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Divi’s Laboratories (DIVI IN)

Set to benefit from Chinese supply disruptions

INDIA | PHARMACEUTICALS | Company Update

We recently met DIVI’'s management. Here are the key highlights:

Spots multi-year business opportunity from China’s supply disruptions: While the global
pharma industry is worried about ongoing supply disruptions and inflationary pressures in
drug prices in the wake of ongoing environmental concerns in China, DIVI (being one of the
leading global manufacturers of APIs and intermediates) finds great business opportunities
from such developments. Its management is confident about leveraging its capabilities in
process chemistry, cost-effective manufacturing, and API portfolio (focused), for building
sustainable long-term supply relationships with the global customers and for maintaining its
strong position of “supplier of choice”. DIVI believes this as a multi-year opportunity, as it
considers the ongoing Chinese developments as non-reversible.

India/World sources ~65%/20% of APls/intermediates from China: China is the world’s
leading producer (over 2,000 APIs) and exporter of APIs by volume, accounting for 20% of
total global API output. India is more dependent on China, with 65% of the country’s
requirement of APl/intermediates coming from the red giant.

Pharma imports from China jumped 38% in H1CY18 and 25% were price led: India’s import
APl/intermediates rose by 8% to USS 1.26bn in CY17, but jumped 38% to USS 825mn in
H1CY18 —led by 13% increase in volume (to de-risk the supply uncertainties) and 25% jump
in prices (caused by cost escalation and shortages due to the clamp down).

Well-placed with ready capex to grab opportunity from Chinese concerns: DIVIcapitalised
assets worth Rs 5.86bn in FY18, which includes growth capex of ~Rs 3bn that remains
unutilised. It has set up two manufacturing blocks with an investment of Rs 1.80bn in Unit I,
out of which it capitalised one in Q1FY19 and expects to capitalise the second one soon.
Additionally, it is undertaking a brownfield expansion with an investment of Rs 4bn in Unit Il
(enhanced from Rs 3bn earlier) and expects to commission this expansion by the end of
FY19. Hence, with the almost ready capex of Rs 8.80bn, DIVI is all prepared to benefit
fromthe opportunity flowing in from China.

Green signal for Kakinada project: DIVI has turned optimistic about its Rs 7bn Kakinada
Greenfield project; it believes this is on the verge of getting environmental clearance soon
(after a two-year effort). It sees land issues sorting out soon and visible project execution.

Sees steady custom synthesis growth; to remain concentrated in top-10 global innovators:
DIVI, one of the most successful CRAMS partners from India for global innovators, expects to
maintain steady growth in this business, led by its proven capabilities in process chemistry,
cost-effective manufacturing, and strong innovators client base. Conducive outlook for
pharma outsourcing emerging from price challenges for innovative drugs, reduced R&D
productivity, and increased regulatory requirements should ensure sustained growth. Also,
DIVI’'s management believes that CCS will remain concentrated in top-10 global innovators.

Other Key takeaways from the management meet

e Since most of the supply deals are with leading global players, DIVI passes on most
benefits flowing from currency depreciation; hardly gains from INR depreciation.

e To build a robust operating system, in terms of processes and compliance, DIVI has
added about 1,000 people in FY18.

e Although it is developing selective new products, the company still sees steady growth
in its matured/established product basket.

Upgrade to BUY with a revised target of Rs 1,550: In order to capture the supply
opportunity in the near future, we have raised our FY20 EPS expectations by 5% to Rs 52 but
find it difficult to build the multiyear opportunity flowing from China due to lack of
information. Hence, we believe DIVI should be rerated and value it at Rs 1,550(30x FY20 EPS)
vs. Rs1,200 earlier (24xFY20 EPS). Our target multiple is at a discount to the industry average
of 34x (factoring Syngene, Wuxi Apptec, Wuxi Biologics). Upgrade to BUY from Neutral.
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CHANGE IN ESTIMATES
_ Revised Est. __ __% Revision__
Rs bn FY19E FY20E FY19E FY20E
Revenue 44.8 52.9 0.0 4.3
EBITDA 15.6 19.0 0.0 4.9
Core PAT 11.0 13.7 0.0 5.1
EPS (Rs) 41.5 51.5 0.0 5.1
KEY FINANCIALS
Rs mn FY18 FY19E FY20E
Net Sales 39,128 44,833 52,912
EBIDTA 12,617 15,602 19,048
Net Profit 8,491 11,028 13,671
EPS, Rs 32.0 41.5 51.5
PER, x 39.8 30.6 24.7
EV/EBIDTA, x 26.7 215 17.6
P/BV, x 5.7 5.0 44
ROE, % 14.3 16.4 17.6
Debt/Equity (%) 1.1 0.7 0.7

Source: Phillip Capital India Research
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Supply uncertainties boost Indian pharma import from China by 38% in H1FY18;
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25% jump in prices boosts Chinese import of APIs/intermediates
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Well placed with ready capex worth Rs 8.80bn to grab opportunity from Chinese concerns
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Product basket of DIVI
Submit Date List of APIs filed by Divi’s Lab Submit date List of APIs filed by Divi’s Lab
4-Feb-1997 DEXTROMETHORPHAN HYDROBROMIDE USP 15-Jul-2007 BOC COR SUCCINATE (INTERMEDIATE)
27-Nov-1998 NAPROXEN USP 15-Oct-2007 TRIPEPTIDE, DRUG INTERMEDIATE
27-Nov-1998 NAPROXEN SODIUM USP 25-Oct-2007 QUETIAPINE FUMARATE
9-Aug-1999 KETOROLAC ACID 25-Nov-2007 Topiramate
26-Jan-2001 DILTIAZEM HYDROCHLORIDE USP 29-Apr-2008 VIGABATRIN
2-Apr-2001 NABUMETONE USP 5-Oct-2008 KETOENAMINE
31-Jan-2002 5-PHENYLHYDANTOIN 28-Jan-2009 DEXTROMETHORPHAN BASE
3-Sep-2003 SULPHAZINE 28-Jan-2009 VENLAFAXINE HCL
5-Oct-2003 LEVETIRACETAM 10-Mar-2010 SUMATRIPTAN SUCCINATE AND SUMATRIPTAN
19-Sep-2004 METHYLDOPA USP 23-Jul-2010 2-4-WING A ESTER
7-Nov-2004 LORATADINE USP 15-Sep-2010 TRITYL LOSARTAN
20-Nov-2004 CARBIDOPA USP 29-Mar-2011 VALSARTAN USP
3-Dec-2004 LEVODOPA USP 5-May-2012 TELMISARTAN, USP
6-Feb-2005 IOPAMIDOL USP 11-Sep-2012 IRBESARTAN USP
24-Apr-2005 BUPROPION HYDROCHLORIDE USP 28-Jan-2014 OLMESARTAN MEDOXOMIL USP
5-Jul-2005 NIACIN USP 20-Dec-2014 VALACYCLOVIR HYDROCHLORIDE USP (HYDROUS FORM)
17-Jul-2005 VERAPAMIL HYDROCHLORIDE USP 6-Nov-2015 MESALAMINE USP
25-Sep-2005 FOSPHENYTOIN SODIUM USP 8-Jan-2016 LEVETIRACETAM (PROCESS B)
25-Sep-2005 RISEDRONATE SODIUM 1-Aug-2016 PREGABALIN (ALTERNATIVE PROCESS)
25-Sep-2005 ZOLPIDEM TARTRATE USP 29-Jul-2017 VIGABATRIN USP
25-Nov-2005 TAMSULOSIN HYDROCHLORIDE 19-Oct-2003 PHENYLEPHRINE HYDROCHLORIDE USP
4-Dec-2005 GABAPENTIN USP 6-Feb-2005 PROGUANIL HYDROCHLORIDE
17-May-2006 DESLORATADINE 27-Oct-2008 CAPECITABINE
4-Sep-2006 SIBUTRAMINE HYDROCHLORIDE MONOHYDRATE ~ 16-May-2014 PREGABALIN
7-Jan-2007 TPE ALCOHOL

Source: Company, PhillipCapital India Research
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Financials

Income Statement

Cash Flow

Y/E Mar, Rs mn FY17 FY18 FY19E FY20E FY17 FY18 FY19E FY20E
Net sales 41,063 39,128 44,833 52,912 Pre-tax profit 13,953 12,034 14,903 18,475
Growth, % 8 -5 15 18 Depreciation 1,233 1,425 1,685 1,858
Total income 41,063 39,128 44,833 52,912 Chg in working capital 288 -2,581 -1,856 -3,424
Raw material expenses -15,759  -15,554 -17,485 -20,530 Total tax paid -2,879 -2,855 -3,875 -4,803
Employee expenses -4,999 -4,561 -5,111 -5,767 Other operating activities 0 0 0 0
Other Operating expenses -5,448 -6,397 -6,635 -7,566 Cash flow from operating activities 12,596 8,023 10,857 12,105
EBITDA (Core) 14,857 12,617 15,602 19,048 Capital expenditure -4,234 -2,557 -4,209 -5331
Growth, % 4.8 (15.1) 23.7 22.1 Chg in investments -8,279 -2,586 -2,000 -2,000
Margin, % 36.2 32.2 34.8 36.0 Cash flow from investing activities -12,513 -5,142 -6,209 -7,331
Depreciation -1,233 -1,425 -1,685 -1,858 Free cash flow 8,362 5,466 6,647 6,773
EBIT 13,624 11,192 13,917 17,191 Debt raised/(repaid) -67 274 -183 81
Growth, % 4.9 (17.8) 243 23.5 Cash flow from financing activities 10,574 5,948 7,650 10,557
Margin, % 33.2 28.6 31.0 32.5 Net chg in cash 10,657 8,828 12,298 15,331
Interest paid -23 -13 -22 -26
Other Non-Operating Income 749 855 1,008 1,311
Pre-tax profit 13,953 12,034 14,903 18,475 Valuation Ratios
Tax provided -3,349 -3,543 -3,875  -4,803 Y17 FY18 FY19E FY20E
Profit after tax 10,604 8,491 11,028 13,671
Net Profit 10,604 8491 11,028 13,671 ::; slr:\la;e data sa 1o 415 sis
Growth, % 11 (22.8) 29.9 24.0 GrO\fvth )% 1:1 (zz.é) 29:9 24:0
Net Profit (adjusted) 11,000 8,491 11,028 13,671 Book N;AV/share (INR) B T
Unadj. shares (m) 265 265 265 265
Wtd avg shares (m) 265 265 265 265 FDEPS (INR) 414 320 41> >1.5
CEPS (INR) 46.1 374 479 585
CFPS (INR) 44.6 27.0 37.1 40.7
Return ratios
Balance Sheet Return on assets (%) 192 131 154  16.8
Y/E Mar, Rs mn FY17 FY18 FY19E FY20E Return on equity (%) 19.8 14.3 16.4 17.6
Cash & bank 787 1,125 2,394 4,054 Return on capital employed (%) 26.0 19.5 21.5 23.1
Debtors 9,009 10,144 11,208 13,228 Turnover ratios
Inventory 13,199 13,507 14,616 16,932 Asset turnover (x) 11 1.0 1.0 1.1
Loans & advances 538 529 448 529 Sales/Total assets (x) 0.7 0.6 0.6 0.6
Other current assets 1,681 2,465 2,588 2,717 Sales/Net FA (x) 2.2 1.9 2.0 2.1
Total current assets 25,215 27,769 31,254 37,460 Working capital/Sales (x) 0.4 0.5 0.5 0.5
Investments 16,307 18,893 20,893 22,893 Receivable days 80.1 94.6 91.3 91.3
Gross fixed assets 24,381 30,176 34,383 37,914 Working capital days 161.8 193.8 1843 179.7
Less: Depreciation -8,789 -10,214 -11,899 -13,756 Liquidity ratios
Add: Capital WIP 4,436 1,198 1,200 3,000 Current ratio (x) 4.1 4.7 5.0 5.1
Net fixed assets 20,028 21,160 23,684 27,158 Quick ratio (x) 1.9 2.4 2.7 2.8
Total assets 61,585 67,832 75,842 87,521 Interest cover (x) 605.5 8415 620.8 649.8
Total debt/Equity (%) 0.7 1.1 0.7 0.7
Current liabilities 6,224 5,867 6,227 7,349 Net debt/Equity (%) (0.8) (0.8) (2.9) (4.5)
Provisions 166 159 159 159 Valuation
Total current liabilities 6,390 6,026 6,386 7,508 PER (x) 30.7 39.8 30.6 24.7
Non-current liabilities 1,621 2,558 2,375 2,456 PEG (x) - y-o-y growth 29.1 (1.7) 1.0 1.0
Total liabilities 8,011 8,584 8,761 9,964 Price/Book (x) 6.3 5.7 5.0 4.4
Paid-up capital 531 531 531 531 EV/Net sales (x) 8.2 8.6 7.5 6.4
Reserves & surplus 53,043 58,717 66,550 77,026 EV/EBITDA (x) 22.7 26.7 215 17.6
Shareholders’ equity 53,574 59,248 67,081 77,557 EV/EBIT (x) 23.5 28.0 22.5 18.1
Total equity & liabilities 61,585 67,831 75,842 87,521

Source: Company, PhillipCapital India Research Estimates
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Stock Price, Price Target and Rating History
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one

year.
Rating Criteria Definition

BUY >=+15% Target price is equal to or more than 15% of current market price
NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2. The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr. no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of No
the company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
Furthermore, PCIPL is under no obligation to update or keep the information current. Without limiting any of the foregoing, in no event shall PCIL, any of its
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. Investment in securities market are
subject to market risks, you are requested to read all the related documents carefully before investing. You should carefully consider whether
trading/investment is appropriate for you in light of your experience, objectives, financial resources and other relevant circumstances. PhillipCapital and any of
its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by you. You are further cautioned that
trading/investments in financial markets are subject to market risks and are advised to seek independent third party trading/investment advice outside
PhillipCapital/group/associates/affiliates/directors/employees before and during your trading/investment. There is no guarantee/assurance as to returns or
profits or capital protection or appreciation. PhillipCapital and any of its employees, directors, associates, and/or employees, directors, associates of
PhillipCapital’s group entities or affiliates is not inducing you for trading/investing in the financial market(s). Trading/Investment decision is your sole
responsibility. You must also read the Risk Disclosure Document and Do’s and Don’ts before investing.

Kindly note that past performance is not necessarily a guide to future performance.
For Detailed Disclaimer: Please visit our website www.phillipcapital.in

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd., which is the employer of the research analyst(s) who has prepared the
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any
U.S.-regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with
a subject company, public appearances, and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated, and/or transmitted onward to any U.S. person, which is not a Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain
business with Major Institutional Investors, PhillipCapital (India) Pvt Ltd. has entered into an agreement with a U.S. registered broker-dealer, Decker & Co, LLC.
Transactions in securities discussed in this research report should be effected through Decker & Co, LLC or another U.S. registered broker dealer.

If Distribution is to Australian Investors
This report is produced by PhillipCapital (India) Pvt Ltd and is being distributed in Australia by Phillip Capital Limited (Australian Financial Services Licence No.
246827).

This report contains general securities advice and does not take into account your personal objectives, situation and needs. Please read the Disclosures and
Disclaimers set out above. By receiving or reading this report, you agree to be bound by the terms and limitations set out above. Any failure to comply with
these terms and limitations may constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced,
distributed or published by you in whole or in part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the
sender immediately.

PhillipCapital (India) Pvt. Ltd.
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