Global Markets Research

Ajanta Pharma

India | Pharmaceuticals | Result Update

ElaraCapital

Minor misses

Ajanta Pharma’s (AJP IN) Q3FY25 revenue, EBITDA and PAT came in 8-11% below our
estimates. Lumpiness in the Africa branded business and erosion in the anti-malarial
tender business in Africa were the reasons for the miss. India business did well with
growth at 12% YoY. Growth in the US business remained in low single-digit as guided
earlier. EBITDA margin has stabilized at ~28%. Expect gradual improvement hereon.
We lower our FY25E-27E core earnings estimates by 4-7%. So, we lower our TP from
INR 3,209 to INR 2,930. With low-teen growth in the branded businesses and pick up in
US business growth next year, AJP could remain a steady compounder — Retain
Accumulate.

Lumpiness in branded business: The branded business in Africa grew 12% YoY (in
EURO), but was down 17-20% versus Q1 and Q2 levels. The management attributed this
to the lumpiness associated with the complicated logistics involved in the distribution
in that market. The underlying retail sales remain smooth. Asia branded business grew
11% YoY, broadly as expected. In the medium term, we expect growth to average to low
double-digits in constant currency in both the businesses.

Political concerns over the malaria tender business: Revenue from anti-malarial
tender business in Africa declined 62% YoY to USD 4mn in Q3FY25. Uncertainties
around the new political administration in the US have casted clouds over the funding
for these procurement tenders. To that extent, the future of this business is uncertain.

Domestic business recovers; entering new segments: The growth in the domestic
business at 12% came in as expected, recovering from the low 8.7% growth in Q2. AJP
outperformed the overall market. We continue to believe that AJP can grow faster than
the market, led by its superior specialty portfolio. AJP has entered two new therapeutic
segments — Gynaecology and Nephrology — in the domestic market, hiring ~200 sales
representatives.

US to pick up in FY26: US revenue was up ~3% YoY. The management has guided for
pick-up in launch momentum and consequent growth pick-up in FY26. The launches
in FY26 could include 2-3 limited competition products.

Retain Accumulate with a lower TP of INR 2,930: We lower our FY25E-27E core
earnings estimates by 4-7%. AJP trades at 33.2x FY26E core P/E. We lower our TP from
INR 3,209 to INR 2,930, which is 33x FY27E core P/E plus cash per share — Retain
Accumulate.

Geopolitical disruptions to the business and a spike in raw material and freight costs
are key risks to our call. Continued muted growth in the domestic market could also be
arisk.

Key Financials

YE March FY23 FY24 FY25E FY26E FY27E
Revenue (INR mn) 37,426 42,087 46,101 51,390 57,132
YoY (%) 12.0 12.5 9.5 11.5 11.2
EBITDA (INR mn) 8,021 11,719 12,929 14,574 16,372
EBITDA margin (%) 21.4 27.8 28.0 28.4 28.7
Adj PAT (INR mn) 5,880 8,162 9,141 10,369 11,525
YoY (%) (17.5) 38.8 12.0 13.4 11.1
Fully DEPS (INR) 45.8 64.8 73.2 83.0 92.2
RoE (%) 18.0 24.1 25.6 29.1 29.0
RoCE (%) 20.6 30.6 32.3 36.8 37.3
P/E (x) 58.4 41.3 36.5 32.2 29.0
EV/EBITDA (x) 41.0 28.0 25.4 22,5 20.1

Note: Pricing as on 30 January 2025; Source: Company, Elara Securities Estimate
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Financials (YE March)

Income Statement (INR mn) FY23 FY24 FY25E FY26E FY27E
Net Revenues 37,426 42,087 46,101 51,390 57,132
EBITDA 8,021 11,719 12,929 14,574 16,372
Add:- Non operating Income 798 846 722 722 722
OPBIDTA 8,819 12,565 13,652 15,296 17,094
Less :- Depreciation & Amortization 1,308 1,354 1,403 1,446 1,521
EBIT 7,511 11,211 12,248 13,850 15,573
Less:- Interest Expenses 58 72 207 207 207
PBT 7,453 11,139 12,042 13,643 15,366
Less :- Taxes 1,573 2,978 2,900 3,274 3,842
Reported PAT 5,880 8,162 9,141 10,369 11,525
Adjusted PAT 5,880 8,162 9,141 10,369 11,525
Balance Sheet (INR mn) FY23 FY24 FY25E FY26E FY27E
Shareholder's Equity 33,880 35,674 35,660 39,785 45,065
Borrowings 14 15 15 15 15
Other Non-current Liabilities 1,505 1,753 1,753 1,753 1,753
Total Liabilities 35,399 37,441 37,428 41,553 46,833
Net Fixed Assets 16,173 16,406 16,903 17,831 19,279
Intangibles and Goodwill 886 951 951 951 951
Investments 251 186 186 186 186
Cash and Cash Equivalents 8,412 4,608 2,250 3,610 5,447
Net Working Capital 8,449 13,758 15,607 17,442 19,438
Other Non-current Assets 1,228 1,533 1,533 1,533 1,533
Total Assets 35,399 37,441 37,428 41,553 46,833
Cash Flow Statement (INR mn) FY23 FY24 FY25E FY26E FY27E
Cash profit adjusted for non cash items 7,253 8,848 10,029 11,299 12,530
Add/Less : Working Capital Changes 665 (998) (1,848) (1,836) (1,996)
Operating Cash Flow 7,918 7,851 8,181 9,464 10,534
Less:- Capex (1,649) (1,390) (1,900) (2,375) (2,969)
Free Cash Flow 6,268 6,460 6,281 7,089 7,565
Financing Cash Flow (1,193) (10,264) (8,639) (5,729) (5,729)
Net change in Cash 5,075 (3,804) (2,358) 1,360 1,837
Ratio Analysis FY23 FY24 FY25E FY26E FY27E
Income Statement Ratios (%)

Revenue Growth 12.0 12.5 9.5 11.5 11.2
EBITDA Growth (13.7) 46.1 10.3 12.7 12.3
PAT Growth (17.5) 38.8 12.0 13.4 11.1
EBITDA Margin 21.4 27.8 28.0 28.4 28.7
Net Margin 15.7 19.4 19.8 20.2 20.2
Return & Liquidity Ratios

Net Debt/Equity (x) (0.2) (0.1) (0.1) (0.1) (0.2)
ROE (%) 18.0 24.1 25.6 29.1 29.0
ROCE (%) 20.6 30.6 32.3 36.8 37.3
Per Share data & Valuation Ratios

Diluted EPS (INR/Share) 45.8 64.8 73.2 83.0 92.2
EPS Growth (%) (17.5) 41.5 12.9 13.4 11.1
DPS (INR/Share) 7.0 51.0 50.0 50.0 50.0
P/E Ratio (x) 58.4 41.3 36.5 32.2 29.0
EV/EBITDA (x) 41.0 28.0 25.4 22.5 20.1
EV/Sales (x) 8.8 7.8 7.1 6.4 5.7
Price/Book (x) 9.9 9.4 9.4 8.5 7.5
Dividend Yield (%) 0.3 1.9 1.9 1.9 1.9

Note: Pricing as on 30 January 2025; Source: Company, Elara Securities Estimate
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Quarterly financials
YE Mar (INR mn) Q3FY25 Q3FY24 YoY(%) Q2FY25 QoQ (%) FY24 FY23 YoY(%)
Net sales 11,461 11,052 3.7 11,866 (3.4) 42,087 37,426 12.5
Gross profit 8,883 8,110 9.5 9,250 (4.0 31,421 26,922 16.7
Gross margins (%) 77.5 73.4 412.4 77.9 (44.2) 74.7 71.9 272.4
EBITDA 3,208 3,141 2.2 3,368 4.7) 11,719 8,021 46.1
EBITDA margins (%) 28.0 28.4 (42.6) 28.4 (39.2) 27.8 21.4 641.6
Other income 304 136 124.0 (62) (593.4) 846 798 6.0
Interest 79 25 217.7 60 31.4 72 58 23.5
Depreciation 360 343 5.0 344 4.6 1,354 1,308 3.5
PBT 3,074 2,909 5.7 2,902 5.9 11,139 7,453 49.5
Tax 745 809 (7.9) 738 1.0 2,978 1,573 89.3
Tax rate (%) 24.2 27.8 (356.3) 25.4 (117.4) 26.7 211 562.8
PAT 2,329 2,100 10.9 2,165 7.6 8,162 5,880 38.8
Adjusted net income 2,329 2,100 10.9 2,165 7.6 7,542 5,250 43.7
NPM (%) 20.3 19.0 131.4 18.2 207.6 17.9 14.0 389.2
Source: Company, Elara Securities Research
Exhibit 1: Valuations
(INR) FY23 FY24 FY25E FY26E FY27E
Core EPS 40.9 59.9 68.8 78.6 87.9
Core EPS growth (%) (15.6) 46.4 14.9 14.3 11.8
Cash per share 65.5 36.6 18.0 28.9 43.6
Current core P/E (x) 64.5 44.1 38.4 33.6 30.0
Core ROIC (%) 22.9 40.7 37.1 39.3 41.0

Source: Company, Elara Securities Estimate
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Revenue from operations reached INR 11.5bn in Q3FY25, reflecting a 4% increase from INR 11.1bn
in Q3FY24.

Gross margin improved by 200bps to 77% over nine months, driven by a higher contribution from
the branded generics segment.

Personnel costs in Q3 amounted to INR 2.65bn, marking a 15% increase due to the expansion of
medical representatives in India.

EBITDA stood at INR 3.21bn, up 2% from INR 3.1bn, with an EBITDA margin of 28% for the quarter.

R&D expenses for the quarter were INR 530mn, compared with INR 520mn in Q3FY24,
representing 5% of revenue.

Cashflow from operations (CFO) reached INR 9.85bn, with an EBITDA to CFO conversion of 102%
for 9MFY25.

Free cashflow (FCF) for 9MFY25 amounted to INR 6.8bn, with an FCF to PAT conversion of 97%.
ROCE stood at 35%, while RONW was at 26%.

Branded generics accounted for 74% of total sales, generating INR 8.3bn in revenue with 10%
growth during the quarter.

The branded generics business contributed 44% to sales in Asia and Africa.

The quarter included a forex loss of INR 140mn under other expenses, while other income
comprised a forex gain of INR 180mn.

Capex for 9IMFY25 totaled INR 1.8bn.

Inventory levels stood at 71 days, compared with 73 days previously, while trade receivables
improved to 86 days from 109 days, and payables decreased to 66 days from 85 days.
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India business

»  Regional sales reached INR 3.45bn in Q3FY25, reflecting a 12% increase from INR 3.1bn in Q3FY24.

»  According to IQVIA MAT December 2024, AJP grew by 11%, outpacing the IPM growth rate of 8%,
primarily driven by volume expansion. Therapeutic segment growth was as follows: Cardiology
at 11% (versus segment growth of 12%), Ophthalmology at 6% (versus 4%), Dermatology at 16%
(versus 10%), and Pain Management at 11% (versus 7%).

»  AJPintroduced two new specializations — Gynaecology and Neurology — in Q3FY25.
» Inthese two specializations, 12 new products were launched in Q3FY25.

»  AJP added 250 medical representatives (MRs) in the quarter, with >200 allocated to the newly
launched Gynaecology and Neurology segments. The total MR count now stands at 3,450. In
9MFY25, ~450 MRs were added.

»  Trade generics sales stood at INR 430mn in Q3FY25.
»  Atotal of 26 new products were launched in 9MFY25, including eight first-to-market products.
»  AJP's top 10 brands contributed 56% to total sales.

» In India's branded sales, Cardiology contributed 38%, followed by Ophthalmology at 30%,
Dermatology at 23%, and Pain Management at 9% in Q3.

Asia markets

»  AJP operates across the Middle East, South-East Asia, and Central Asia, covering ~10 countries
in Asia.

»  Sales in the region reached INR 3.2bn in Q3FY25, reflecting an 8% increase from INR 2.9bn in
Q3FY24.

»  Nine new products were launched in the quarter, bringing the total to 22 new products introduced
in the region in the past nine months.

»  AJP holds a market share of 2-5% in the region, with strong presence in the ophthalmic and
dermatology segments.

»  New products contribute ~2.5-3% to AJP’s overall growth.

Africa branded business

»  Salesin the region reached INR 1.7bn in Q3FY25, reflecting a 12% rise from INR 1.6bn in Q3FY24.

»  Seven new products were launched in the region in the quarter, bringing the total to 10 new
products introduced in the past nine months in Africa.

Africa Institutional business

»  This segment accounted for 3% of total revenue, primarily consisting of antimalarial products.

»  Sales in Q3 stood at INR 0.33bn, compared with INR 860mn, reflecting a 61% decline. The YoY
decline was driven by reduced purchases from global funds.

US business

»  Sales in the region reached INR 2.6bn in Q3FY25, reflecting a 4% rise from INR 2.5bn in Q3FY24,
and contributing 21% to the company’s total revenue.

»  During the nine-month period, AJP received five final ANDA approvals and filed four new
ANDAs. Out of 51 final ANDA approvals, 48 have been commercialized.

»  Five new products were launched during 9MFY25.
»  The management indicated that the impact of the US flu season will be reflected in Q4FY25.

»  No new product launches are planned for Q4FY25, while six to eight new launches are expected
in FY26 for the region.

Elara Securities (India) Private Limited
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Guidance
»  Gross margin is expected to remain in the range of 77-78% for FY25.
»  Employee costs will increase in Q4FY25 due to the addition of 250 MRs in Q3FY25.
»  SGRA expenses for Q4FY25 will be in line with Q3FY25.
»  R&D expenses are projected to be ~5% of sales for FY25.
»  Other expenses in Q4FY25 will remain similar to Q3FY25 levels.
»  EBITDA margin is anticipated to be ~28% 1% for FY25.
»  The effective tax rate (ETR) is expected to be ~24% for FY25 and FY26, with higher ETR projected
for FY27.
»  Capex for FY25 is estimated at INR 2.25bn.
»  Marketing expenses will gradually increase in the coming quarters due to the launch of new
specializations in Q3FY25.
» Management is confident of achieving double-digit growth in the US generics business in FY26,

supported by 2-3 products with limited competition, while FY25 is expected to see mid-single-
digit growth.

»  The branded generics segment is expected to grow at mid-teen rate for FY25 and beyond.

»  AJP plans to enter the CNS segment in the Asian market by Q1FY26, while Gynecology will be

introduced in international markets in Q3FY26.

»  The domestic business is projected to grow at 12-13% in FY25.

Exhibit 2: AJP is trading above 1st standard deviation
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Exhibit 3: Change in estimates
(INR mn) Earlier Revised % Change
FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Sales 48,044 53,178 58,956 46,101 51,390 57,132 (4.0) (3.4) (3.2)
EBITDA 13,869 15,510 17,416 12,929 14,574 16,372 (6.8) (6.0) (6.0)
PAT 9,758 10,924 12,297 9,141 10,369 11,525 (6.3) (5.1) (6.3)
EPS (INR) 78.1 87.4 98.4 73.2 83.0 92.2 (6.3) (5.1) (6.3)
TP (INR) 3,209 2,930 8.7

Source: Elara Securities Estimate
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5 1-Feb-2023 Buy INR 1,530 INR 1,178
6 5-May-2023 Buy INR 1,530 INR 1,298
7 27-Jun-2023 Accumulate INR 1,652 INR 1,505
8 27-Jul-2023 Accumulate INR 1,755 INR 1,553
9 31-0Oct-2023 Accumulate INR 1,894 INR 1,763
10 31-Jan-2024 Reduce INR 2,114 INR 2,174
11 2-May-2024 Reduce INR 2,283 INR 2,234
12 30-Jul-2024 Accumulate INR 2,812 INR 2,531
13 28-0ct-2024 Accumulate INR 3,209 INR 2,923
14 30-Jan-2025 Accumulate INR 2,930 INR 2, 674
AC=Analyst change

Guide to Research Rating

BUY

ACCUMULATE

REDUCE

SELL

Absolute Return >+20%

Absolute Return < -5%

Absolute Return +5% to +20%

Absolute Return -5% to +5%
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note is to provide preliminary information on the
business activities of the company and the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this document should be construed as an advice to buy
or sell or solicitation to buy or sell the securities of companies referred to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and risks of such an
investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy to provide any
information in response to specific client queries. Elara Securities (India) Private Limited or any of its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability
for any errors and/or omissions, representations or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private
Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in or deal as principal or agent in or for the securities mentioned in this
document. They may perform or seek to perform investment banking or other services for or solicit investment banking or other business from any company referred to in this Note. Each of these entities functions
as a separate, distinct and independent of each other. This Note is strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This Note is not directed 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, regulation or which would subject Elara Securities (India)
Private Limited or any of its affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose
possession this document comes, should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or the Advisors
without retaining any copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This
Information is subject to change without any prior notice. Elara Securities (India) Private Limited or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required
from time to time. However, Elara Securities (India) Private Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group
companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection
with the use of the information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an indication that there has been no change in the business or state of affairs
of the company since the date of publication of this Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest
in the securities or derivatives of any companies that the analysts cover. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private Limited. It is important to note that any dispute with
respect to this research report, would not have access to stock exchange investor redressal forum or arbitration mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India Limited [NSE], in the Capital Market Segment of
BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in last five years. However, during the routine course
of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities
(India) Private Limited has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are registered or proposed to be registered.
Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com
Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial interest in the subject company, whereas its associate
entities may have financial interest. Research Analyst or his/her relative does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report. Elara Securities (India) Private Limited does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of Research Report. Associate entities of Elara Securities (India) Private Limited may have actual/beneficial ownership of 1% or more securities of the subject company at the end
of the month immediately preceding the date of publication of Research Report. Research Analyst or his/her relative or Elara Securities (India) Private Limited or its associate entities does not have any other material
conflict of interest at the time of publication of the Research Report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate entities of Elara Securities (India) Private Limited may
have received compensation from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities have not managed or co-managed public offering
of securities for the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant
banking or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities may have received any compensation for
products or services other than investment banking or merchant banking or brokerage services from the subject company or third party in connection with the Research Report in the past twelve months.

Disclaimer & Standard warning

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information,
there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional
advice after a thorough examination of the particular situation.

Disclosures for U.S. Investors

The research analyst did not receive compensation from Ajanta Pharma Limited.

Elara Capital Inc.’s affiliate did not manage an offering for Ajanta Pharma Limited.
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recommendation of particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These “forward-looking statements” are not guarantees of future performance and are based
on numerous current assumptions that are subject to significant uncertainties and contingencies. Actual future performance could differ materially from these “forward-looking statements” and financial
information.
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