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CMP: | 603    Target: | 705 ( 17%)  Target Period: 12 months  

Aurobindo Pharma (AURPHA) 

 BUY 

June 21, 2019  

USFDA slaps warning letter on Unit XI… 

Aurobindo Pharma has received a warning letter from the USFDA for Unit 

XI, API manufacturing facility in Srikakulam district, Andhra Pradesh. This 

action follows the earlier inspection of the site by the USFDA and issuance 

of Form 483 with three observations in February 2019. Post inspection, 

USFDA had classified this plant as Official Action Indicated (OAI). Apart from 

Unit XI, the company has OAI status on Unit I (API facility) and Unit IX 

(Intermediate facility). Unit XI is the largest API plant of the company 

followed by Unit I. According to the management, there are just ~15 

dependent pending ANDAs from these sites for the next two years. As per 

management, ongoing Sartan impurity issues triggered the inspection. 

  

Exhibit 1: Exhibit 1: Plants with current adverse status from USFDA 

Unit Use Therapy USFDA Status

Unit I API CVS, CNS, Anti-Allergics, Non-Sterile OAI

Unit IX Intermediate Intermediate OAI

Unit XI API Non-Antibiotics Warning Letter

Unit III Formulations Non Antibiotics, ARVs/Orals 10 Observations 
 

Source: ICICI Direct Research, Bloomberg 

Valuation & Outlook 

As per the management, the issues are more or less similar for all three 

plants (Unit I, Unit IX, Unit XI). Hence, we cannot rule out the possibility of 

warning letters for the remaining plants. The issued warning letter is unlikely 

to impact the existing business. Looking at the observations, we do not 

expect an import alert for any of these three plants. However, future ANDAs 

that are dependent on these plants are likely to get delayed. Also, the 

regulatory and site transfer related costs are likely to put pressure on the 

company’s near term margins. The company is looking for site transfer as a 

precautionary measure. Despite this setback, we believe the company has 

one of the best resilient models among peers with a strong pipeline and low 

product concentration (top 25 products account for just 40% of US sales). 

Progress on the injectable launches front is also likely to remain intact, going 

ahead. We reduce FY20 EPS by 2% and FY21 EPS by 4% on the back of 

higher regulatory and other related costs and possible delay in some 

product launches. More than earnings, the impact will be higher on the 

sentiments. Accordingly, we reduce earnings multiple to 13x (from 15x) 

mainly due to regulatory overhang. We arrive at our new target price of  

| 705 based on 13x of FY21 EPS of 54.3. 

 

 

Key Financial Summary 

 (Year End March) FY18 FY19 FY20E FY21E CAGR (FY19-21E ) %

Revenues (| crore) 16499.8 19563.5 28020.3 30326.7 24.5

EBITDA (| crore) 3771.8 3843.2 5158.7 5632.9 21.1

EBITDA margins (%) 22.9 19.6 18.4 18.6

Net Profit (| crore) 2423.2 2452.8 2832.1 3158.7 13.5

EPS (|) 41.6 42.1 48.6 54.3

PE (x) 14.6 14.8 12.4 11.1

EV/EBITDA (%) 10.2 10.4 8.9 7.8

ROE (%) 20.7 17.7 17.1 16.2

ROCE (%) 20.0 15.9 14.7 15.1
 

Source: ICICI Direct Research; Company 

 

Particulars 
 

Particular Amount

Market Capitalisation | 36731 crore

Debt (FY19) | 6967 crore

Cash (FY19) | 1957 crore

EV | 41741 crore

52 week H/L (|) 838/565

Equity capital | 58.6 crore

Face value | 1
 

Price Chart 
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Financials  

Exhibit 2: Profit & Loss (| crore) 

(Year-end March) FY18 FY19 FY20E FY21E

Revenues 16,499.8 19,563.5 28,020.3 30,326.7

Growth (%) 9.3 18.6 43.2 8.2

Raw Material Expenses 6,752.7 8,712.7 12,580.1 13,374.5

Employee Expenses 2,130.8 2,584.9 3,642.6 4,018.3

Other Manufacturing Expenses 3,844.5 4,422.8 6,638.9 7,301.0

Total Operating Expenditure 12,728.1 15,720.3 22,861.6 24,693.8

EBITDA 3,771.8 3,843.2 5,158.7 5,632.9

Growth (%) 9.8 1.9 34.2 9.2

Interest 77.7 162.7 409.2 374.2

Depreciation 558.0 668.0 1,029.0 1,137.0

Other Income 102.0 166.1 55.0 89.4

PBT before Exceptional Items 3,238.0 3,178.7 3,775.6 4,211.0

Less: Forex & Exceptional Items 11.6 88.1 0.0 0.0

PBT 3,226.5 3,090.6 3,775.6 4,211.0

Total Tax 818.3 726.9 943.9 1,052.8

PAT before MI 2,408.2 2,363.8 2,831.7 3,158.3

Minority Interest -0.3 -0.3 -0.4 -0.4

PAT 2,411.6 2,364.7 2,832.1 3,158.7

Adjusted PAT 2,423.2 2,452.8 2,832.1 3,158.7

Growth (%) 7.0 1.2 15.5 11.5

EPS (Diluted) 41.4 40.6 48.6 54.3
 

Source: ICICI Direct Research 

 

Exhibit 3: Cash Flow Statement (| crore) 

(Year-end March) FY17 FY18 FY19 FY20E FY21E

Profit/(Loss) after taxation 2,488.8 2,364.7 2,832.1 3,158.7

Add: Depreciation & Amortization 558.0 668.0 1,029.0 1,137.0

Net Increase in Current Assets -1,847.6 -2,481.1 -4,826.8 -1,493.2

Net Increase in Current Liabilities 778.6 893.9 1,363.5 538.4

CF from operating activities 1,954.8 1,608.1 807.0 3,715.2

(Purchase)/Sale of Fixed Assets -1,906.5 -2,669.2 -6,175.0 -1,000.0

(Inc)/dec in Investments -67.8 -48.7 0.0 0.0

Others 97.3 -56.9 -24.3 -13.2

CF from investing activities -1,877.0 -2,774.7 -6,199.3 -1,013.2

Issue of Equity Shares 0.2 0.0 0.0 0.0

Inc / (Dec) in Debt 1,202.2 2,197.2 4,725.0 -1,000.0

Dividend & Dividend Tax -264.1 -172.3 -206.4 -230.2

others -74.2 -162.7 -409.2 -374.2

CF from financing activities 864.2 1,862.2 4,109.4 -1,604.4

Net Cash flow 942.0 695.6 -1,282.9 1,097.5

Opening Cash 319.6 1,261.6 1,957.2 674.3

Closing Cash 1,261.6 1,957.2 674.3 1,771.8

Free Cash Flow 48.3 -1,061.1 -5,368.0 2,715.2
 

Source: ICICI Direct Research 

 

Exhibit 4: Balance Sheet (| crore) 

(Year-end March) FY18 FY19 FY20E FY21E

Equity Capital 58.6 58.6 58.6 58.6

Reserve and Surplus 11,621.8 13,832.2 16,457.9 19,386.4

Total Shareholders funds 11,680.4 13,890.8 16,516.5 19,445.0

Total Debt 4,769.9 6,967.1 11,692.1 10,692.1

Deferred Tax Liability 235.3 281.3 309.4 340.4

Minority Interest 1.8 2.0 2.3 2.6

Long term Provisions 55.9 46.5 52.1 58.4

Other Non Current Liabilities 0 11.3 0 0

Source of Funds 16,743.3 21,199.1 28,572.4 30,538.4

Gross Block - Fixed Assets 7,078.2 9,662.0 15,237.0 16,837.0

Accumulated Depreciation 1,374.1 2,019.7 3,048.6 4,185.6

Net Block 5,704.1 7,642.3 12,188.4 12,651.4

Capital WIP 1,583.0 1,668.5 2,268.5 1,668.5

Net Fixed Assets 7,287.2 9,310.8 14,456.8 14,319.8

Goodwill on Consolidation 816.6 832.5 832.5 832.5

Investments 311.5 360.2 360.2 360.2

Inventory 5,858.4 7,245.6 10,377.7 11,231.9

Cash 1,261.6 1,957.2 674.3 1,771.8

Debtors 3,084.4 3,413.8 4,889.5 5,291.9

Loans & Advances & Other CA 1,983.4 2,747.9 2,966.9 3,203.5

Total Current Assets 12,187.8 15,364.5 18,908.4 21,499.1

Creditors 2,627.4 2,677.1 3,834.4 4,150.0

Provisions & Other CL 1,734.4 2,578.6 2,784.9 3,007.7

Total Current Liabilities 4,361.9 5,255.8 6,619.3 7,157.7

Net Current Assets 7,825.9 10,108.7 12,289.1 14,341.4

LT L& A, Other Assets 343.3 403.6 435.8 470.7

Deferred Tax Assets 158.8 183.3 198.0 213.8

Application of Funds 16,743.3 21,199.1 28,572.5 30,538.5
 

Source: ICICI Direct Research 

 

Exhibit 5: Key Ratios (| crore) 

(Year-end March) FY17 FY18 FY19 FY20E FY21E

Per share data (|)

Adjusted EPS (Diluted) 41.6 42.1 48.6 54.3

BV per share 200.6 238.6 283.7 334.0

Dividend per share 3.0 3.0 3.5 4.0

Cash Per Share 21.7 33.6 11.6 30.4

Operating Ratios (%)

Gross Profit Margins 59.1 55.5 55.1 55.9

EBITDA margins 22.9 19.6 18.4 18.6

Net Profit margins 14.7 12.5 10.1 10.4

Inventory days 129.6 135.2 135.2 135.2

Debtor days 68.2 63.7 63.7 63.7

Creditor days 58.1 49.9 49.9 49.9

Asset Turnover 2.6 2.2 2.0 1.9

EBITDA Conversion Rate 51.8 41.8 15.6 66.0

Return Ratios (%)

RoE 20.7 17.7 17.1 16.2

RoCE 20.0 15.9 14.7 15.1

RoIC 23.8 18.5 16.4 16.9

Valuation Ratios (x)

P/E 14.6 14.8 12.4 11.1

EV / EBITDA 10.2 10.4 8.9 7.8

EV / Net Sales 2.3 2.0 1.6 1.4

Market Cap / Sales 2.1 1.8 1.3 1.2

Price to Book Value 3.0 2.5 2.1 1.8

Solvency Ratios

Debt / Equity 0.4 0.5 0.7 0.5

Debt / EBITDA 1.3 1.8 2.3 1.9

Current Ratio 2.5 2.6 2.8 2.8
 

Source: ICICI Direct Research 
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RATING RATIONALE 

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its 

stocks according to their notional target price vs. current market price and then categorises them as Buy, Hold, 

Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined as 

the analysts' valuation for a stock 

 

Buy: >15%; 

Hold: -5% to 15%; 

Reduce: -5% to -15%; 

Sell: <-15% 

 

 

Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com 

  

ICICI Direct Research Desk, 

ICICI Securities Limited, 

1st Floor, Akruti Trade Centre, 

Road No 7, MIDC, 

Andheri (East) 

Mumbai – 400 093 

 

 research@icicidirect.com  
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We /I, Siddhant Khandekar, Inter CA, Mitesh Shah, MS (Finance), CFA (ICFAI), Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research 

report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific 

recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report 

in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report. 

Terms & conditions and other disclosures: 

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI 

Securities Limited is a SEBI registered Research Analyst with SEBI Registration Number – INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI 

Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, 

general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com  

 

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment 

banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons 

reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.  

 

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing 

on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical 

Research Reports. 

 

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.  

 

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions 

expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Research. 

 

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly 

confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or 

reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no 

obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate 

that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where 

ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.  

 

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness 

guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe 

for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat 

recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy 

is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own 

investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent 

judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign 

exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily 

a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ 

materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.  

 

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other 

assignment in the past twelve months.  

 

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report 

for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or 

specific transaction.  

 

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did 

not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI 

Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.  

 

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.  

 

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day 

of the month preceding the publication of the research report.  

 

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject 
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ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.  

 

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.  
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