
Anuh Pharma

SECTOR: HEALTH CARE

Y/E MARCH FY16E FY17E FY18E

Revenue 335 375 434

EBITDA 42 51 64

EBITDA Margin 12.7% 13.7% 14.8%

NP (Adj.) 26 32 41

EPS (Adj.) 10.4 12.7 16.5

EPS Growth 19% 22% 31%

BV/share 50 58 69

ROE (%) 21 22 24

ROCE (%) 34 35 37

P/E (x) 22.6 18.6 14.2

P/BV (x) 4.7 4.0 3.4

We recommend a BUY on Anuh Pharma with a target of INR

300 - valuing the company at 18x FY18E EPS.

Rising contribution from regulated markets to improve margins:

Anuh's EBITDA margins have expanded to 12.8% in 9MFY16 from
7.1% in FY13 primarily on the back of higher exposure to regulated
markets. Current contribution to regulated markets stands at 12% of
sales which was negligible three years back. Anuh intends to grow
regulated market exposure to 25% over the next three years. Given
that regulated market margins are almost 2-2.5x of non-regulated
markets, we expect margins to expand by 320bp over FY15-18E to
14.8%. Anuh is setting up a new facility dedicated for regulated markets
(initially non US) which is expected to be commissioned by late FY17E
/ early FY18E at a cost of INR 35cr.
Launch of new products to act as a catalyst: Anuh's existing basket
of 28 APIs comprise of 1st & 2nd generation products and hence in its
bid to add new high value products Anuh has been developing new
APIs which have recently gone off patent (post 2014 or which are
likely to go off patent in the future). These new APIs will have much
higher margins compared to the existing basket. Anuh currently has
20 products in the pipeline of which 4 would be launched in FY17E in
the areas of cardio vascular and anticonvulsants. Anuh has already
launched 2 products (Ambroxol HCL and Moxifloxacine) in 1Q FY16.
Superior financial profile: Over the past decade, Anuh has grown
its topline and bottom-line at 19% CAGR with an average ROE/ROCE
of 21%/32% and dividend payout of 35%. The company has constantly
maintained an average cash balance of 55% of its capital employed
over the same period. Currently, the company has a cash balance of
INR 47cr. Thus, core ROE (ex cash) over the last five years has
averaged at 44%. Anuh's working capital cycle is the lowest among
listed API players at 33 days. Anuh's strong financial profile shall enable
expansion for future growth without resorting to debt.
Valuations & View: We expect Anuh's revenue/EBITDA/profits to
compound at 15%/25%/24% CAGR over FY15-18E. Given the robust
revenue visibility that the company enjoys from its dependence on the
domestic and global pharmaceutical industry, incremental focus on high
margin regulated markets, new product launches and strong earnings
growth backed by superior return ratios (ROE of >20%) and high
dividend payout (average of 40%); we believe the company is available
at reasonable valuations of 14.2x FY18E EPS. We recommend a BUY
rating on the stock and value the business at 18.0x (in line with industry)
FY18E EPS of INR 16.5 to arrive at a TP of INR 300.

(INR CRORES)
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Proxy play on the domestic and global pharma industry: Anuh Pharma is a high quality API supplier to a
wide spectrum of pharmaceutical companies with exports constituting 48% of revenue (for 9MFY16). The
company is the market leader in erythromycin salts wherein it commands a global market share of 18%. Anuh
has a product portfolio of 28 APIs covering macrolides, anti-bacterial, anti-TB, corticosteroids and others. It is
the 1st or 2nd largest player in most of the products it is present in.  It is the 3rd largest player in corticosteroids.

Focus on high value products within the existing portfolio: Within the existing product basket, the company
is focusing on high value products such as corticosteroids. The global market for corticosteroids stands at
100MTPA and Anuh has a market share of 5% with annual sales of around INR 60cr, being the 3rd largest
player. Anuh is expanding its capacities in corticosteroids from 7MTPA to 12MTPA and expects a significant
increase in its market share. Corticosteroids which contributed to 16% to revenues in 9MFY16 is slated to
increase its share to 22% by FY18E.

CONCERN:

Adverse pricing action under DPCO: Any action by the government under the DPCO (Drug Price Control
Order) to add more drugs under the price control mechanism could act as a dampener for the sector which
could have an impact on the company as well. However, since Anuh has a basket of 28 products, it shall be able
to wither such an impact in case it was to happen.

Adverse impact of currency movements: Although Anuh's exports for FY15 stood at INR 120cr forming
42% of revenue, it imported raw materials worth INR 193cr in FY15 and thus its net import exposure stood at
INR 74cr. Thus unlike a typical pharma company which benefits from rupee depreciation, Anuh stands to lose
out in such a scenario. However, owing to the strong growth in its business, the company has been able to
withstand the currency impact historically.

Volatility in quarterly earnings:  Although Anuh has a track record of strong financials, we would caution
investors in terms of quarterly volatility in earnings due to changes in product mix and variation in shipment
schedules (which impacted its 3QFY16 results). We would thus recommend the stock to patient investors who
would want to own the business for the long term and also suggest investors to focus on annual financials as
opposed to quarterly financials for Anuh.

Company Background

Anuh Pharma, an API manufacturing company is part of the INR 8.5bn SK Group having presence in pharma,
trading, distribution and logistics. The Company's manufacturing facility is located at Tarapur, Maharashtra.
Anuh derived 42%/48% of its revenue from exports in FY15/9MFY16. Anuh is the largest manufacturer of
macrolides & anti-TB products in India and has 18% global market share of erythromycin. It is also a major
player in antibacterial, antimalarial, antihypertension and corticosteroids. It is the 1st or 2nd largest player in
most of the products it is present in.  Currently, erythromycin, higher macrolides & corticosteroids account for
over 70% of its revenue.
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IVRCL: Financials and Valuation

Anuh Pharma Financials & Valuation
(INRCR)

Y/E MARCH FY14 FY15 FY16E FY17E FY18E

Revenues 266 284 335 375 434
Growth 10% 6% 18% 12% 16%
COGS 214 222 258 285 325
Gross Profit 52 62 77 90 109

GP Margin 19.6% 21.9% 23.0% 24.0% 25.1%
Employee Cost 5 6 7 7 8
Other Expenses 21 24 28 31 36
EBITDA 27 33 42 51 64

EBITDA Margin 10.0% 11.6% 12.7% 13.7% 14.8%
Depreciation 2 3 2 3 4
Other Income 4 5 3 3 4
PBIT 29 35 43 51 64

E/O. Inc/(Loss) (4) (3) (3) (3) (3)
Interest Cost 0 0 0 0 0
PBT 25 32 39 47 61

Tax 8 10 13 16 20
Rate 31% 31% 34% 33% 32%
Adjusted PAT 18 22 26 32 41

Growth 40% 25% 19% 22% 31%
PAT Margin 6.6% 7.8% 7.8% 8.5% 9.6%

Y/E MARCH FY14 FY15 FY16E FY17E FY18E

Adjusted EPS (INR) 7.0 8.8 10.4 12.7 16.5
Book Value 103 121 50 58 69
Div Per Share 2.6 2.3 3.0 4.0 5.0
Dividend Payout 43% 32% 35% 38% 36%
Net Debt / Equity (0.5) (0.6) (0.3) (0.2) (0.3)
P/E 22.6 18.6 14.2
P/BV 4.7 4.0 3.4
EV/EBITDA 13.9 11.5 9.1
EV/Sales 1.8 1.6 1.4
Dividend Yield 1.3% 1.7% 2.1%
Return Ratios

ROCE 34% 34% 34% 35% 37%
ROCE (ex Cash) 67% 79% 47% 45% 52%
ROE 20% 22% 21% 22% 24%
ROE (ex Cash) 40% 50% 29% 28% 33%
W.Cap. Ratios

Debtor days 102 88 101 100 100
Inventory days 30 25 37 39 39
Creditor days 102 79 87 86 85
W.Cap cycle 30 33 51 53 54

INCOME STATEMENT RATIOS

Y/E MARCH FY14 FY15 FY16E FY17E FY18E

Share Capital 4 4 13 13 13
Reserves 82 97 114 133 160
Networth 86 101 126 146 172

SOURCES OF FUNDS 86 101 126 146 172

Gross Fixed Assets 24 23 47 63 69
Less: Depreciation 12 13 16 19 22
Net Fixed Assets 12 10 31 44 46

Capital WIP 0 0 0 0 0
Inventories 19 16 31 38 44
Debtors 75 68 93 103 119
Cash & Investments 42 57 36 34 48
Loans & Advances 14 16 21 24 27
Other Curr Assets 0 1 1 2 2
Curr. Assets 151 158 182 200 240

Creditors and Prov. 77 67 87 99 114

Net Current Assets 74 91 95 102 125

Less Net Def. Tax Liab 0 0 0 0 -1
APPLICATION OF FUNDS 86 101 126 146 172

(INRCR)BALANCE SHEET

Y/E MARCH FY14 FY15 FY16E FY17E FY18E

EBITDA 27 33 42 51 64
Adjustments (4) (3) 0 0 0
(Inc)/Dec in W.Cap (1) (3) (24) (9) (10)
Pre Tax OCF 22 26 18 43 54
Tax Paid (8) (11) (13) (16) (20)
CF from Operations 14 16 5 27 34

(Inc)/Dec in FA (1) 1 (24) (16) (6)
Invst in Bank Deposits 0 0 5 (3) (3)
Interest Received 4 5 3 3 4
CF from Investing act. 3 6 (16) (17) (6)

Inc/(Dec) in Debt (1) 0 0 0 0
Interest Paid (0) (0) 0 0 0
Divd Paid (incl Tax) (8) (7) (9) (12) (15)
CF from Financing act. (8) (7) (9) (12) (15)

Inc/(Dec) in Cash 9 14 (21) (2) 14
Add: Opening Balance 33 42 57 36 34
Closing Balance 42 57 36 34 48

CASH FLOW (INRCR)
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