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India Financials

Margin-cost based lending — a breather for banks

To improve transmission of policy rates, the RBI has moved towards a new
base rate formula, directing banks to price advances based on marginal
cost of funds. The guidelines will be applicable on all loans sanctioned and
renewed from Apr’16, unlike the draft guidelines which covered the entire
loan book. Banks can publish base rates for different tenor loans and
charge atenor premium, thus reducing the margin impact amid a falling
interest rate scenario. Banks can also reset their base rate up to one year.

The final guidelines are clearly diluted than the draft guidelines with lower
margin impact for all corporate lenders like AXSB and ICICIBC, and PSBs.

®» Applicable on incremental/renewed loans: The RBI has asked banks to price all
new loans sanctioned or renewed from Apr’16 based on the Marginal Cost of Funds
based Lending Rate (MCLR). Since these guidelines are applicable only on
incremental loans, it will reduce the impact on bank margins. The central bank has
also given an option to existing borrowers (currently linked to the base rate) to
continue till repayment/renewal of loans or migrate to MCLR — a move which
should also cushion bank margins.

®» Introduction of tenor premium: The RBI has introduced tenor premium — a new
component to be linked to the MCLR. Banks would have to publish their benchmark
rates for multiple tenor loans ranging from overnight to one year on a monthly
basis. This will allow them to charge higher-tenor premium to loans with a longer
repayment period, reducing the volatility and impact on margins in a declining
interest rate scenario.

®» Clause to reset base rate up to one year: Banks have been given an option to offer
floating loans with reset dates linked either to the loan sanction date or the date of
MCLR review. Banks can reset their base rate for a maximum up to one year.
Irrespective of the changes in the benchmark during the interim period, the same
MCLR will be applicable till the next reset date. In our view, banks may classify
certain loans towards the one-year reset period to reduce the margin impact. Since
there is a lead-lag effect between re-pricing of deposits and loans, the longer the
reset period, the lesser will be the margin impact.

®» Positive for corporate lenders: These guidelines are clearly less stringent than the
draft guidelines released in September, with only half the margin impact for
corporate lenders. We think the guidelines should benefit the private banks such as
AXSB and ICICIBC as well as PSU banks. In our view, the NIM impact for SBIN will be
closer to 10bps-15bps as against 20bps-25bps estimated earlier. In contrast, retail-
centric banks like HDFCB, KMB and 1IB, which have fixed loans as high as ~50-70%,
should see negligible margin impact.

Click here for the full report.
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Average maturity of deposits and

advances as on FY15

Banks

Deposits Advances

Private sector banks

Axis Bank 2.7 3.3
HDFC Bank 2.4 1.8
ICICI Bank 2.8 2.4
Indusind Bank 21 1.9
YES Bank 14 2.0
Kotak Bank 1.0 2.2
Average 2.1 2.2
Public sector banks

SBI 2.3 1.9
Bank of Baroda 1.6 1.6
PNB 2.2 1.9
Bank of India 1.7 1.4
Canara Bank 13 2.0
Union Bank 2.8 1.9
Average 2.0 1.8
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ARBP IN

Approval streak continues

ARBP has received the USFDA’s nod for gSolu-Medrol (methylprednisolone
sodium succinate injection; market size: US$ 102mn as per MAT Oct’15) and
glmodium A-D tablets (Loperamide Hcl; market size: US$ 9.7mn). We believe

the gMedrol launch can be a substantive one, adding US$ 15mn-20mn p.a.
to revenues. With 33 approvals in FY16 YTD (including 2 tentatives), ARBP
continues to defy the general industry trend of slower approvals. The stock
is our top mid-cap pick — maintain BUY with a Sep’16 TP of Rs 935.

®» gMedrol can add US$ 15mn-20mn annually to revenues: Currently, two generics of
Medrol — Fresenius Kabi and Mustafa Nevsat — are available in the market while a
few others (Bedford, Abraxis, Watson, Teva) have been discontinued for various
reasons. If current market dynamics prevail, gMedrol can add USS 15mn-20mn
annually to ARBP’s sales, assuming 30% incremental price erosion and
20-25% market share. Having said that, we believe ARBP’s launch of gMedrol is
likely to be delayed by a couple of months, given the ongoing expansion at its unit
IV, and the actual impact should be visible from FY17 onwards.

®» Approval streak continues: ARBP’s tally of 33 approvals in FY16 YTD is the highest
amongst Indian generics. In fact, the last few approvals have relatively better
market dynamics (at least six approvals over the last six months have <4 players and
a market size between USS 100mn and USS$ 400mn). Also, approval for gAbilify is
substantial given the large market size of USS 7.3bn (Fig 1).

®» US segment to drive business momentum: On a high base, we expect the US
business to grow at a 22.7% CAGR over FY15-FY18 led by (a) a rising share of complex
generics in the product mix, (b) a large ANDA pipeline (168 pending ANDAs), (c) strong
growth in injectables/controlled substances, and (d) OTC penetration through the
Natrol acquisition. Favourable market dynamics in some of the recent approvals can
lead to healthy growth upside in our estimates.

Financial Highlights

Y/E 31 Mar FY14A  FY15A  FY16E  FY17E  FY18E
Revenue (INR min) 80,873 121,205 149,369 169,347 187,429
EBITDA (INR min) 21,195 25636 33404 39,411 45,491
Adjusted net profit (INR min) 11,729 15,758 20277 25193 29,395
Adjusted EPS (INR) 20.1 27.0 34.8 43.2 50.4
Adjusted EPS growth (%) 299.1 34.4 28.7 24.2 16.7
DPS (INR) 1.5 05 1.0 1.0 1.0
ROIC (%) 20.9 19.6 21.2 216 225
Adjusted ROAE (%) 36.9 34.9 32.3 29.7 26.4
Adjusted P/E (x) 40.8 30.4 23.6 19.0 16.3
EV/EBITDA (x) 21.1 17.3 13.2 11.2 9.9
P/BV (x) 12.8 9.0 6.6 4.9 3.8

Source: Company, Bloomberg, RCML Research

Click here for the full report.
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Per Share Data

Y/E 31 Mar (INR) FY14A FY15A FY16E FY17E FY18E
Reported EPS 20.1 27.0 34.8 43.2 50.4
Adjusted EPS 20.1 27.0 34.8 43.2 50.4
DPS 1.5 0.5 1.0 1.0 1.0
BVPS 64.3 90.8 124.4 166.5 215.7

Valuation Ratios

Y/E 31 Mar (x) FY14A FY15A FY16E FY17E FY18E
EV/Sales 5.5 3.7 29 2.6 24
EV/EBITDA 211 17.3 13.2 1.2 9.9
Adjusted P/E 40.8 30.4 23.6 19.0 16.3
P/BV 12.8 9.0 6.6 4.9 3.8

Financial Ratios

Y/E 31 Mar FY14A FY15A FY16E FY17E FY18E
Profitability & Return Ratios (%)

EBITDA margin 26.2 21.2 22.4 23.3 24.3
EBIT margin 223 18.4 19.1 20.0 20.9
Adjusted profit margin 14.5 13.0 13.6 14.9 15.7
Adjusted ROAE 36.9 34.9 32.3 29.7 26.4
ROCE 20.3 18.9 20.7 211 21.0
YoY Growth (%)

Revenue 39.9 49.9 23.2 13.4 10.7
EBITDA 170.0 21.0 30.3 18.0 15.4
Adjusted EPS 299.1 34.4 28.7 242 16.7
Invested capital 26.2 25.0 20.3 12.8 9.6
Working Capital & Liquidity Ratios

Receivables (days) 96 93 96 99 100
Inventory (days) 97 90 97 99 100
Payables (days) 71 65 72 76 79
Current ratio (x) 1.5 1.6 1.8 2.2 2.7
Quick ratio (x) 0.0 0.1 0.0 0.1 0.3
Turnover & Leverage Ratios (x)

Gross asset turnover 2.0 2.5 24 24 23
Total asset turnover 1.0 1.1 1.1 1.1 1.0
Net interest coverage ratio 25.3 35.3 52.2 143.7 0.0
Adjusted debt/equity 1.0 0.7 0.5 0.3 0.1

DuPont Analysis

Y/E 31 Mar (%) FY14A FY15A FY16E FY17E FY18E
Tax burden (Net income/PBT) 76.5 72.7 75.2 751 751
Interest burden (PBT/EBIT) 84.8 97.2 94.6 99.3 100.0
EBIT margin (EBIT/Revenue) 223 18.4 19.1 20.0 20.9
Asset turnover (Revenue/Avg TA) 98.1 111.3 110.4 108.6 104.6
Leverage (Avg TA/Avg equities) 259.5 240.9 215.7 184.0 160.9
Adjusted ROAE 36.9 34.9 32.3 29.7 26.4
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Income Statement

Y/E 31 Mar (INR min) FY14A FY15A FY16E FY17E FY18E
Total revenue 80,873 121,205 149,369 169,347 187,429
EBITDA 21,195 25,636 33,404 39,411 45,491
EBIT 18,070 22,310 28,522 33,799 39,148
Net interest income/(expenses) (714) (632) (546) (235) 19
Other income/(expenses) 0 0 0 0 0
Exceptional items 0 0 0 0 0
EBT 15,325 21,679 26,976 33,564 39,167
Income taxes (3,635) (5,966) (6,744) (8,391) (9,792)
Extraordinary items 0 0 0 0 0
Min. int./Inc. from associates 38 45 45 20 20
Reported net profit 11,729 15,758 20,277 25,193 29,395
Adjustments 0 0 0 0 0
Adjusted net profit 11,729 15,758 20,277 25,193 29,395

Balance Sheet

Y/E 31 Mar (INR min) FY14A FY15A FY16E FY17E FY18E
Accounts payables 13,512 20,588 25,372 28,766 32,351
Other current liabilities 2,525 7,525 7,525 7,525 7,525
Provisions 1,358 1,101 1,440 1,440 1,440
Debt funds 37,691 42,626 38,546 31,466 24,886
Other liabilities 0 0 0 0 0
Equity capital 291 292 583 583 583
Reserves & surplus 37,210 52,627 71,934 96,448 125,163
Shareholders' fund 37,501 52,919 72,517 97,030 125,745
Total liabilities and equities 92,844 124,971 145,566 166,374 192,076
Cash and cash eq. 1,786 3,746 619 3,929 14,137
Accounts receivables 26,366 35,199 42,969 48,716 53,918
Inventories 23,675 36,196 42,969 48,716 53,918
Other current assets 12,375 9,962 14,323 16,239 17,973
Investments 198 198 198 198 198
Net fixed assets 27,217 38,943 44,060 48,448 52,106
CWIP 3,097 2,597 2,297 1,997 1,697
Intangible assets 0 0 0 0 0
Deferred tax assets, net (2,054) (2,054) (2,054) (2,054) (2,054)
Other assets 184 184 184 184 184
Total assets 92,844 124,971 145,566 166,374 192,076

Cash Flow Statement

Y/E 31 Mar (INR min) FY14A FY15A FY16E FY17E FY18E
Net income + Depreciation 14,854 19,084 25,159 30,805 35,738
Interest expenses 714 632 546 235 (19)
Non-cash adjustments 2,031 0 0 0 0
Changes in working capital (10,591) (6,865) (14,121) (10,016) (8,552)
Other operating cash flows (544) (48) (45) (20) (20)
Cash flow from operations 6,463 12,803 12,540 21,004 27,147
Capital expenditures (3,741) (14,552) (9,700) (9,700) (9,700)
Change in investments (4,483) 0 0 0 0
Other investing cash flows 36 808 572 646 716
Cash flow from investing (8,187) (13,744) (9,128) (9,054) (8,984)
Equities issued 35 0 0 0 0
Debt raised/repaid 2,675 4,935 (4,080) (7,080) (6,580)
Interest expenses (1,071) (1,439) (1,118) (881) (697)
Dividends paid (596) (597) (340) (679) (679)
Other financing cash flows 383 0 0 0 0
Cash flow from financing 1,426 2,899 (5,538) (8,640) (7,956)
Changes in cash and cash eq (299) 1,957 (2,126) 3,310 10,207
Closing cash and cash eq 1,786 3,746 619 3,929 14,136
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Important Disclosures

This report was prepared, approved, published and distributed by a Religare Capital Markets (‘RCM”)
group company located outside of the United States (a “non-US Group Company”). This report is
distributed in the U.S. by Enclave Capital LLC (“Enclave Capital”), a U.S. registered broker dealer, on
behalf of RCM only to major U.S. institutional investors (as defined in Rule 15a-6 under the U.S.
Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and
any transaction effected by a U.S. customer in the securities described in this report must be effected
through Enclave Capital. Neither the report nor any analyst who prepared or approved the report is
subject to U.S. legal requirements or the Financial Industry Regulatory Authority, Inc. (‘FINRA") or
other regulatory requirements pertaining to research reports or research analysts. No non-US Group
Company is registered as a broker-dealer under the Exchange Act or is a member of the Financial
Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization.

Subject to any applicable laws and regulations at any given time, non-US Group Companies, their
affiliates or companies or individuals connected with RCM (together, “Connected Companies”) may
make investment decisions that are inconsistent with the recommendations or views expressed in this
report and may have long or short positions in, may from time to time purchase or sell (as principal or
agent) or have a material interest in any of the securities mentioned or related securities or may have
or have had a business or financial relationship with, or may provide or have provided investment
banking, capital markets and/or other services to, the entities referred to herein, their advisors and/or
any other connected parties. As a result, recipients of this report should be aware that Connected
Companies may have a conflict of interest that could affect the objectivity of this report.

This report is only for distribution to investment professionals and institutional investors.

Analyst Certification

Each of the analysts identified in this report certifies, with respect to the companies or securities that
the individual analyses, that (1) the views expressed in this report reflect his or her personal views
about all of the subject companies and securities and (2) no part of his or her compensation was, is
or will be directly or indirectly dependent on the specific recommendations or views expressed in this
report.

Analysts and strategists are paid in part by reference to the profitability of RCM.

Stock Ratings are defined as follows

Recommendation Interpretation (Recommendation structure changed with effect from March 1, 2009)

Recommendation Expected absolute returns (%) over 12 months
Buy More than 15%

Hold Between 15% and -5%

Sell Less than -5%

Expected absolute returns are based on the share price at market close unless otherwise stated.
Stock recommendations are based on absolute upside (downside) and have a 12-month horizon. Our
target price represents the fair value of the stock based upon the analyst's discretion. We note that
future price fluctuations could lead to a temporary mismatch between upside/downside for a stock
and our recommendation.

Stock Ratings Distribution

As of 1 December 2015, out of 175 rated stocks in the RCM coverage universe, 107 have BUY
ratings (including 5 that have been investment banking clients in the last 12 months), 53 are rated
HOLD and 15 are rated SELL.

Research Conflict Management Policy

RCM research has been published in accordance with our conflict management policy, which is
available here.

Disclaimers

This report is not directed to, 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 or regulation or which would
subject RCM to any registration or licensing requirement within such jurisdiction(s). This report is
strictly confidential and is being furnished to you solely for your information. All material presented in
this report, unless specifically indicated otherwise, is under copyright to RCM. None of the material,
its content, or any copy of such material or content, may be altered in any way, transmitted, copied or
reproduced (in whole or in part) or redistributed in any form to any other party, without the prior
express written permission of RCM. All trademarks, service marks and logos used in this report are
trademarks or service marks or registered trademarks or service marks of RCM or its affiliates, unless
specifically mentioned otherwise.

The information, tools and material presented in this report are provided to you for information
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or
to buy or subscribe for securities or other financial instruments. RCM has not taken any steps to
ensure that the securities referred to in this report are suitable for any particular investor. RCM will
not treat recipients as its customers by virtue of their receiving the report. The investments or
services contained or referred to in this report may not be suitable for you and it is recommended that
you consult an independent investment advisor if you are in doubt about such investments or
investment services. In addition, nothing in this report constitutes investment, legal, accounting or tax
advice or a representation that any investment or strategy is suitable or appropriate to your individual
circumstances or otherwise constitutes a personal recommendation to you.
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Information and opinions presented in this report were obtained or derived from sources that RCM
believes to be reliable, but RCM makes no representations or warranty, express or implied, as to their
accuracy or completeness or correctness. RCM accepts no liability for loss arising from the use of the
material presented in this report, except that this exclusion of liability does not apply to the extent that
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on expected absolute return over a 12-month period as defined in the disclosure section. Because
trading calls and stock ratings reflect different assumptions and analytical methods, trading calls may
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Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect a judgment of its original date of publication by
RCM and are subject to change without notice. The price, value of and income from any of the
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securities and financial instruments is subject to exchange rate fluctuation that may have a positive or
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this risk.
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research as only a single factor in making their investment decision.

Any reference to a third party research material or any other report contained in this report represents
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and RCM, its officers, employees do not accept any liability or responsibility whatsoever with respect
to its accuracy or correctness and RCM has included such reports or made reference to such reports
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to RCM’s own website material) is provided solely for your convenience and information and the
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Religare Capital Markets Limited (“RCML") is engaged in the business of Institutional Stock Broking
and Investment Banking. RCML is a member of the National Stock Exchange of India Limited and
BSE Limited and is also a SEBI-registered Merchant Banker. RCML is a subsidiary of Religare
Enterprises Limited which has its various subsidiaries engaged in the businesses of commodity
broking, stock broking, lending, asset management, life insurance, health insurance, wealth
management, portfolio management, etc. RCML has set up subsidiaries in Singapore, Hong Kong
and Sri Lanka to render stock broking and investment banking services in respective jurisdictions.

RCML's activities were neither suspended nor has it defaulted with any stock exchange authority with
whom it has been registered in the last five years. RCML has not been debarred from doing business
by any Stock Exchange / SEBI or any other authority. No disciplinary action has been taken by any
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RCML or its research analyst or his/her relatives do not have any financial interest in the subject
company.

RCML or its research analyst or his/her relatives do not have actual/beneficial ownership of one per

cent or more securities in the subject company at the end of the month immediately preceding the
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Research analyst or his/her relatives do not have any material conflict of interest at the time of RCML may from time to time solicit or perform investment banking services for the company(ies)
publication of this report. mentioned in this report.
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