Syngene International (SYNINT)

CMP: X 666 Target: X 820(23%) Target Period: 12 months

May 15, 2024

Mid-term hiccups but back-ended recovery in sight...

About the stock: Syngene is an integrated contract research, development, and
manufacturing services company serving the global pharmaceutical,
biotechnology, nutrition, animal health, consumer goods, and specialty chemical
sectors.

It employs more than 6000 scientists which are part of an integrated eco-system
that delivers scientific skills, data integrity ethos and world class manufacturing, at
speed, to improve time-to-market and lower the cost of innovation. With a
combination of dedicated research facilities for Amgen, Baxter, and Bristol-Myers
Squibb as well as 2 million square feet of specialist discovery, development and
manufacturing facilities, Syngene works with biotech companies pursuing leading-
edge science as well as multinationals.

Investment Rationale:

e Q4FY24- Mixed numbers with lower-than-expected sales but better
margins — Revenues de-grew ~9% YoY to Rs 917 crore as Discovery
services segment (~30% of the sales) continued to face challenges in the
US biotech space due to difficult funding environment. In Development &
Manufacturing segment (~40% of the sales), some clients deferred work to
next fiscal as they reprioritised some work (US$ 9 million impact).
Performance of Dedicated services (~30% of the sales) was relatively
better. EBITDA was flat YoY at Rs 316 crore with margins improving ~290
bps at 34.5% tracking strong GPM of ~78% (X 20 crore provision reversal
due to inventory restatement). PAT grew 5% YoY to Rs 112 crore.

e Improvement in US funding environment, de-risking by global innovators
from China would be the key drivers — The management expects US
funding environment recovery in the coming quarters. In the Concall the
management emphasised that some funding on a smaller scale is already
materialised in the last few weeks. Similarly, the growing de-risking
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Particular Amount

Market Capitalisation 26773 crore

Debt (FY24) X 555 crore
Cash (FY24) I 86 crore
EV X 27243 crore
52 week H/LR) 860/649
Equity capital X 402.0 crore
Face value 10

Shareholding pattern

(in %) Jun-23 Sep-23 Dec-23 Mar-24
Promoter 54.8 54.8 54.8 54.8
Flls 23.2 236 212 209
Dlls 11.2 117 146 158
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mechanism among big Pharma in the backdrop of US Biosecure Act which Manufacturing.
is specifically encircling some Chinese CDMO / CRAMSs players is also likely
to provide some rebalancing opportunities for other global players.

Siddhant Khandekar

e  Cautious growth guidance for FY25 with recovery expected from H2 — The
management expects first half to be flattish but second half to be
significantly active with improved US biotech funding scenario to propel
growth in Discovery services as well as Development & Manufacturing
besides stable revenue from Dedicated centres. It has guided for high
single-digit to low-double digit growth on a constant currency basis in
FY25 and similar kind of EBITDA margins as were in FY24.

siddhant.khandekar@icicisecurities.com

Shubh Mehta
shubh.mehta@icicisecurities.com
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Rating and Target price
e We have valued Syngene at X 820 i.e. 23x FY26E EBITDA of X 1406 crore.

Key Financial Summary

Key Financials (% crore) Fy21 FY22 FY23 SyearCAGR ., FY25E FY26E 3 year CAGR
(FY 20-23) (FY23-26E)

Revenues (X crore) 2184.3 2604.2 3192.9 16.6 3488.6 3927.6 4675.7 13.6

EBITDA ( crore) 671.8 796.1 912.4 13.9 1013.8 1147.3 1406.1 15.5

EBITDA margins (%) 20.8 30.6 286 29.1 29.2 30.1

Adjusted Net Profit (X crore) 382.1 426.5 4225 4.9 520.5 536.9 743.4 20.7

EPS ) 9.6 10.6 10.5 12.9 13.4 18.5

P/E (x) 65.8 67.6 63.4 52.6 49.9 36.0

RokE (x) 135 12.9 11.7 12.2 11.3 13.7

RoCE (%) 11.5 11.7 13.0 13.3 13.5 16.4

P/BV (x] 9.4 8.1 7.4 6.3 5.6 4.9

EV/EBITDA (x) 39.4 335 29.1 26.2 22.7 18.0

Source: Company, ICICI Direct Research



1” Company Update | Syngene International ICICI Direct Resear
Exhibit 1: Quarterly Summary

(X Crore) Q4FY21 QIFYZ2 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 QIFY24 Q2FY24 Q3FY24 Q4FY24  YoY (%)  QoQ(%)
Total Operating Income 658.6 5945 610.2 6414 7581 6445 7681 7859 9944 8081 9101 8535 9169 7.8 7.4
Raw Material Expenses 1615 1946 1675 1721 2148 1612 1990 2062 293.8 2228 267.2 2374 2028 -31.0 -14.6
% to revenues 245 327 275 268 283 250 259 262 295 276 294 278 221

Grass Profit 497.1 3999 4427 4693 5433 4833 5691 5797 7006 5853 6429 6161 7141 1.9 15.9
Gross Profit Margin (%) 755 673 725 732 7.7 750 741 738 717 750 706 722 779" 22bps’ 570bps
Employee Expenses 182.6 1711 1846 1888 1736 1861 207.2 2108 237.6 2154 2255 2209 2269 45 2.7
% to revenues 27.7 28.8 303 29.4 229 2897 270" 2687 239" 267" 2487 259" 2477 8s5bps”-114bps
Other Manufacturing Expenses 901 638 807 771 1194 1244 1454 1223 1447 1425 1454 1513 1609 11.2 6.3
% to revenues 150 107 132 120 157 193 189 156 157 193" 160" 177" 175 180bps -18bps
Forex (gain) /loss 4.2 155 179 12.4 10.0

Total Expenditure 4432 4795 432.8 4380 5078 4717 5516 5393 6803 5962 6560 6220 6006 117 3.4
%to revenues 673 722 709 683 670 732 718 686 684 738 721 729 655

EBIDTA 2154 1650 177.4 2034 2503 1728 2165 2466 3141 2119 2541 2315 3163 0.7 36.6
EBITDA Margin (%) 327 278 291 317 330 268 282 314 316 262 279 271 345" 291bps” 737bps
Depreciation 700 747 762 785 803 861 902 946 956 1021 1046 1081 1111 16.2 2.8
Interest 6.6 7.9 1.2 9.4 5.6 9.4 117 137 104 105 130 108 129 24.0 19.4
Other Income 18.4 123 129 129 147 155 154 172 228 236 216 293 161 -29.4 -45.1
EO 7.4 3.7

PBT 1572 947 1129 1284 1791 928 1300 1555 2309 1229 1507 1382 2084 9.7 50.8
Total Tax 316 174 155 244 313 189 280 302 522 295 342 267 204 -60.9 -236
PAT 1256 773 974 1040 1478 739 1020 1253 1787 934 1165 1115 1880 527 636
PAT Margin (%) 191 130 160 162 195 115 133 159 195 115 128 131 205 101bps 744bps

Source: Company, ICICI Direct Research

Exhibit 2: Valuation

Particulers FY26E EBITDA (I cr)  Multiple (x) Value (I)
Syngene 1406.1 23.0 32,3409
Net Debt FY26E (X cr) -455.89
Targeted MCap (Zcr) 32796.81
No of shares (cr) 40
Per Share Value (I) 820.0
CMP 666.0
Up/Down 23%

Source: Company, ICICI Direct Research
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Financial Tables

Exhibit 3: Profit and loss statement X crore [l Exhibit 4: Cash flow statement X crore

(Year-end March) Fy23 Fy24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Total Operating Income 3,192.9 3,488.6 3,927.6 4,675.7 Profit/(Loss) after taxation 464.4 510.0 536.9 743.4
Growth (%) 22.6 9.3 12.6 19.0  Add: Depreciation & Amortiza 366.5 4259 5144 53384
Raw Material Expenses 860.2 930.2 11,0835 1,290.1 Other operating activities 113.1 4.9 r 0.0 r 0.0
Gross Profit 2,332.7 25584 2.844.1 33855  Netlncrease in Current Assete -220.4 2839  -58.6 -220.5
Gross Profit Margins (%) 73.1 73.3 72.4 724 NetlIncrease in Current Liabili ~ 202.2 -102.6 349  127.2
Employee Expenses 841.7 8887 10005 1,181.1  cF from operating activities 8235 1,042.1 1,0652 1,212.2
Other Expenditure 9124 10138 11473 1406.1  ncj/decin Fixed Assets -518.3 -488.7 -550.0 -350.0
Total Operating Expenditure 2,614.3 2,832.7 3,231.4 3,887.4 {Inc)/dec in Investments -173.9 464.8 -200.0 -200.0
Operating Profit (EBITDA) 9124 11,0138 1,147.3 1,406.1 Other Investing Activities 358 -471.7 118.7 8.4
Growth (%) 14.6 1117 1327 226 cEfrom investing activities  -656.4 -495.6 -631.3 -558.4
Interest 45.2 47.2 377 237 Inc/ (Dec) in Equity Capital 0.0 0.0 0.0 0.0
Depreciation 366.5 4259 5144 5384  |n¢/(Dec)in Loan funds -258.1 -4356 -150.0 -150.0
Other Income 70.9 906 1020 1214  pjyidend & Dividend Tax 0.0 -50.3 -50.3 -50.3
PBT after Exceptional ltems 551.8 620.2 697.2 965.4 Others _g4.4 6557 377 237
Total Tax 1293 1108 1604 2221  cFfromfinancing activities ~ -3425 -551.4 -237.9 -224.0
PAT before Ml 4225 5094 5369 7434  Net Cash flow 1754 49 1960 4299
Minority Interest 0.0 0.0 0.0 0.0 opening Cash 2613 89.0 852 2812
PAT 4225 5094 5369 7434  (lesing Cash 890 852 2812 7111
Adjusted PAT 4225 5205 5369 7434  pree cash Flow 3052 553.4 5152 8622
Growth (%) -0.9 2327 31" 385  cpvield% 1% 204 204 3%
EPS (Adjusted) 10.5 12.9 134 18.5 Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 5: Balance Sheet X crore [l Exhibit 6: Key ratios

(Year-end March) FY23 FY24  FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Equity Capital 401.4  402.0 402.0 4020 Persharedata ()
Reserve and Surplus 3,216.6 3,855.7 4,342.3 50355 EPS 10.5 12.9 13.4 18.5
Total Shareholders funds 3,618.0 4,257.7 47443 54375 BV 90.0 1059 118.0 1353
Total Debt 8152 5552 4052 2552 DPS 1.0 13 13 13
Long Term Provisions 43.7 40.7 44.8 49,2  CashPerShare 2.2 2.1 7.0 17.7
Other Non Current Liabilities  277.9 2438 2682 2950 Operating Ratios (%)
Source of Funds 47548 5097.4 54625 6,036.9 OrossProfit Margins 731 733 724 724
Gross Block 47610 60299 64299 6729.9 EBITDAmMargins 286 291 292 30.1
Accumulated Depreciation  1,917.2 2,343.1 2,857.5 13,3959 | etProfitmargins 132 149 137 159
Net Block 28438 3,686.8 35724 33340 |nventorydays 141 o4 100 100
Capital WIP 0.0 13 1513 2013 Deptordays 61 46 20 20
Fixed Assets 28438 368817 372377 35353 _conordays 109 100 80 80
: ! : ! EBITDA Conversion Rate 90.3 102.8 92.8 86.2
Investments 9185 5479 747.9 947.9 Fixed Asset Turnover 11 0.9 11 13
Other Non current asets 398.2 4291 334.7 369.9 Return Ratios (%)
Inventory 3328 2385 2969 3535 o 117 122 113 137
Debtors 52903 4416 5380 6405 g g 13.0 13.3 13.5 16.4
Loans and Advances 0.0 0.0 0.0 0.0 RalC 16.2 14.6 16.1 229
Other Current Assets 649.3 680.0 583.8 645.2  valuation Ratios (x)
Cash 89.5 85.7 281.2 711.1 P/E 63.4 52.6 49.9 36.0
Total Current Assets 1,6009 14458 1,700.4 2350.7 EV/EBITDA 29.1 2627 2277 18.0
Creditors 258.0 2555 2375 2828 EV/Revenues 8.3 7.6 6.6 5.4
Provisions 51.0 727 72.7 72.7 Market Cap / Revenues 8.3 7.6 6.8 5.7
Deferred tax assets 69.6 40.7 44.8 49.2 Price to Book Value 7.4 6.3 5.6 4.9
Other Current Liabilities 767.2 726.0 778.9 860.8 Solvency Ratios (x)
Total Current Liabilities 1.076.2 1,054.2 1,089.1 1,216.2 Debt/Equity 0.2 0.1 0.1 0.0
Net Current Assets 5247 3916 611.4 1,1345 Debt/EBITDA 0.9 o5” 04" 02
Application of Funds 4,754.8 5,097.4 54625 6,0369 CurrentRatio 14 13 13 13

Source: Company, ICICI Direct Research

Working Capital Cycle 92 40 70 70

Source: Company, ICICI Direct Research
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ANALYST CERTIFICATION

I/We, Siddhant Khandekar, Inter CA; Shubh Mehta, MBA(Tech); 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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
—INHO000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai
- 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. 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.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research

recommendations promise or guarantee any assured, minimum or risk-free return to the investors.
Name of the Compliance officer (Research Analyst): Mr. Anoop Goyal

Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122

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 and its analysts, persons reporting to
analysts and their relatives are generally prohibited 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, and 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 ICIC| 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 or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.

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 and ICIC| Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one
percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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