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Gross margin improves QoQ

Sanofi India’s (SIL) revenue in 3QCY19 stood at Rs7,791mn, above our estimate by 2%. Revenue
grew by 5% YoY and 4% QoQ, respectively. Net profit at Rs1,266mn was above our/consensus
estimate by 7% and 36%, respectively. Net profit benefitted from the new tax regulation. The
effective tax rate for the quarter stood at 4% as excess tax expense booked in previous quarters
was written back. The write back effectively helped net profit by Rs380mn. However, the
company also took an impairment charge of Rs394mn related to its Ankleshwar facility. The
impairment charge has been taken considering the discontinuation of supply contract with
Zentiva. Adjusting for the one-offs reported profit would have been Rs1280mn.

EBITDA for the quarter stood at Rs1755mn, which was 9% ahead of our estimate. EBITDA margin
stood at 22.5%, which represents an improvement of 143bps QoQ and a 266bps decline YoY. The
QoQ improvement largely comes from a 230bps improvement in gross margin. The improvement
is probably driven by a favorable shift in business mix. The domestic sales share in the total pie
seems higher in the current quarter versus the previous quarter (Q2CY19), as exports sales
should have plateaued. We estimate that export volume surged immediately post renegotiation
of supply contract last year (In 4QCY18) with Zentiva. The renegotiation of supply contract
probably led to higher volume and lower prices and the same was evident in a steep decline in
gross margin in subsequent quarters. A favorable shift in gross margin during the quarter did
help the EBITDA, but the same was partially offset by an increase in other expenses. The other
expenses line increased 10% QoQ and 5% YoY. The increase in other expenses may be
attributable to higher advertisement expenses pertaining to higher promotion towards Combiflam
Icy Hot and Combiflam Plus brands.

Domestic Formulation Business - Sanofi domestic brand sales grew in line with IPM during the
quarter and its flagship brand Lantus continues to gain market share. Lantus has moved up in
ranking to become the 2nd largest brand in IPM. Toujeo, which is a follow on to Lantus and was
launched last year, is also ramping up well, having garnered Rs.240mn on a MAT basis as per
most recent data. Lantus monthly run rate as per AIOCD AWACS exceeds Rs400mn. We expect
Lantus to emerge as the largest brand in IPM over the next few quarters.

Outlook and valuation: We expect SIL’s revenue to clock 2.8% revenue CAGR while net profit should
grow 23.7% over CY18-CY21E. Earnings growth should outpace revenue growth as the high-margin
portfolio is growing faster than the rest of the business and tax benefit should also help earnings.
Revenue growth is low single digit, reflecting divestment of Ankleshwar facility and resultant
discontinuation of supplies to Zentiva. The key growth drivers for the company include its insulin portfolio
(led by flagship brand Lantus), next generation insulin (Toujeo), Allegra and recently launched
Combiflam topical pain relief gel/spray. Owing to the recent run up in SIL stock price, we recommend an
Accumulate rating with a target price of Rs7,280.
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Key Data

Current Shares O/S (mn) 23.0
Mkt Cap (Rsbn/US$bn) 151.3/2.1
52 Wk H/L (Rs) 6,950/5,280
Daily Vol. (3M NSE Avg.) 14,461

Price Performance (%)

1M 6M 1Yr

Sanofi India 11.8 214 6.4
Nifty Index 54 5.6 12.5

Source: Bloomberg

Y/E December (Rsmn) 3QCY18 2QCY19 3QCY19 YoY (%) QoQ (%) 9MCY18 9MCY19 YoY (%)
Revenue from operations 7,438 7,479 7,791 4.7 4.2 20,451 22,443 9.7
Raw Material Costs 3,093 3,412 3,380 9.3 (0.9) 8,338 9,871 184
% of revenue 41.6 45.6 434 180 bps (224) bps 40.8 44.0 321 bps
Staff costs 1,046 1,141 1,170 11.9 2.5 3,006 3,347 11.3
% of revenue 14.1 15.3 15.0 95 bps (24) bps 14.7 14.9 21 bps
Other expenses 1,426 1,348 1,486 4.2 10.2 4,245 4,354 2.6
% of revenue 19.2 18.0 19.1 (10) bps 105 bps 20.8 19.4 (136) bps
EBITDA 1,873 1,578 1,755 (6.3) 11.2 4,862 4,871 0.2
EBITDA margin (%) 25.2 21.1 22.5 (266) bps 143 bps 23.8 21.7 (207) bps
Other income 262 234 229 (12.6) (21) 696 693 (0.4)
Interest costs 0 0 0 - - 0 0 -
Depreciation 260 260 263 1.2 1.2 768 784 2.1
PBT before exceptionals 1,875 1,552 1,721 (8.2) 10.9 4,790 4,780 (0.2)
Exceptional ltems 0 0 (394) - - 0 (394) -
PBT 1,875 1,552 1,327 (29.2) (14.5) 4,790 4,386 -
Tax 683 578 61 (91.1) (89.4) 1,777 1,217 (31.5)
Tax rate (%) 36.4 37.2 3.5 - - 37.1 25.5 (1164) bps
PAT 1,192 974 1,266 6.2 30.0 3,013 3,169 5.2
PAT Margin (%) 16.0 13.0 16.2 22 bps 323 bps 14.7 14.1 (61) bps

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Actual performance versus our estimates, Bloomberg consensus estimates

(Rsmn) Actual NBIE estimate Var.(%) Consensus estimate Var.(%)
Revenues 7,791 7,637 2.0 7,926 (1.7)
EBITDA 1,755 1,606 9.3 1,792 (2.1)
EBITDA margin (%) 22.5 21.0 149 bps 22.6 (8) bps
PAT 1,266 1,183 7.1 926 36.8
PAT margin (%) 16.2 156.5 76 bps 11.7 457 bps
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 2: Key financials
Y/E December (Rsmn) Ccy17 CY18 CY19E CY20E CY21E
Net sales 24,914 27,708 29,318 27,888 30,158
EBITDA 5,372 6,235 7,149 7,548 8,496
Net profit 3,260 3,806 5,076 6,206 7,207
Adjusted EPS (Rs) 142 165 220 269 313
EPS growth (%) 9.8 16.7 334 22.3 16.1
EBITDA margin (%) 21.6 225 244 271 28.2
P/E (x) 46.7 40.0 30.0 245 211
P/BV (x) 75 6.9 6.3 5.6 5.1
EV/EBITDA (x) 27.0 23.1 19.5 18.1 15.7
RoCE (%) 22.3 24.5 26.5 26.8 27.8
RoE (%) 16.7 17.9 21.8 24.2 25.3
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 3: Revenue and growth trend Exhibit 4: Gross profit and growth trend
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Exhibit 5: EBITDA and growth trend Exhibit 6: EBIT and growth trend
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Exhibit 7: PAT and growth trend Exhibit 8: Margin Trend
(Rsmn) o (%) (%)
] © 70 -
1,400 - ] e &80 627
= = - 87 576 589 592 596 598 s34 o gy 565
1,200 60 54.4
1,000 %1
800 “1
600 01
400 21
10!t
200 109 123 113 134 109 130 130
o |87
0 © ~ ~ ~ ~ © ) © © = o o e = = = = ® ® e ® A A =4
- - - - - = - - = = = = > > > > > > > > > > > >
5 & & & & & & & & & & & s &8 & g & © g & g & & g
(e} g [} (] (e} a [} [} g g (] [} = -~ N A =~ -~ N @ - - N @
< ~ ~N @ < ~ o~ el < ~ N @
——Gross Profit —#—EBITDA —@—EBIT ——PAT
m— PAT —&— Growth
Source: Company, Nirmal Bang Institutional Equities Research Source: Company, Nirmal Bang Institutional Equities Research

Sanofi India



& NIRMAL BANG

Financial statements

Exhibit 9: Income statement

Institutional Equities

Exhibit 10: Cash flow

Y/E December (Rsmn) cY17 CY18 CY19E CY20E CY21E
Net Sales 24914 27,708 29,318 27,888 30,158
Growth (%) 5.2 11.2 5.8 4.9 8.1
Raw Materials 14873 16,249 17461 17,747 19,202
Employee Expenses 3,685 4,068 4,293 4,309 4,610
Other expenses 5,816 5,946 6,019 5,890 6,096
Total expenditure 19,542 21473 22169 20,339 21,662
EBITDA 5,372 6,235 7,149 7,548 8,496
Growth (%) 17 16.1 14.7 5.6 12.6
EBITDA margin (%) 216 225 244 27.1 28.2
Other income 807 897 907 1,403 1,690
Interest Costs 1 7 7 7 7
Depreciation 1,022 1,027 981 670 570
Exceptional ltems 0 0 300 0 0
PBT 5,146 6,098 6,768 8,274 9,609
Tax 1,886 2,292 1,692 2,069 2,402
Effective tax rate (%) 36.6 376 25.0 250 250
PAT 3,260 3,806 5,076 6,206 7,207
Growth (%) 9.8 16.7 334 22.3 16.1
Adjusted EPS (Rs) 142 165 220 269 313
EPS growth (%) 9.8 16.7 334 22.3 16.1

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 11: Balance sheet

Y/E December (Rsmn) CcY17 CY18 CY19E CY20E CY21E

Equity 230 230 230 230 230

Reserves 20,034 21962 24105 26,724 29,766

Net worth 20,264 22,192 24335 26,954 29,996

Total loans 0 0 0 0 0

Deferred tax liabilities 1,031 921 921 921 921

Other non-current liabilities 465 491 547 521 563

Total liabilities 21,760 23,604 25803 28,395 31,480

Fixed assets including CWIP 5,705 5,643 2,468 2,484 2,499

Goodwill & intangible assets 2,286 1,896 2,286 2,286 1,979

Long-term loans & advances 4,055 5,129 5,129 5,129 5129

Other non-current assets 1,292 1,249 1,520 1,446 1,564

Inventories 4,156 4,831 4,908 4,197 4535

Debtors 1,944 1,584 2,288 2,176 2,353

Cash and cash equivalents 7,299 8319 13,075 15890 19,056

Other current assets 1,033 1,188 1,216 1,156 1,250

Total current assets 14,432 15922 21486 23420 27,194

Creditors 3,269 3,438 3,860 3,302 3,567

Other current liabilities/provisions 2,741 2,797 3,226 3,068 3,318

Total current liabilities 6,010 6,235 7,086 6,370 6,885

Net current assets 8,422 9,687 14,400 17,050 20,309

Total assets 21,760 23,604 25803 28,395 31,480

Y/E December (Rsmn) CcY17 CY18 CY19E CY20E CY21E
PBT 5,146 6,098 6,768 8,274 9,609
(Inc.)/dec. in working capital 803 (276) 43 165 (93)
Cash flow from operations 5,949 5,822 6,811 8,439 9,516
Other income (647) (676) (907)  (1,403)  (1,690)
Depreciation 1,022 1,027 981 670 570
Interest 1 7 7 7 7
Tax paid (-) (1,984) (2,441) (1,692) (2,089) (2,402)
Net cash from operations 4,351 3,739 5,199 5,645 6,000
Capital expenditure (-) (565) (570) 1,804 (687) (278)
Net cash after capex 3,786 3,169 7,004 4,958 5,722
Other investing activities (222) (161) 636 1,477 1,573
Cash from financial activities (1,884) (1,972) (2,884) (3,620) (4,130)
Change in cash balance 1,680 1,036 4,756 2,815 3,166
Opening cash balance 5,535 7,215 8,319 13,075 15,890
Closing cash balance 7,215 8,261 13,075 15890 19,056
Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 12: Key ratios

Y/E December CcY17 CY18 CY19E CY20E CY21E
Profitability & return ratios

EBITDA margin (%) 21.6 225 244 271 28.2
EBIT margin (%) 175 18.8 210 247 26.3
Net profit margin (%) 131 13.7 17.3 223 239
RoE (%) 16.7 179 218 242 253
RoCE (%) 22.3 245 26.5 26.8 27.8
Working capital & liquidity ratios

Receivables (days) 25 23 24 29 27
Inventory (days) 165 143 150 164 145
Payables (days) 101 107 112 129 114
Working capital days 89 60 62 64 58
Current ratio (x) 24 2.6 3.0 3.7 3.9
Quick ratio (x) 1.7 1.8 2.3 3.0 33
Valuation ratios

EV/Sales (x) 5.8 52 47 49 44
EV/EBITDA (x) 27.0 231 19.5 18.1 15.7
P/E (x) 46.7 40.0 30.0 245 211
P/BV (x) 75 6.9 6.3 5.6 5.1

Source: Company, Nirmal Bang Institutional Equities Research

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price Target price (Rs)
6 September 2018 Buy 6,516 7,570
26 October 2018 Buy 5,785 7,570
27 February 2019 Buy 6,070 7,039
12 April 2019 Buy 5,740 6,411
8 May 2019 Buy 5,611 6,471
30 July 2019 Accumulate 6,111 6,471
23 September 2019 Buy 5,918 7,280
13 November 2019 Accumulate 6,606 7,280
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Vishal Manchanda, research analyst and Gaurang Sakare, Research Associate the author of this report,
hereby certify that the views expressed in this research report accurately reflects my personal views about the subject securities,
issuers, products, sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or
indirectly related to the inclusion of specific recommendations or views in this research. The analyst is principally responsible for the
preparation of this research report and has taken reasonable care to achieve and maintain independence and objectivity in
making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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