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1QCY12 Results Update | Sector: Healthcare

 Net revenue grew 8% YoY to INR5.3b (v/s our estimate of INR5.2b), EBITDA grew 38% YoY to INR1.27b (v/s our
estimate of INR1.02b), while recurring PAT grew 14.8% YoY to INR467m (v/s our estimate of INR392m).

 Excluding the sale of Ascent Pharma, topline growth was led by (1) 42% YoY growth in sterile business
revenue to INR3.4b (v/s our estimate of INR3.8b), and (2) 37% YoY growth in the pharma segment to INR1.58b.

 EBITDA grew 38% YoY to INR1.27b (v/s our estimate of INR1.02b), led by significantly higher gross margin on
the back of improved product mix. EBITDA margin expanded 520bp YoY to 24% (v/s our estimate of 19.7%).

 Adjusted PAT grew 14.8% YoY to INR467m (v/s our estimate of INR392m), impacted by INR265m in forex
losses. However, reported PAT stood at INR6.42b on account of INR6.32b gain on the sale of Ascent Pharma.

STR is set to emerge as a specialty products company with revenue contribution from this segment rising from
28% in CY09 to an estimated 75% in CY13. It has an impressive specialty product pipeline. Large manufacturing
capacities are in place to support revenue scale-up, coupled with best-in-class marketing partners like Pfizer and
GSK. We believe that the sale of Ascent Pharma at attractive valuations will lead to significant improvement in
the company’s financials. STR may unlock further value from the sale of the remaining pharma business, as its
focus remains on the specialty business. We expect STR to post 24% earnings CAGR over CY11-13, led by revenue
ramp-up from the SI (sterile injectables) segment and substantial reduction in interest cost owning to debt
repayment. Core EBITDA margin will expand in line with changing product mix and higher capacity utilization.
Return ratios are set to improve over CY11-13 and debt-equity will decline from 1.9x in CY10 to 0.7x in CY13. The
stock trades at 11.7x CY12E and 11x CY13E EPS. Buy with a revised target price of INR823 (14x CY13E EPS), an upside
of 28%.
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1QCY12 performance led by both business segments
STR’s net revenue grew 8% YoY to INR5.3b (v/s our estimate of INR5.2b), EBITDA grew
38% YoY to INR1.27b (v/s our estimate of INR1.02b), and recurring PAT grew 14.8% YoY
to INR467m (v/s our estimate of INR392m).

Excluding the sale of Ascent Pharma, topline growth was led by (1) 42% YoY growth in
sterile business revenue to INR3.4b (v/s our estimate of INR3.8b), and (2) 37% YoY
growth in the pharma segment to INR1.58b.

Specialty segment sales (excluding licensing income) grew 119% YoY to INR2.74b on
account of higher revenue from the US market, led by new product launches and
shortages of sterile injectable products, worldwide. Licensing income declined 44%
YoY to INR630m.

Revenue mix (INR m)

1QCY12 1QCY11 YoY (%) 4QCY11 QoQ (%)

Specialty business 2,740 1,253 118.7 1,022 168.1

% of Sales 52 25 15

Pharma business 1,905 2,607 -26.9 4,082 -53.3

% of Sales 36 52 60

Licensing income 630 1,121 -43.8 1,699 -62.9

% of Sales 12 23 25

Revenues 5,275 4,981 5.9 6,803 -22.5

Source: Company

EBITDA grew 38% YoY to INR1.27b v/s our estimate of INR1.02b
EBITDA grew 38% YoY to INR1.27b (v/s our estimate of INR1.02b), led by significantly
improved gross margin on better product mix. EBITDA margin expanded 520bp YoY to
24% (v/s our estimate of 19.7%). Adjusted PAT grew 14.8% YoY to INR467m (v/s our
estimate of INR392m), impacted by INR265m in forex losses. However, reported PAT
stood at INR6.42b on account of INR6.32b gain reported on sale of Ascent Pharma.

EBITDA trend (INR m)

Source: Company/MOSL
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Key takeaways from conference call
1QCY12 performance

 In 1QCY12, specialty revenue ramped up as expected, backed by 9 new launches
in the US. STR is addressing product shortages in the US market very well.
Further, its non-oncology facility is fully booked. The company has indicated
that by the end of this year all the existing non-oncology sterile capacities will
be running at full capacity.

 STR has started selling products in Canada from its Poland facility, as Canada is
also facing shortages in sterile products. The company has indicated that its
Brazilian operations will break even by the year end.

 The company has indicated that it has also started supplying oncology products
to GSK Pharma for semi-regulated markets during the quarter.

 STR reported net extraordinary gain of INR6.32b during the quarter related to
profit on sale of Ascent Pharma.

 Cash on the balance sheet is INR9.5b, with gross debt of INR2.3b.

CY12 guidance

 Management has declined to give any revenue guidance for CY12, citing that
many of its product launches for CY12 are linked to successful USFDA approvals
and outcome of patent challenges.

 However, it has indicated that given the number of approvals expected in CY12
and strong inflow of licensing income (USD60m-80m), performance should be
robust. We expect topline growth of 40% (excluding sales of Ascent Pharma),
led by US specialty business.

 The company has guided EBITDA margin for sterile business at 23-30% for CY12.
It expects to improve profitability of Brazilian operations in CY12.

 Capex for CY12 is likely to be USD25m; interest cost should reduce significantly.
 The company expects to file 45 sterile products in the US market in CY12.

Acquires USFDA approved sterile formulation facility for INR1.25b
During the quarter, STR acquired a USFDA-approved sterile formulation facility from
Star Drugs and Research. The facility is located at Hosur, near Banglore, and has a
capacity to manufacture 97m units of liquid vials. The company paid INR1.25b for the
facility, largely from internal cash accruals. The net block of the acquired facility stands
at INR680m. Acquisition of this facility provides STR immediate incremental sterile
manufacturing capacity; all the existing capacities are fully booked due to drug
shortages of sterile injectables, worldwide. This acquisition will help STR accelerate
the launch of its approved products in the US market and give additional leverage to
secure GPO contracts. The facility is expected to contribute to revenue from 3QCY12,
as product site transfers will take about three months.

Specialty business in US to see significant ramp-up led by new capacities,
product approvals and low competition
Specialty business in the US is likely to see significant ramp-up on the back of USFDA
approval for STR’s new sterile injectable and oncology facilities at Bangalore and
Penems facility in Brazil. STR is in the process of shifting manufacturing of all approved
injectable products to its new facility, thereby eliminating capacity constraints. It has
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already shifted few key products to the new facility. STR has 73 product approvals in
the sterile segment in the US, of which it has launched 42 products as against just 33
products till the end of 4QCY11 due to capacity constraints. STR plans to launch all
approved products in CY12, which will boost revenue from the specialty business,
significantly.

The company expects strong product approvals in this market even in CY12. Further,
the management also mentioned that 6 of the 8 major players in injectable segment
have been facing production issues, which in turn is helping STR to increase its revenue
rapidly in the US market. STR is entering into long-term contracts ranging from 2-5
years with GPOs to establish its strong credentials as reliable supplier of injectable
products in the US market. It expects to garner 15-25% market share in the products it
has launched in the US, backed by Pfizer’s strong marketing and distribution set-up
and lower competition. The management also mentioned that for the first time it has
started developing products for Para-IV filings in the US market and plans to file 14
Para-IV products in the US in CY12. Further, it plans to file 14 products in the ophthalmic
segment in CY12.

Upgrading earnings estimates by 21% for CY12 and by 15% for CY13
 Based on 1QCY12 performance, we are upgrading our revenue estimates by 2% for

each of CY12 and CY13.
 However, given the much higher EBITDA margin in 1QCY12 and strong management

guidance for CY12, we are upgrading our earnings estimates by 21% for CY12 and
by 15% for CY13.

Valuation and view
STR is set to emerge as a specialty products company with revenue contribution from
this segment rising from 28% in CY09 to an estimated 75% in CY13. It has an impressive
specialty product pipeline. Large manufacturing capacities are in place to support
revenue scale-up, coupled with best-in-class marketing partners like Pfizer and GSK.
We believe that the sale of Ascent Pharma at attractive valuations will lead to significant
improvement in the company’s financials. STR may unlock further value from the sale
of the remaining pharma business, as its focus remains on the specialty business. We
expect STR to post 24% earnings CAGR over CY11-13, led by revenue ramp-up from the
SI (sterile injectables) segment and substantial reduction in interest cost owning to
debt repayment. Core EBITDA margin will expand in line with changing product mix
and higher capacity utilization. Return ratios are set to improve over CY11-13 and
debt-equity will decline from 1.9x in CY10 to 0.7x in CY13. The stock trades at 11.7x
CY12E and 11x CY13E EPS. Buy with a revised target price of INR823 (14x CY13E EPS), an
upside of 28%.
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Company description
Established in 1990, Strides Arcolab (STR) is an
integrated manufacturer and exporter of finished
pharmaceutical dosage forms, both branded and
generic, with 14 manufacturing facilities in six countries.
It has collaborations with five of the top 10 global
pharmaceutical players and a presence in over 75
countries. STR has reorganized its business into three
divisions – specialties, pharmaceuticals and branded
generics.

Key investment arguments
 STR is set to catapult into a specialty company, with

revenue contribution from this segment likely to
rise from 27% in CY09 to 75% by CY13.

 The company has an impressive product pipeline in
the specialty segment, with 73 product approvals.

 Besides, large manufacturing capacities are in place
to support revenue scale-up, and strong marketing
partners like Pfizer and GSK will lead to sustainable
revenue growth.

Key investment risks
 If STR does not get timely approval for its large

product pipeline, its revenue could be impacted.

Comparative valuations
Strides Arcolab Jubilant

P/E (x) CY12E 11.7 13.4
CY13E 11.0 8.2

P/BV (x) CY12E 1.7 1.4
CY13E 1.5 1.2

EV/Sales (x) CY12E 1.7 1.5
CY13E 1.5 1.3

EV/EBITDA (x) CY12E 7.0 7.8
CY13E 6.2 6.6

Shareholding pattern (%)
Mar-12 Dec-11 Mar-11

Promoter 28.4 28.4 28.3

Domestic Inst 16.4 16.8 18.4

Foreign 43.3 42.5 38.6

Others 12.0 12.3 14.8

Strides Arcolab: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

CY12 55.4 42.5 30.4
CY13 58.8 54.4 8.1

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

645 823 27.6 Buy

 STR does not have API manufacturing capacities and
sources its API requirements from elsewhere. This
leaves it exposed to risks like unavailability of raw
material and price fluctuations. That is the reason
for STR’s volatile margins.

Recent developments
 Sold generics business in Australia and South East

Asia to Watson for AUD375m.
 Acquired new sterile manufacturing facility from Star

Drugs and Research.

Valuation and view
 We expect STR to clock earnings CAGR of 24% over

CY11-13.
 Debt-equity ratio is likely to decline from 1.9x in CY11

to 0.7x in CY13.
 The stock trades at 11.7x CY12E and 11x CY13E

earnings. We maintain Buy.

Sector view
The sterile injectable and branded generic segments are
likely to enjoy better profitability and growth, going
forward.
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Financial and valuations
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Disclosures
This report is for personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement
to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been
furnished to you solely for your information and should not be reproduced or redistributed to any other person in any form.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its affiliates

or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSt
or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

The information contained herein is based on publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis,  MOSt and/or its
affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its affiliates or

employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report . MOSt 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, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This report is intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial advisor prior to taking any investment decision

based on this report or for any necessary explanation of its contents.

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report. To enhance transparency, MOSt has incorporated a Disclosure of Interest
Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Strides Arcolab
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

Analyst Certification
The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or
will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The research analysts, strategists, or research associates principally responsible
for preparation of MOSt research receive compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

Regional Disclosures (outside India)
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 MOSt & its group companies to registration or licensing requirements within such jurisdictions.
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This report is intended for distribution only to persons having professional experience in matters relating to investments as described in Article 19 of the Financial Services and Markets Act 2000 (Financial

Promotion) Order 2005 (referred to as "investment professionals").  This document must not be acted on or relied on by persons who are not investment professionals. Any investment or investment activity to
which this document relates is only available to investment professionals and will be engaged in only with such persons.

For U.S.
MOSt is not a registered broker-dealer in the United States (U.S.) and, therefore, is not subject to U.S. rules. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange

Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S.,
Motilal Oswal has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as "major institutional
investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only available to major
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