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1, 6, 12 Rel. Per (%) -13/-31/-40 
Avg Val, INRm/ Vol m 423 
Free float (%) 68.9 

 

Financials & Valuations (INR b) 

 Y/E Mar 2017 2018E 2019E 
Net Sales 34.8 41.5 51.9 
EBITDA 6.4 7.8 10.3 
PAT 2.9 3.7 6.1 
EPS (INR) 32.3 41.7 68.3 
Gr. (%) 77.6 29.2 63.7 
BV/Sh (INR) 303.1 344.5 412.8 
RoE (%) 10.8 12.9 18.0 
RoCE (%) 8.3 9.1 11.5 
P/E (x) 25.6 19.8 12.1 
P/BV (x) 2.7 2.4 2.0 
 

Estimate change  
TP change  
Rating change  
 

 Gradual sequential improvement in operating performance 
Strides Shasun’s (STR) 2QFY18 sales of INR10b were better than our estimate of 
INR8.9b. EBITDA margin of 13.2% missed our estimate of 14.5%. Adjusted PAT of 
INR253m too was lower than our estimate of INR439m.  
 Regulated market and branded generics drive sales growth: Sales grew 4.4% 

YoY (+18.2% QoQ) to INR10b for the quarter. With a trough formed in 1QFY18, 
there has been increased business from the regulated market, and also from 
branded generics in the emerging market. Weak institutional business in the 
emerging market affected overall growth for the quarter.  

 Sequential improvement in financial performance: Gross margin improved 
120bp QoQ to 51.4% due to a superior product mix. In addition, higher 
operating leverage led to a sequential 280bp improvement in EBITDA margin. 
Accordingly, adjusted PAT improved from INR69m in 1QFY18 to INR253m in 
2QFY18. EBITDA margin remained lower on a YoY basis. Lower other income 
and a higher tax rate led to a further YoY fall in PAT for 2QFY18.   

Valuation view: For FY18/19/20, we reduce sales estimates by 5.6%/4.7%/4.1% 
and PAT estimate by 12%/8.7%/8.9% to factor in a delay in key ANDA approvals, 
postponement of institutional anti-malaria tender business, and increased cost 
associated with marketing spend in the consumer healthcare segment. Accordingly, 
we revise our SOTP-based TP to INR1,201. We continue to like STR due to its 
differentiated product pipeline for the US, consistent compliance track record, and 
better-than-industry growth in the Australia business and also the branded 
generics business in the emerging market. Maintain Buy. 
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North America, Australia and branded generics lead growth for the quarter 
On high base of past year, sales grew at 4% YoY, to INR8.4b for the quarter. The YoY 
growth was led by strong growth in regulated market, comprising US, Australia and 
some European market and rebounce in branded generic business in emerging 
market. Weak institutional business adversely affected YoY growth for the quarter.  

 

Exhibit 1: High base affects yoy growth for the quarter 

 
Source: MOSL, Company 

Exhibit 2: Sales breakdown (2QFY18) 

 
Source: MOSL, Company 

 
North America picks up pace 
Regulated market sales at INR5b were up 15% YoY for the quarter. Within regulated 
market, STR’s revenue in North America market was led by organic growth in US 
portfolio. STR, now has considerable market share in products like Ranitidine (27%), 
Dutasteride (34%), Ergocalciferol (44%), Lamivudine Zidovudine (19%) and 
Methoxsalen (34%). STR performed well in Australia market with low double digit 
growth in value and volume terms, where industry growth is at 4-5%.  
We expect increased business in North America from niche product approvals in 
recent past. Management has guided for exit run-rate in North America to be 
USD45-50m in Q4FY18. 
 

Even in Australia, STR launched seven new products, expanded distribution 
footprints by 50 stores and had healthy momentum in consumer healthcare 
‘Chemist Own’ brand.  
 

In addition, the acquisition of Amneal Australia business is expected to add to the 
Australia revenue of STR. STR has guided for incremental annual revenue of 
AUD25m from this acquisition. In addition, STR is expected to have synergy benefit 
as there are about 100 molecules being common with Arrow portfolio. 
 

Exhibit 3: Increased market share in existing products led yoy growth for the quarter 

 
Source: MOSL, Company 
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Growth in branded generics offset by weak institutional business in 
emerging market 
Emerging market sales, comprising India and Africa branded generics and 
Institutional sales, remained flat to INR3.2b, for the quarter. There has been growth 
in branded generics business in India as well as Africa. The YoY growth in Africa was 
led by better sales force effectiveness, with expansion to East Africa using UCL 
platform. Channel restocking, post implementation of GST and increase in sales 
productivity led increased business in India branded generics. However, the overall 
growth in emerging market business was flat due to weak Institutional business. This 
is mainly on account of low procurement from global agencies. We expect 
institutional business to pick-up as procurement picks up and anti-malaria tender 
from global fund is awarded.  
During the quarter, STR invested about INR161m in marketing and media spend to 
build consumer healthcare franchise in US and India.  
 
Exhibit 4: Emerging markets was flat for the quarter  

 
Source: MOSL, Company 

 
With successful completion of WHO regulatory inspection at Kenya facility (UCL), 
STR remains in good stead of procuring business with regulatory approved local 
manufacturing facility. STR continues to expand product portfolio in ARV as well as 
anti-malaria and transfer existing institutional business to UCL. The supplies from 
UCL are expected to commence from 2HFY18.  
 
STR maintains guidance of filing 15-20 ANDAs in FY18 
STR spent INR380m towards product development during the quarter. STR 
maintained its momentum of filing ANDAs with 6 filings in YTD. It maintained its 
guidance of filing 15-20 ANDAs in FY18. STR has about 68 cumulative ANDA filings till 
date. It received 8 new products (2 in 2QFY18), taking ANDAs pending for approval 
to 28. All approvals in the pipeline are under the time bound GDUFA regime.  
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Exhibit 5: Quarterly R&D spend to remain stable 

 
Source: MOSL, Company 

 
Other key highlights 
 STR’s flagship manufacturing facility at Bangalore which was inspected in May 

2017 has now received Establishment Inspection Report (EIR), closing form 483 
with 3 procedural observations issued earlier. 

 Universal Corp, Kenya a subsidiary of STR has received the GMP status for its 
Kenyan Facility from WHO. The company has initiated site transfer for its ARV 
portfolio to this facility and will participate in global donor funding & local 
government programs.  

 
Valuation and view 
We reduce our sales estimates for FY18/19/20 by 5.6%/4.7%/4.1% and PAT estimate 
by 12%/8.7%/8.9% to factor delay in key ANDA approvals, postponement of 
institutional anti-malaria tender business and increased cost associated with 
marketing spend in consumer healthcare segment.  
Accordingly, we revise our price target to INR1,201 (SOTP basis). We value STR on 
sum-of-the-parts (SOTP), valuing the pharma business at 18x FY19E earnings 
(industry average P/E multiple for midcap pharma) and Solara at an EV of 13x FY19E 
EBITDA to arrive at a price target of INR1,201.  
We continue to like STR on differentiated product pipeline for US market, consistent 
compliance track record, better than industry growth in Australia business and 
branded generics business in emerging market. Maintain Buy on the stock. 
. 

Exhibit 6: Key changes in estimates 

INR mn 
Old estimates New estimates Change (%) 

FY18E FY19E FY20E FY18E FY19E FY20E FY18E FY19E FY20E 

 43,898 54,479 62,414 41,455 51,927 59,855 (5.6) (4.7) (4.1) 
EBITDA 8,341 11,032 12,857 7,752 10,333 12,151 (7.1) (6.3) (5.5) 
EBITDA Margin (%) 19.0 20.3 20.6 18.7 19.9 20.3 

   PAT 4,236 6,687 8,225 3,729 6,103 7,490 (12.0) (8.7) (8.9) 
EPS (INR) 47.4 74.8 92.1 41.7 68.3 83.8 (12.0) (8.7) (8.9) 
TP 
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Source: MOSL 
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Exhibit 7: Revised SOTP based price target of INR1,201 
Particulars FY19E 
Valuation of Strides Pharma 
Strides Pharma PAT (INR m) 4,941 
PE multiple (x) 18 
Target Mkt Cap (INR m) 88,936 
Valuation of Solara 
API business EBITDA (INR m) 2,671 
EV/EBITDA multiple 13 
EV of API business 34,724 
Net Debt of API business (INR m) 4500 
Stake of Strides Pharma (%) 60 
Target Mkt Cap (INR m) 18,135 
Total target Mkt Cap (INR m) 107,071 
No. of shares 89.4 
Target Price (INR) 1,201 
% Upside 41.3 
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Financials and Valuations 
 

Consolidated - Income Statement           (INR Million) 
Y/E March FY14 FY15 FY16 FY17 FY18E FY19E FY20E 
Total Income from Operations 13,410 11,959 28,622 34,834 41,455 51,927 59,855 
    Change (%) 39.4 -10.8 139.3 21.7 19.0 25.3 15.3 
Raw Materials 7,147 5,605 15,023 15,362 18,199 22,640 25,977 
Employees Cost 1,572 1,721 3,577 5,881 6,882 8,464 9,696 
Other Expenses 2,457 2,345 5,882 7,163 8,623 10,489 12,031 
Total Expenditure 11,175 9,670 24,482 28,406 33,703 41,594 47,704 

% of Sales 83.3 80.9 85.5 81.5 81.3 80.1 79.7 
EBITDA 2,235 2,288 4,140 6,428 7,752 10,333 12,151 
    Margin (%) 16.7 19.1 14.5 18.5 18.7 19.9 20.3 
Depreciation 565 640 1,313 1,872 2,099 2,465 2,613 
EBIT 1,670 1,648 2,827 4,557 5,653 7,869 9,538 
Int. and Finance Charges 1,089 474 1,682 2,269 2,113 1,586 1,517 
Other Income 602 386 921 1,686 1,451 1,558 1,496 
PBT bef. EO Exp. 1,183 1,560 2,067 3,973 4,991 7,841 9,517 
EO Items -266 -74 -414 -1,006 -197 0 0 
PBT after EO Exp. 918 1,486 1,653 2,967 4,794 7,841 9,517 
Total Tax 409 532 425 470 759 1,242 1,507 
    Tax Rate (%) 44.5 35.8 25.7 15.8 15.8 15.8 15.8 
Minority Interest 6 -6 -88 458 472 496 521 
Reported PAT from Continuing Ops. -2,333 16 1,317 2,039 3,563 6,103 7,490 
Adj. PAT from Continuing Ops. 651 1,007 1,624 2,886 3,729 6,103 7,490 
    Change (%) 182.9 54.7 61.3 77.6 29.2 63.7 22.7 
    Margin (%) 4.9 8.4 5.7 8.3 9.0 11.8 12.5 
                
Consolidated - Balance Sheet           (INR Million) 
Y/E March FY14 FY15 FY16 FY17 FY18E FY19E FY20E 
Equity Share Capital 596 596 894 894 894 894 894 
Total Reserves 9,473 10,853 25,685 26,210 29,912 36,015 43,505 
Net Worth 10,068 11,449 26,579 27,104 30,806 36,910 44,399 
Minority Interest 757 187 502 1,640 1,640 1,640 1,640 
Total Loans 5,466 8,917 35,418 36,997 35,872 34,597 32,822 
Deferred Tax Liabilities 17 -54 -502 89 89 89 89 
Capital Employed 16,308 20,500 61,997 65,829 68,406 73,234 78,949 
Gross Block 8,039 9,437 18,987 22,233 28,954 31,163 32,558 
Less: Accum. Deprn. 3,528 3,792 1,468 2,771 4,870 7,334 9,947 
Net Fixed Assets 4,511 5,645 17,520 19,462 24,085 23,828 22,611 
Goodwill on Consolidation 1,034 1,368 9,267 9,670 9,670 9,670 9,670 
Capital WIP 995 1,712 8,149 7,802 2,040 984 805 
Total Investments 4,430 6,300 13,409 15,952 15,952 15,052 15,052 
Curr. Assets, Loans&Adv. 9,993 9,668 25,256 27,582 34,053 45,322 55,671 
Inventory 1,760 2,077 6,131 7,380 8,756 10,806 12,394 
Account Receivables 3,640 3,900 10,330 9,971 11,866 14,863 17,132 
Cash and Bank Balance 2,312 1,469 3,116 3,295 5,176 9,313 14,226 
Loans and Advances 2,281 2,223 5,679 6,936 8,255 10,340 11,918 
Curr. Liability & Prov. 4,655 4,194 11,605 14,638 17,393 21,622 24,859 
Account Payables 2,679 2,065 7,836 7,521 8,923 11,012 12,630 
Other Current Liabilities 879 1,268 2,943 5,986 7,124 8,924 10,286 
Provisions 1,098 861 826 1,131 1,346 1,686 1,943 
Net Current Assets 5,338 5,474 13,652 12,944 16,659 23,701 30,812 
Appl. of Funds 16,308 20,500 61,997 65,829 68,406 73,234 78,949 
E: MOSL Estimates        
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Financials and Valuations 
 

Ratios               
Y/E March FY14 FY15 FY16 FY17 FY18E FY19E FY20E 
Basic (INR)               
EPS 7.3 11.3 18.2 32.3 41.7 68.3 83.8 
Cash EPS 13.6 18.4 32.8 53.2 65.2 95.8 113.0 
BV/Share 112.6 128.0 297.2 303.1 344.5 412.8 496.5 
DPS 336.5 71.9 0.8 0.0 0.0 0.0 0.0 
Payout (%) -1,410.0 43,880.3 6.2 0.0 0.0 0.0 0.0 
Valuation (x)               
P/E   73.5 45.5 25.6 19.8 12.1 9.9 
Cash P/E   44.9 25.2 15.5 12.7 8.6 7.3 
P/BV   6.5 2.8 2.7 2.4 2.0 1.7 
EV/Sales   6.8 3.7 3.1 2.5 1.9 1.5 
EV/EBITDA   35.6 25.7 16.7 13.5 9.6 7.6 
Dividend Yield (%) 40.7 8.7 0.1 0.0 0.0 0.0 0.0 
FCF per share -82.3 -17.6 -32.7 -43.2 46.3 56.3 80.8 
Return Ratios (%)               
RoE 4.3 9.4 8.5 10.8 12.9 18.0 18.4 
RoCE 4.9 7.3 6.8 8.3 9.1 11.5 12.5 
RoIC 4.4 10.8 8.7 10.1 11.3 14.2 16.6 
Working Capital Ratios               
Fixed Asset Turnover (x) 1.7 1.3 1.5 1.6 1.4 1.7 1.8 
Asset Turnover (x) 0.8 0.6 0.5 0.5 0.6 0.7 0.8 
Inventory (Days) 48 63 78 77 77 76 76 
Debtor (Days) 99 119 132 104 104 104 104 
Creditor (Days) 73 63 100 79 79 77 77 
Leverage Ratio (x)               
Current Ratio 2.1 2.3 2.2 1.9 2.0 2.1 2.2 
Interest Cover Ratio 1.5 3.5 1.7 2.0 2.7 5.0 6.3 
Net Debt/Equity -0.1 0.1 0.7 0.7 0.5 0.3 0.1 
                
Consolidated - Cash Flow Statement            (INR Million) 
Y/E March FY14 FY15 FY16 FY17 FY18E FY19E FY20E 
OP/(Loss) before Tax 28,899 9,920 1,464 4,971 4,933 7,841 9,517 
Depreciation 1,539 640 1,520 1,987 2,099 2,465 2,613 
Interest & Finance Charges 1,835 163 998 1,521 662 28 21 
Direct Taxes Paid -1,259 -560 -770 -586 -759 -1,242 -1,507 
(Inc)/Dec in WC -2,607 -959 -3,417 -3,413 -1,835 -2,904 -2,198 
CF from Operations 28,407 9,205 -206 4,480 5,100 6,188 8,445 
Others -31,124 -8,371 938 -1,599 0 0 0 
CF from Operating incl EO -2,717 834 732 2,881 5,100 6,188 8,445 
(Inc)/Dec in FA -4,639 -2,406 -3,658 -6,746 -960 -1,152 -1,216 
Free Cash Flow -7,356 -1,572 -2,925 -3,865 4,140 5,036 7,229 
(Pur)/Sale of Investments 47,935 4,515 286 1,269 0 900 0 
Others -6,739 427 -25,153 -607 1,451 1,558 1,496 
CF from Investments 36,556 2,536 -28,525 -6,084 491 1,306 280 
Issue of Shares 259 31 12,264 165 0 0 0 
Inc/(Dec) in Debt 1,430 3,208 18,789 5,962 -1,125 -1,275 -1,775 
Interest Paid -2,192 -381 -1,347 -2,370 -2,113 -1,586 -1,517 
Dividend Paid -32,683 -7,070 -251 -376 0 0 0 
Others 0 0 -15 0 -472 -496 -521 
CF from Fin. Activity -33,185 -4,213 29,439 3,382 -3,710 -3,356 -3,812 
Inc/Dec of Cash 654 -843 1,647 179 1,881 4,137 4,913 
Opening Balance 1,657 2,312 1,469 3,116 3,295 5,176 9,313 
Closing Balance 2,312 1,469 3,116 3,295 5,176 9,313 14,226 
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