS 61.8 75.5 88.2 61.7 75.1 - 0.2 0.6 -

Source: Nirmal Bang Institutional Equities Research

Exhibit 4: Segment revenue

Segmental Revenue (Rsmn) 2QFY23 1QFY24 2QFY24 YoY (%) QoQ(%)
India 3,140 3,190 3,550 13.1 11.3
Export Market 6,150 6,910 6,610 7.5 (4.3)
Asia Branded Generic 2,510 2,540 2,300 (8.4) (9.4)
Africa Branded Generic 1,460 1,590 1,570 7.5 (1.3)
Africa Institution 330 650 370 12.1 (43.1)
US ($ mn) 23 26 29 23.3 10.6

Source: Nirmal Bang Institutional Equities Research

Valuation and Outlook

Ajanta Pharma’s adjusted PAT is expected to grow at 28% CAGR over FY23-FY25E, driven by
9.6% revenue CAGR and 555bps improvement in EBITDA margin. Revenue will mainly be
driven by continuous strong growth in branded segments, while growth in US generics and
tender business will likely remain sluggish. Its Domestic business is expected to grow at ~12%
CAGR over FY23-FY25E, underpinned by continuous new launches (including first-in-the-
market products) and market share gain across all segments. India, Africa and Asia branded
businesses are expected grow strongly at 10% CAGR each over FY23-FY25E, driven by new
launches and market share gain in key geographies. The US business is expected to grow at
3.4% CAGR on the back of new launches, partially offset by price erosion in the base business,
while the Anti-Malaria tender business is expected to remain lumpy. Improvement in EBITDA
margin will mainly be driven by operating leverage benefits, waning cost inflation, improved MR
productivity and a favorable change in the product mix.

Ajanta Pharma
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Ajanta Pharma trades at 28.6x/23.4x on FY24E/FY25E earnings and 19.9x/17.3x EV/EBITDA
on FY24E/FY25E. ROE and ROCE are expected to remain healthy at 21.3% and 21.6%,
respectively by FY25E. As major capex has been completed, we estimate healthy FCF
generation of ~Rsl14bn over FY24E-FY25E. We continue to maintain BUY on Ajanta Pharma
with a revised TP of Rs2,047, valuing it at 25x on Sept’25E EPS.

Exhibit 5: One-year Rolling Forward P/E Chart
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Financial statements

Exhibit 6: Income statement Exhibit 7: Cash flow
Y/E March (Rsmn) FY22 FY23 FY24E FY25E FY26E Y/E March(Rsmn) FY22 EY23 FY24E FY25E FEY26E
Net sales 33,410 37,426 41,205 44,967 49,296 PET 9.005 7453 10558 12,251 14,303
% growth 15.6 12.0 10.1 9.1 9.6 o
Raw material costs 8,323 10,504 10,466 11467 12,571 Depreciation 1253 1308 1331 1359 1441
Staff costs 6,458 7,851 8,794 9497 10,162 NetChginwC (2,004) 665 (1,798) (1,201) (1,414)
R&D expenses 2,040 2,370 2,349 2,698 2,958 Taxes 2,391 1,513 2,640 2,573 3,004
Other expenditure 7,296 8,869 8869 9,401 9,965 Interest 102 58 69 69 69
Total expenditure 24,117 29,594 30,477 33,062 35,655 Others (434) (53) ) } )
Gross profit 25,087 26,922 30,739 33,501 36,726 ~pg 5621 7018 7521 9905 11,396
% growth 11.8 /3 142 9.0 96 Capex (1,305) (1,649) (1,500) (1,500) (1,500)
EBITDA 9293 7833 10,728 11,905 13641 Net Investments made 297 (3,902) (500)  (500)  (500)
% growth -6.9 -15.7 37.0 11.0 14.6
EBITDA margin (%) 278 209 260 265 277 Others 267 (46) - - -
Other income 1,157 986 1,230 1,774 2,172 CF (741) (5,596) (2,000) (2,000) (2,000)
Interest costs 102 58 69 69 69 Change in Share capital (3,541) (154) - - -
Depreciation 1,253 1,308 1,331 1,359 1,441 cChange in Debts (164) (5) 4 - -
E;’T‘:'St before tax & Exceptional g 95 7453 10558 12,251 14,303 Interest Paid 74 (@3 (69 (69 (69
Exceptional ltems 0 0 0 0 o Div. &Div Tax (822)  (897) (1,188) (1,452) (1,695)
Profit before tax 9,095 7,453 10,558 12,251 14,303 CFF (4,600) (1,079) (1,253) (1,521) (1,764)
% growth 1.0 -18.1 41.7 16.0 16.7 Others 10 (8) - - -
Tax 1968 1573 2,640 2573 3,004 Total Cash Generated 289 1,235 4,267 6,384 7,632
Effective tax rate (%) 216 211 250 210 21.0 (g4sh Opening Balance 1,775 2,064 3,298 7,566 13,950
PAT before Minority Interest 7,127 5,880 7,919 9,678 11,299 Cash Closing Balance 2.064 3,208 7566 13,950 21582
Share of Ml 0 0 0 0 0
Reported PAT 7127 5880 7,919 9678 11,299 Source: Company, Nirmal Bang Institutional Equities Research
Adjusted PAT 7,127 5,880 7,919 9,678 11,299
% growth 90 175 347 222 167 Exhibit9: Key ratios
Adjusted EPS (Rs) 55.6 459 61.8 75.5 88.2
% growth 90 175 347 222 167 Y/EMarch FY22  FY23 FY24E FY25E FY26E
Source: Company, Nirmal Bang Institutional Equities Research Profitability & return ratios

EBITDA margin (%) 27.8 20.9 26.0 26.5 27.7
Exhibit 8: Balance sheet Net profit margin (%) 21.3 15.7 19.2 215 22.9
Y/E March (Rsmn) FY22 FY23 FY24E FY25E FY26E RoE (%) 22.8 17.7 21.3 21.6 21.1
Share Capital 172 253 253 253 253 ROCE (%) 22.0 17.0 20.5 21.0 20.5
Reserves & Surplus 32,472 33,627 40,358 48,584 58,189 Working capital & liquidity
Net worth 32,644 33,880 40,611 48,837 58441 A0S
Net deferred tax liabilities 463 10 10 10 11 Receivables (days) nioo1nm 1o 1100 110
Total Loans 16 13 16 16 16 [nventory (days) 86 86 85 85 85
Other Long Term Liabilities 403 528 542 556 572 Payables (days) 36 47 48 48 48
Total Equities & Liabilities 33,527 34,430 41,178 49,420 59,040 Current ratio (x) 35 25 2.8 3.3 3.8
Net Block 15,030 14,887 15,556 15,697 15,756 Quick ratio x) 2.3 1.8 21 25 3.0
cwip 1529 2,095 1595 1595 1,595 | oyerage ratios
Intangible Assets and Goodwill 90 78 78 78 78 Net Debt/Equity (x) 01 02 03 04 05
Non-Current Investments 251 251 251 251 251 Interest Cover (x) 788 1117 1363 1522 176.1
Other Non Current Assets 456 172 181 190 200
Inventories 7011 8156 9,506 10472 11480 ot DEPVEBITDA(Y) 03 1.0 1.2 it 20
Debtors 10,198 10,569 12,418 13,552 14,856 valuationratios
Cash 2,064 3298 7,566 13,950 21,582 EV/sales(x) 6.7 5.8 5.2 4.6 4.0
Investments 1,273 5,113 5613 6,113 6,613 EV/EBITDA (x) 24.0 27.8 19.9 17.3 14.5
Other current assets 1,199 1,203 1,263 1,326 1,393 P/E (x) 317 38.5 28.6 23.4 20.0
Total current assets 22,645 28,340 36,456 45413 55924 ppy (x) 6.9 6.7 5.6 4.6 3.9
Creditors 3212 4228 5419 5914 6,483 Source: Company, Nirmal Bang Institutional Equities Research
Other current liabilities 3,202 7,165 7,519 7,890 8,280
Total current liabilities 6,474 11,393 12,937 13,803 14,762
Net current assets 16,171 16,947 23,519 31,610 41,162
Total assets 33,527 34,430 41,178 49,420 59,040

Source: Company, Nirmal Bang Institutional Equities Research

Ajanta Pharma
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Rating Track

Date Rating Market price Target price (Rs)
29 September 2022 Buy 1,241 1,491
4 November 2022 Buy 1,348 1,625
2 February 2023 Buy 1,184 1,388
16 March 2023 Buy 1,197 1,507
07 May 2023 Buy 1,296 1,589
08 June 2023 Buy 1,497 1,734
27 July 2023 Buy 1,546 1,800
31 October 2023 Buy 1,765 2,047
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation.
NBEPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no.
INHO00001436. NBEPL is also a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in
cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing
in securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company.
NBEPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the
research report with the subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership
of 1% or more in the subject company at the end of the month immediately preceding the date of publication of this research
report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities
of the company covered by Analyst during the past twelve months. NBEPL or its associates have not received any
compensation or other benefits from the company covered by Analyst or third party in connection with the research report.
Analyst has not served as an officer, director or employee of Subject Company and NBEPL / analyst has not been engaged
in market making activity of the subject company.

Analyst Certification: 1/We, NBIE Research, Research Analyst, the authors of this report, hereby certify that the views
expressed in this research report accurately reflects my/our personal views about the subject securities, issuers, products,
sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or indirectly
related to the inclusion of specific recommendations or views in this research. The analyst is principally responsible for the
preparation of this research report and has taken reasonable care to achieve and maintain independence and objectivity
in making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY > 15%

ACCUMULATE -5% to15%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is
not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in
or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation
and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a
state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject
NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind,
regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fithess for a particular purpose, and non-
infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications
and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its
clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading.
The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional
risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect
the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of
NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication
in relation to this research. Here it may be noted that neither NBEPL, 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 profit that may arise from or in connection with the use of the
information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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