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Cautionary statement

The report contains forward-looking statements, which may be identified by their use of words like ‘plans’, ‘expects’,
‘will’, “anticipates’, ‘believes’, ‘intends’, ‘projects’, ‘estimates’ or other words of similar meaning. All statements that
address expectations or projections about the future, including but not limited to statements about the Company’s
strategy for growth, product development, market position, expenditures, and financial results, are forward-looking
statements. Forward looking statements are based on certain assumptions and expectations of future events. The
Company cannot guarantee that these assumptions and expectations are accurate or will be realised. The Company’s
actual results, performance or achievements could thus differ materially from those projected in any such forward
looking-statements. The Company assumes no responsibility to publicly amend, modify or revise any forward-looking
statements, on the basis of any subsequent developments, information or events.
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At Alembic, success is not only derived
from strategic clarity; it is also derived
from consistent process discipline.

At Alembic, success is derived from not
just doing few things better; it is derived
from a passion to raise every single
organisational benchmark.

The result is in our numbers. The
Company grew revenues by 23%, profit
after tax by 43% and return on employed
capital by 827 bps in FY14.




Alembic’s
combination

of vision clarity and
process excellence.

At Alembic, a combination of vision, clarity and process excellence
means a number of things. Creating differentiated products.
Marketing products in the right geographies. Increasing output.
Strengthening processes. Shrinking the mind-to-market cycle. Getting
regulatory approvals for manufacturing facilities. Launching products
on schedule. Reconciling profitability with growth.

At Alembic, our institutionalised process
competence has translated into superior
performance.

EBIDTA margin

16.79% 19.34%

2012-13 2013-14

Return on Equity (%)

33.30% 35.60%

2012-13 2013-14

Proportion of revenues from International market (%)

35% 44%

200 21155 2013-14
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Alembic Pharmaceuticals
Limited, the corporate.

Headquartered in Vadodara, India, Alembic Pharmaceuticals Limited is the 21st largest formulations player in India.
The Company's state of art R & D and manufacturing facilities are approved by leading regulatory authorities all over
the world including the US FDA. The Company’s business portfolio comprises three segments - International Generics,

Branded Formulations and APIs.

> Vision: To become a knowledge-driven
global pharmaceutical company with the highest
level of operational excellence in all spheres.

P Mission: To provide access to the best
healthcare products at affordable prices to
everyone present anywhere in the world.

International Generics and API

All our operating facilities have received approvals from the regulatory authorities of major developed markets
(USFDA, EU EDQM, UK MHRA, AUS-TGA, BRAZIL-ANVISA, among others).

D ¢

O

1 formulation plant.
(5 billion capacity)

Robust product basket

with 31 ANDA/NDA approvals
(61 filings-including 1 NDA)
and Para IV filing.

3 API plants.

5]

Partnerships with leading
generic players in the US,
Canada, Europe, Australia
and South Africa.

)

Well-developed R&D and
F&D facilities.

Sales of ¥46,837 lacs
in 2013-14 in the regulatory
generics market.

State-of-the-art
Bio Equivalence Centre.

i

66 DMFs filed.

Branded Formulations

Well-equipped
formulations plant in Baddi.
(Himachal Pradesh)

H

Strong presence in the
anti-infective, pain
management, cough and
cold segments.

Robust basket of 170 brands.
(2 feature in the Top 100)

Thrust on Cardiology,
Gynaecology, Gl, Diabetes,
Orthopaedics, Rheumatology,
Ophthalmology, Dermatology,

Respiratory and CVS segments.

Ranked 21st in the
Indian formulations market.
(market share 1.73%)

Revenues of ¥97,135 lacs
from India, 2013-14.

Ranked 19th in
the doctors’ prescription
universe.

Exports of ¥7,360 lacs
of International Branded
Formulations, 2013-14.
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MANAGEMENT DISCUSSION AND ANALYSIS

S
4

International Generics

process excellence.
extending vision to
implementation.

At Alembic, we believe that sustainable success is not necessarily
derived from an eagle perspective of what we need to do; it is also
derived from the ability to translate that vision into ground realities.

We discontinued the manufacture of
low-margin formulations in 2012-13,
compensated by the production of high-
value formulations for the US.

We resolved to expand our Formulation
unit and getting our incremental products
faster to desired markets.

We embarked on a phased
commissioning of this new unit; the
Phase-I was commissioned in the first
quarter of 2013 and Phase Il in October
2013. This phased implementation

will accelerate our payback over an
alternative strategy where we could
have commissioned the entire unit in a
consolidated manner.

We invested in high-speed automatic
lines with in-built quality control
equipment across the manufacturing and
packaging lines to ensure that every batch
matched stringent regulatory standards.

»
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We reinforced US customer confidence
through adequate product availability;
we provided 6 products from Phase |
operations and another 6 through Phase
II; one of our products capitalised on a
significant market opportunity leading to
robust volumes.

We plan to expand our Formulation unit
to 7 billion tablets /capsules per annum in
2014-15.

The cumulative impact of this
differentiated strategy is evident in
some attractive numbers:

The Company’s International Generics
business grew 99% over 2012-13;
business from the US grew by 104% to
%31,220 lacs in 2013-14, a critical size
that is expected to accelerate.

Business from the EU and other
regulated markets grew 89% over
2012-13.




Faster product launches

process excellence.
finding a quicker way
of doing things.

At Alembic, we believe that competitive advantage is not
necessarily derived only from a selection of the right products but
also the ability to bring them to the market with speed.

Alembic’s faster product
development

Prioritised formulation development of
niche products with accurate time-lines to
achieve early filing and timely approvals.

Created a product development road
map for the next few years backed by
strategic resource planning, infrastructure
creation and vendor development.

Embarked on the creation of a
dedicated facility to manufacture exhibit
batches (product samples to be sent for
regulatory approvals) to facilitate quicker
filings.

Embarked on the mobilisation of
additional resources — equipment
and people — to catalyse product
development.

Alembic’s improved filing quality
Maintained a library of observations
from retrospective filings to serve as

a ready reckoner in proactive issue
resolution.

Institutionalised key learning from
earlier filings in the dossier development
process.

Monitored regulatory aspects
across the product development cycle,
enhancing dossier strengths.

Added resources to undertake filings in
other geographies; key resources helped
accelerate filings in important markets
(regulated and pharmerging).

Alembic’s quicker scale-up
Created a robust pipeline (mix of
early and late expiry products) providing
sufficient time to grow from pilot to
commercial scale.

Demonstrated the necessary skill and
experience in efficient product scale-up
from lab scale to pilot scale and plant
levels.

Quick adoption of technology transfer
from R&D to plant.

6

Product launches in
the US, 2013-14.
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MANAGEMENT DISCUSSION AND ANALYSIS

Domestic Branded Formulations

process excellence.

the ability to
grow sustainably.

At Alembic, we have progressively invested in capacities and capabilities
to increase production and market responsiveness.

6 | Alembic Pharmaceuticals Limited



We increased supplies to the
marketplace, which enhanced customer
confidence and gradually translated into
attractive cross-sale.

We reconfigured our product basket
in line with our core strengths and
market opportunities; we broad-based
our leading speciality brand across 10
divisions leading to focused marketing.

We reduced the number of products
marketed by each representative; we
rationalised our field force to market
fast-moving brands; we restructured
incentives to encourage focused brands.

We instituted talent management
workshops for screening the best
available intellectual capital.

We grew people from within and in
this way gave them an incentive to

grow, thereby augmenting their on-field
productivity.

We trained our marketing
representatives more intensively, creating
a team of knowledge workers; we
recalibrated the targets of our marketing
representatives (MR) from focusing on
broad monthly sales to product mix-wise
monthly sales.

These differentiated initiatives were
reflected in the following achievements:
sustained revenue growth across 16
quarters, four-year revenues growing

at a CAGR of 12%; the Company'’s
branded Formulations business grew
14% over 2012-13, despite a steep price
reduction in key molecules; market shares
in all specialty therapeutic segments
increased in 2013-14; speciality business
contributed 54% of domestic revenues.

25

Number of new

products planned
for launch in
2014-15
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ANAGEMENT DISCUSSION AND ANALYSIS

Active Pharmaceutical Ingredients

process excellence.

[ [ [
enduring vigilance.
At Alembic, we believe that market responsiveness reconciles prudent
product selection with timely product exit, making the portfolio profitably

a culture of

market-relevant at all times.

The API business

We undertook a detailed study of our
products based on their size, share and
profitability as the first step towards
portfolio rationalisation.

We reallocated our vacated capacities to
increase the production of speciality APIs.

We strengthened our marketing in
regulated markets and enhanced the
in-house consumption of APIs

8 | Alembic Pharmaceuticals Limited

manufactured by us. The former
generated higher realisations while the
latter enhanced value-addition.

This realignment translated into the
following results: The API sales volume
altered from a 50:20:30 (regulated
markets: in-house consumption: other
markets) in 2010-11 to 60:30:10 in
2013-14, strengthening growth in
revenues and profitability.




Shop-floor Operations

process excellence.
attention to detail.

At Alembic, we recognise that profitability can be attractively enhanced
through focused investments that rationalise process time, increase batch
output and deliver economies of scale.

Formulation units We transferred high-volume products
We commissioned our expanded to high-speed, large output lines that
Formulations unit in a phased manner to enhanced volumes.

e We planned production programmes

We invested in high-speed operational to generate higher campaign cycles and
and sophisticated quality control optimised batch-changeover cycles.
equipment.

The results

Infrastructure: All our plants successfully
passed multiple regulatory and customer
audits.

We recruited and trained better
(class-room theory, hands-on training
in 2013-14) translating into superior

operational performance comprising
improved equipment utilisation. Formulation units: Production volumes

increased significantly from the existing

LcglaC LR e ) facility; the expanded unit achieved a

compliances. 60% capacity utilisation; record volumes

AP units were reported for some products; packing
ields improved.

We focused on the improvement of y P

production yields, especially of critical API units: Average plant occupancy

products, through process modification. increased from 70% in 2010-11 to 90%

in 2013-14; API sales to International

We i d th ductivity of high
f s e b 0N L AR markets increased by 20% in 2013-14.

volume products through capacity
re-balancing.

350 vt

API production
capacity to be added
in 2014-15
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MANAGEMENT DISCUSSION AND ANALYSIS

Our focus on

implementation.

How this generated
attractive growth.

Business

Revenue (% lacs) EBIDTA (% lacs)

2010-11 DPR-P-P-P-P- PP PP 1.20.205 2010-11 p>p-p- PP Pp-16.033

2011-12 PR PP 1.46.235 2011-12 P 22,085
2012-13 PR PP 1.51.726 2012-13 BB P> 25,589

2013-14 PR PR PP 1,586,071

2013-14 PP 36.001

Revenue growth

23%

Over 2012-13

13%

CAGR over 3 years

PBIT growth
41% | 28%
CAGR over 3 years

Over 2012-13

Net profit ( lacs)

Cash profit (% lacs)

2010-11 PP PP 8539
2011-12 PP 13013

201213 DPBB B BB PP PP 16525
201314 DBDBBBBB PP B PP P 2351

2010-11 PR-PRR PP 11,498
2011-12 P 16,378

201213 BB BB BP P PP PP 20022
201314 DD-DB BB PP BB BB P P 27,60

Cash profit growth

Net profit growth
43% | 35%
CAGR over 3 years

Over 2012-13

10 | Alembic Pharmaceuticals Limited

30%

CAGR over 3 years

>
4

38%

Over 2012-13




AA

Profitability

EBIDTA margin (%)

Net profit margin (%)

201011 PP BP P PP PP 1334
201112 BB BP P BB PP P 1506

201213 DBBBBBPP PP BB PP 1679
201314 DBDBBBBBB PP BB PP 1934

201011 BPBB PP P7.10
201112 D PPB PP PP PP 857

2012-13 PR P 1084
2013-14 PR R 1262

EBIDTA margin growth

Net margin growth

255 bps

Over 2012-13

600bps

Over 2010-11

178bps | 551 bps

Over 2012-13 Over 2010-11

ROE (%) ROCE (%)

201011 DBDBBBBPP PP PP 259 2010:11 BB 2075

2011-12 R PP 33.41 2011-12 P 2472

2012-13 PR PP PP 33.30 2012-13 PR R 31.40

2013-14 -B-P-B-B-B-5-B-B-B-P-P- PP PP 35 .60

2013-14 BB P PP 3967

ROE growth

ROCE growth

230bps | 668 bps

Over 2012-13 Over 2010-11

827 bps 1,892bps

Over 2012-13 Over 2010-11
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MANAGEMENT DISCUSSION AND ANALYSIS

Statement from the management

“We have only reached

the base camp;
the peak is still
some distance

away."”

Jean tf%afclo'fm,

Even as the performance of the
Indian economy weakened in
FY14, the performance of Alembic
Pharmaceuticals continued to
strengthen.

The Company reported another year
of profitable growth, marked by a
43% increase in our bottomline that
outpaced the 23% increase in our
topline.

This indicates that Alembic continued to
strengthen its competitive advantage,
validating the successful execution of a
business transformation strategy that
we initiated from 2009-10 onwards.

Contextual relevance

The global pharmaceutical industry is as
exciting as it is challenging, marked by
a number of developments. There is an
increase in urbanisation the world over,
increasing specific disease profiles and
bringing a number of them into focus.
There has been a growth in personal
disposable incomes that has been
higher than the increase in the cost of
medicines or general inflation, enlarging
the global pharmaceuticals market.

12 | Alembic Pharmaceuticals Limited

The cost of health care is still not a
significant part of people’s incomes,
inspiring the optimism that there is
attractive headroom within the sector.
There has been a growth in progressive
molecules with specific patient
population increasing. Besides, the vast
increase in the number of products in
the marketplace has inundated medical
practitioners with therapeutic options,
making it imperative to enhance market
representative (MR) effectiveness.

Enhancing shareholder value

A few years ago, Alembic recognised
that it would need to address these
marketplace realities and generate an
unambiguous increase in stakeholder
value. This enhanced value would

have to be derived from a continuous
evolution in our product mix towards
unmet complex patient needs, product
positioning, presence in specific
markets, specific therapeutic focus and
manufacturing processes.

We have done well in this regard: we
grew our EBIDTA margin in 9 quarters
out of 12; we strengthened this
operating margin from 13.34% in

«d

2010-11 to 19.34% in 2013-14,
indicating that even as the external
market continued to be challenging,
Alembic significantly enhanced its
profitability.

The second measure which
demonstrates that Alembic enhanced its
profitability is the Return on Investment,
which measures, per period, rates of
return on investment in an economic
activity as the basis of whether or not
to press investments. This ROl measure
was critically relevant for Alembic for
another reason. Alembic was relatively
late in strategic enunciation with a
premium on the need to recover lost
ground in the last few years, so this
measure factored the time value of
money into performance appraisal,
increasingly relevant in a competitive
scenario. To link strategy to profitability,
the Company institutionalised its ROI
discipline across markets, products,
customers and every business initiative
to maximise profitability from every
rupee and minute invested.

International Generics: We exited
low margin products and contract
manufacturing, reallocating the
liberated capacity for products
addressing regulated markets.

Branded Formulations: We altered

our marketing model, balancing our
product portfolio between divisions. We
realigned MR goals, as a result of which
focus shifted from a cumulative monthly
sales target to brand-wise sales targets.

APIs: We moderated the production

of low margin products; the available
capacity was deployed in the
commercialisation of specialty high-
value APIs. We increased our marketing
exposure in regulated markets. We
increased the captive consumption

of APIs in Formulations manufacture.




The result is that the Company’s API
profitability doubled over the previous
year.

Capacity utilisation: We sweated

our assets (Formulations and APIs) to
generate an incremental output, which
strengthened our supply chain.

Debt management: We enhanced
business liquidity through a volume-
value play, as a result of which
incremental cash flow was used to retire
37,739 lacs of debt.

The result was that our return on capital
employed strengthened by 827 bps -
from 31.40% in 2012-13 to 39.67% in
2013-14.

How we are taking the ROI
focus ahead

In 2014-15, we expect to implement a
number of value-enhancing initiatives.

Front-end marketing: We plan to
create a front-end marketing network
in the US. As the Alembic brand
becomes increasingly visible in the
largest global pharmaceutical market,

Even as our R&D efforts were
directed in product identification
and development, our returns were

incommensurate due to delays in
making launches. At Alembic, we
expect to strengthen our ‘first to
launch’ and ‘first to market’ record...

- Chirayu Amin, Chairman and Managing Director

we expect to capture the complete
marketing spread that until now was
required to be shared with our partners.
We shall launch our ANDAs through
this front-end in addition to products
being currently marketed through
partnerships.

Additional capacity: Even as we
commissioned a new Formulations
manufacturing facility in 2013-14,
we recognise that this capacity may
be consumed in 12 months following
increased international approvals for
our products and marketing alliances.
In view of this, we are implementing
a second Formulations unit expansion
(5 billion tablets/capsules to 7 billion
tablets/capsules a year). We are also
selectively investing in API capacity
enhancement at our Panelav and
Karkhadi plants.

Accelerating launches: Even as our
R&D efforts were directed towards
product identification and development,
our returns were incommensurate

due to delays in making launches. At
Alembic, we expect to strengthen our

0

“first to launch’ and ‘first to market
record, enhancing the prospect of
superior returns.

Product baskets: We expect to work
on increasingly complex products
woven around challenging chemistries
that protect us from price-based
competition.

In the Branded Formulations space, we
expect to launch 25 products (including
line-extensions) in respiratory and other
speciality segments.

At Alembic, we have enhanced value for
our shareholders based on the higher
financial returns and shareholders that
have translated into higher market
capitalisation.

We are placed at a sweet spot in our
business; we reinforce our commitment
to achieve profitable growth on a
sustained basis over the long-term.

Warm regards,

Chirayu Amin
Chairman and Managing Director
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MANAGEMENT DISCUSSION AND ANALYSIS

Alembic
Is attractively
~ placed in
its business...

Alembic
Research Centre is
the first in India to

be Information

Security

Certified

Highly talented
pool of 350

research
scientists

Fully integrated
comprising R&D /
F&D /captive
Bio-equivalence

facility

Therapy
focused
marketing through
15 marketing arms
and over 4,000 field
force covering over
1,50,000
doctors

2
9/nyon¥¥

Strong partnerships
and alliances in the
generic space

Vertical
integration

facilitates seamless
value-addition

of APIs into

Formulations

Well-developed
infrastructure -
4 US FDA
approved
plants

Manufacturing
excellence with
optimal cost
benefits

Long-term
relationships
with API
customers

Research capabilities

=4 le) deliver
sustainable

24 ANDAs

Filed in the last 3 years

Manufacturing infrastructu

21 DMFs

Filed in the last 3 years

32 products

Approved in the last 3 years

re

growth.

% 8,000lacs

Investment in
infrastructure in 2013-14

4.46

Sales-to-asset ratio
in2013-14

Effective marketing

44%

Revenue from International
market in 2013-14

14 | Alembic Pharmaceuticals Limited

15 divisions

Dedicated Therapeutic
segments

5 brands

Featured among the Top
300 brands in India as on
March 31, 2014

39%

Growth in International
Generic business
(3yr-CAGR)




The Alembic mind.

The business mind set

ROI-focused business strategy where

the deployment of cash generated is
prudently balanced between deleveraging
and investments in growth initiatives.

The asset creation strategy

Focus on Formulations supported by the
back-ended manufacture of APIs and

a front-end marketing set-up in select
geographies to maximise value-addition
and returns.

The product selection filter

The R&D team prefers to work in spaces
marked by complex chemistry with high
entry barriers, lower role of price-based
competition and higher returns.

The research focus

Address complex genericisation
opportunities, novel drug delivery systems
(NDDS), new technology platforms with

speed to capitalise on ‘first-to-market’
opportunities.

The compliance priority

Culture of disciplined adherence to best-
in-practice SOPs across the organisation
reinforced by stringent monitoring.

The International Generics
approach

Alliance with leading generic players in
regulated markets and now maturing to
launch its own front end marketing in US.

The domestic market roadmap
Select to be present in progressive
therapeutic spaces where the brand
can attain prominence over the
medium-term.

Emerging market presence
Establish presence in select geographies
where requirements are synergic with the
Company’s product basket.
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MANAGEMENT DISCUSSION AND ANALYSIS

The Pharmaceutical

sector.

The Indian pharmaceutical industry
ranks 3rd by drug volumes (10% global
market) and 14 by sales at ~US$25
billion (3% global market). The size

of the Indian pharmaceutical industry
was estimated at US$12 billion in 2013
(estimated), compared to US$10.9
billion in 2012 (US$1=INR 60). The
sector experienced a slowdown from
16.6% in 2012 to 9.8%; the sector
grew at a CAGR of 15% between

2010 and 2012. Chronic therapies
(cardio, gastro, CNS and anti-diabetic)
outperformed the market for 4 years,
growing at 14%, faster than acute
therapies (anti-infectives, respiratory,
pain and gynaecology) which grew at
9.6%. India now figures in the 5 leading
emerging pharmaceutical markets,

expected to grow to a size of US$20
billion by 2015.

Generics: The global spending on
medicines is expected to shift towards
generics in 5 years, rising from 27% of
the total spending to 36% by 2017,
even as brands account for more than
two thirds of all spending in developed
markets.

Absolute spending on brands in
developed markets is expected to
decline by US$113 billion in the next 5
years due to exclusivity losses, slower
uptake of new medicines and restrictive
access approaches. This is expected to
be offset by projected US$40 billion
generic spending, resulting in a US$73

billion patent ‘dividend’ in 2017. In
the U.S., US$83 billion (34%) of 2012
brand spending will shift to generics
at lower prices. In other developed
markets, the average brand spending
exposed to generic competition will be
22%, except in Canada where 30% of
spending will be exposed.

Generics consumption will be highest

in pharmerging markets (63% of all
spending). Patients in pharmerging
markets will enjoy an increasing access
to affordable generics for primary care
treatment. Total spending on traditional
pharmaceuticals in these markets is
expected to rise from US$199 billion in
2012 to US$336 billion in 2017.

Total global medicinal spending is
expected to exceed one trillion U.S.
dollars for the first time in 2014,
touching almost US$1.2 trillion

in 2017.

Generics curing and saving

In 2011, nearly 80% of the 4

billion prescriptions written in the
U.S. were dispensed using generic
medicines, while accounting for only
27% of the total drug spending.
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Generics will represent a larger share of the market in volume and value terms

Global Spending, 2012 and 2017
2012

2% Developed

BBBRDPPP bbb §62260

31% 58%

2017

67% 21%  12%
> p-p P b PP PP PP $650-6808n

1% Pharmerging 5go,

>>>>»»>>>>» $224Bn >>>>>>>>>>>»> $370-400Bn

Rest of the world

57% 27%  16% 529% 319% 17%
> > P b PP PP § 12080 PP P 12515560

12% World 529

BB BBRRIEPPEE36in  BEPRPPPERPPPIP 1 170.1,2008n
M Brand M Generic M Other

Source: IMS Health Thought Leadership, September 2013



Business operation b

International

Generics.

Overview

Alembic’s International Generic business
was pivoted around its Formulation sales
to regulated markets (US and EU) starting
2009-10.

The Company filed 61 ANDAs (including
1 NDA), of which 31 are approved
(including 4 tentative approvals) and 21
commercialised.

The International Generics business
accounted for 25% of the Company’s
revenues, emerging as the fastest
growing segment; which grew by 99%
over 2012-13.

Key initiatives, 2013-14

» Commissioned, a Formulations facility for
solid dosage forms for regulated markets,
commencing supplies to the US and

the EU.

» Launched 6 products in US, receiving a
heartening response.

» Entered into arrangements with large

pharmaceutical companies for 2 products,
providing a footprint across many nations;
signed 8 marketing deals with regional
players for 7 products; these alliances

will start yielding results from 2015-16
onwards.

Business growth over
the last three years
(@e)

Going ahead

The US markets: Alembic plans to launch

6 to 8 products in the US, some of them

on ‘Day-1 launch’. The Company plans to
establish its marketing network in the US by
end 2014-15.

61

ANDA:s filed
EU markets: Alembic plans to
forge alliances with large European
pharmaceutical marketing companies.

Other markets: The Company plans to
launch products in Australia, South Africa
and Canada in 2014-15, expected to
generate returns from 2015-16 onwards.
Alembic will increase partnerships to widen
its product basket in Australia, Canada and
South Africa.

ANDAs approved

Patent expiry trend of blockbuster drugs in US

40+ A\ Gross value of patents

—— Linear (Gross value of

Likely peak cumulative generic opportunities in global markets during
2015 sustains formulation exports growth visibility for Indian pharma

—— Linear (Gross value of
global pharma patents

A Gross value of global
pharma patents

35+ expiries ($ bn) B i LAt 70 expiries ($ bn) expiries ($ bn) g

30 : 60- 55 A

27 49 19 20 19 - 207 A L

207 6 A7 401 A

AW N - A A 0l A

o] A AlﬁiﬁA A A A A A
5| A 20 A A A A, AACE
i T SR T e Y o7 G o T |
2008 2009 2010 2011 2012 2013 2014 2015 2016 0-

Source: USFDA

2008 2009 2010 201172012 2013 2014 2015 2016

Source: Evaluate Pharma

The US generics market witnessed the peak value of patent expiry worth US$35 billion in 2012, following which
genericisation opportunities moderated. However, as per Evaluate Pharma the peak opportunity of patent expiry in
various advanced markets is expected in 2015, strengthening generic prospects for Indian pharma companies. Patent
expiration opportunities worth US$168 billion are expected over four years, strengthening earnings for key players.
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MANAGEMENT DISCUSSION AND ANALYSIS

Business operation b

Branded

Formulation.

Overview
This flagship SBU accounted for nearly 56% of
the Company’s topline.

The Company's product basket comprises 170
Formulations, marketed pan-India through

a 4,000-plus marketing team. The Branded
Formulations business was ranked 21st in the
Indian Formulations market with a market
share of 1.73%. (Source: ORG March, 2014)

Alembic is a strong player in the anti-infective,
pain management, cough & cold segments,
cardiology, gastroenterology, gynaecology
and diabetes. Its prominent brands comprise
Azithral, Roxid, Wikoryl and Althrocin. In
2013-14, Gestofit featured among the Top
300 Formulations brands in India.

The Company is strengthening its presence in
the speciality therapeutic segments, growing
its business between acute and chronic
therapies from 51:49 in 2012-13 to 46:54 in
2013-14.

The International Branded Formulations
Business clocked a turnover of 37,360 lacs in
2013-14 up by 32% in 2012-13.

Key initiatives, 2013-14

» The New Pharma Policy reduced the price
of Azithral, the Company’s key brand. The
Company resolved to enhance volumes to
compensate numbers. Despite the price
decline, revenue from this brand remained
strong and Azithral crossed the 100 crore
mark.

» Launched 22 brands in the Indian market
across various therapeutic segments.

» Planned the de-growth of traditional brands
which were subsequently replaced with
specialty products.

» Created different task forces within existing
therapeutic segments to address diverse
customer requirements.

» Consolidated the Dermatology division with
a basket of 7 products.

Revenue growth over
the last 3 years (CAGR)

100 cr

Azithral crosses 3100
crore mark

Marketing team for
the Indian market

22

Number of %10 crore-
plus brands in the
portfolio

Pan-India marketing and distribution network

SUMMIT
Cardiology
Diabetes

SPECIA
Cardiology
Diabetes

CORAZON
Cardiology

Diabetes

INTENSA
Critical Care

ALCARE

PHARMA Gynecology

General Acute
Division
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OSTEOFIT
Orthopedics

ENTERON
Gastroen-
terology

GASTRON
Gastroen-
terology

SPECIALITY
MARKETING
DIVISION

RESPIRATORY
CORIUM High End
Dermatology Respiratory

EYECARE
Ophthal-
mology

ZENOVI
Gynecology

MAXIS
Rural
Focused

MEGACARE
General Acute
Division



Therapeutic segment performance table

Therapy Therapy Alembic Market share Therapy Alembic Market share
e grothn growth growth growth
Opthalmology 11 41 1.76 11 39 1.39
Cardiology AENN 26 1.49 113 37 iF22
Nephra/Uro 8 = 192 15 40 1.84
Anti-diabetic 23 24 558 2 41 (F52
Gynaecology 8 23 217 7 28 1.87
Gastrology 10 10 2.48 i3 2]l 2.50
Cough & colds 13 9 4.90 5 4 5.06
Orthopaedic 9 9 i3 8 ) IS
Anti-infective 1 -7 3.81 7 1 413
OVERALL 10 8 1.73 11 13 1.78

Source: ORG March 2014

Going ahead

The India business

» The Company plans to expand its
presence in the cardiovascular space
and launch 2 marketing divisions
(Respiratory and CVS) with a diverse
portfolio of products.

» The Company expects to strengthen
its presence in the traditional cough
and cold segment, enhancing its 5%
market share.

» The Company plans to launch about
25 products across various therapeutic
segments in 2014-15.

The international branded business
The Company is at a nascent stage in
branded generics in the Rest of the
World segment. It filed products in key
markets (South East Asia, CIS and East
Africa) awaiting approvals in most.

We are a more profitable business today because ...

We focused on the creation of key brands in key
specialities, which we recognise will create an
enduring play; we selected to grow our presence
only in those therapeutic spaces where we could
graduate to the top ten of that segment; we

selected new products on the basis of the kind of

value-addition the product would afford and the
growth that overall segment would provide; we

selected to grow our presence in knowledge-driven

segments marked by a high entry barrier and a
resistance to price erosion.

We evolved our product mix in response to
marketplace opportunities, strengthening our

profitability focus; we moved from price-sensitive

commoditised spaces to value-added segments.

We restructured to create more divisions with the
objective to address market opportunities more
effectively.

We strengthened our intellectual capital; we grew
leaders from within; we strengthened people
retention and revenue per person.

We took a proactive call of the business, extending
from individual-influenced working to systemic
institutionalisation from being driven by lagging
indicators to leading indicators, from product push
to consumer pull, from sales lumpiness to sales
consistency, from functional trouble-shooting to
strategy-driven predictability; from a focus on profit
maximisation to margins growth.
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MANAGEMENT DISCUSSION AND ANALYSIS

Business operation b

Active Pharmaceutical
Ingredients (API).

Overview

Alembic’s API business is now a critical backward
integration piece in the manufacture of niche
Formulations with global acceptability. The Company’s

90%

Specialty products Capacity utilisation,

portfolio comprises 60 speciality APIs addressing lifestyle in the Alembic API 2013-14
ailments. basket
Key initiatives, 2013-14
» Filed 6 DMFs and 12 Certificate of Suitability
applications.
Export Revenue DMFs filed
» Commercialised several specialty APIs in 2013-14, which growth from
received encouraging response. APIs over 2012-13

» Enhanced productivity across all facilities.

» Increased APl marketing in regulated markets.

Going ahead The internal customer

The Company expects to commission its expanded At Alembic, the captive consumption of APIs
capacity in 2014-15 with investment of 7,000 lacs. The increased to 31% of API sales production
team expects to maximise the captive consumption of APIs in 2013-14 as against 16% in 2012-13,

and launch 10 products in 2014-15 (sizeable proportion underlining its growing value-addition.

of specialty molecules).

20 | Alembic Pharmaceuticals Limited



Human Resource.

At Alembic, we believe that people
embody our most fundamental

asset. The Company endeavours to
offer a fair, transparent and merit-
based working environment, which
promotes constant learning, individual
and organisational development.
During 2013-14, the Company had

around 6,300 permanent employees.
Besides, Alembic was also actively
involved in providing functional

and behavioural training to all
employees to enhance productivity.
The nature of your Company’s
business requires trained and skilled
professionals. Your Company has

been successful in attracting and
retaining highly qualified professionals,
with impeccable professional track
record, offering a challenging work
environment to enable them to
unleash their entrepreneurial energy
without compromising on team work
and ethics.

Health, safety,

Health, safety, security and
environment form the core of

our business; all employees are
accountable for this. Alembic
follows industry best practices
related to health, safety, security and

environment protection.

During the year under review, safety
audits were carried out by third party
representatives and all observations/
suggestions were implemented.

security and environment.

Environmental audits (Statutory)

were carried out and submitted to
the pollution control boards for their
review. Waste generation was reduced
by improving chemical processes at
various stages.

Contribution to society.

Alembic is committed to enhance life
quality in and around the communities
of its manufacturing presence. During
the year under review, the Company
undertook a number of development
projects related to health, education
and vocational training. The Alembic
Group's Rural Development Society
(RDS) (operational since 1980) near

Panelav in the Pawagadh foothills was
founded by Shri Ramanbhai Amin
with the primary objective of providing
vocational training and education
across 50 villages. RDS believes in
helping economically weaker sections
of the rural population by making
them self-reliant. The activities of RDS
include residential hostel for students,

high school education, health
education, hygiene and medical clinic,
de-addiction activities and training
programmes.

The Alembic Group’s non-profit trust-
run schools impart quality education
to over 5,000 students.
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MANAGEMENT DISCUSSION AND ANALYSIS

Analysis of

financial statements.

Despite a number of business, economic and political challenges that made 2013-14 one of
the most challenging years in recent times, Alembic delivered higher revenues and profits.

Statement of Profit and Loss
Net sales

Net sales jumped by 22.64%

from %1,51,726 lac in 2012-13
t0%1,86,071 lac in 2013-14 —
primarily due to increased sales in
regulated markets consequent to
the commissioning of the USFDA-
approved formulations facility.

Operating costs

A scaling across all business segments
(APIs and formulations) resulted in
increased operational costs

(in absolute numbers).

The maximum cost increase in
percentage terms was under the head
of R&D material consumption, the bio-
study and filing fees being the biggest.
This highlights the Company’s focus in
nurturing a robust product pipeline,

Sales breakup

¥ International formulations

B Domestic formulations

H APIs
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sustaining business momentum.

The other significant cost increase
was in terms of employee expenses.
Due to an increase in team size,
wage increments and on-field force
incentives, which resulted in superior
business growth.

Margins

Alembic’s growth over the last fiscal
can be aptly described in two terms

- volume-driven and value-led. This
was on the back of a keen focus on
maximising the Company’s ROl across
operations. The benefit of this strategy
was manifested in an improved EBIDTA
margin. Higher price realisations on
certain products and reduction in

raw material consumption due to an
improved product mix also added

to margin accretion. As a result, the
EBIDTA margin increased by 255 bps
— from 16.79% in 2012-13 to 19.34%
in 2013-14. A sharp decline in interest
cost, consequent to a reduction in
debt, facilitated a 43% growth in profit
after tax from 216,525 lac in 2012-13
t0 223,551 lacin 2013-14 and net
margin jumping 178 bps from 10.84%
in 2012-13 to 12.62% in 2013-14.

Balance Sheet

Capital employed: The total capital
employed in the business (net worth
and external liabilities) increased to
387,385 lac as on March 31, 2014. This
was largely to fund the growth of the
business. Return on capital employed

climbed 827 bps from 31.40% as on
March 2013 to 39.67% as on March
31, 2014.

Shareholders’ funds: Shareholders’
funds increased 34.3% from 50,294
lac as on March 31, 2013 to 367,557
lac as on March 31, 2014 owing to a
growth in profits. While the Company’s
equity capital remained unchanged,
the reserves and surplus balance grew
36% from 45,854 lac as on March 31,
2013 to 62,380 lac as on March 31,
2014 — due to a plough back of 72%
of the net profit earned in 2013-14.
The entire reserves were free which

can be deployed by the Company
towards future growth initiatives. The
book value per share strengthened
from ¥29.60 as on March 31, 2013 to
¥39.35 as on March 31, 2014.

Long-term borrowings: Long-term
borrowings declined from 11,668 lac
as on March 31, 2013 to 8,397 lac as
on March 31, 2014. Long-term debts
primarily comprised foreign currency
loan from bank.

Long-term provisions: This comprised
provisions made for employee benefits,
namely leave and gratuity as mandated
by various statutes. The balance
increased due to routine additions
during the year.

Short-term borrowings: The segment
primarily comprised secured and
unsecured working capital limits from
banks to fund day-to-day activities.
Despite increased business volumes



and widened business presence,

the Company reduced it reliance on
external working capital financing.

As a result, the balance under this
head decreased from 7,011 lac as on
March 31, 2013 to 32,542 lac as on
March 31, 2014.

Tangible assets: Net tangible assets
grew 15% from 334,422 lac as on
March 31, 2013 to 39,696 lac as on
March 31, 2014, largely on account
of the commissioning of a new

formulations plant with an investment
of 8,000 lacs.

Inventories: An increase in
operational scale resulted in an
increase by ¥4,394 lacs in inventory
balance at the year-end. The balance
of raw material inventory increased
primarily due to a widening of the
product basket and increased product
filing in regulated and emerging
markets. The average inventory cycle
stood at 73 days in 2013-14 against

i

75 days in 2012-13.

Trade receivables: A sizeable increase
in sales volumes and a widened
distribution network resulted in an
increase in outstanding receivables at
the year-end — growing 17.39% from
323,287 lac as on March 31, 2013 to
327,337 lac as on March 31, 2014.
Average receivables stood at 53 days
in 2013-14.

Internal Control

At Alembic, we maintain a system
of well-established policies and
procedures for internal control

of operations and activities. We
continuously strive to integrate the
entire organisation from strategic
support functions like finance,
information technology, human
resources, and regulatory affairs

to core operations like research,
manufacturing and supply chain.
The internal audit function is further
strengthened in consultation with
Statutory Auditors for monitoring
statutory and operational issues.

The Company appointed M/s. Sharp
& Tannan, Chartered Accountants, as

Systems and Adequacy.

Internal Auditors. The prime objective
of this audit is to test the adequacy
and effectiveness of all internal control
systems and suggest improvements.
Significant issues are brought to the
attention of the Audit Committee for
periodical review.

Alembic has global IT and
communication networks and
applications to support its business
activities.

Alembic is already on a SAP platform
for more than a decade and upgraded
the ERP to the latest version to
facilitate effective control systems

and tools. This has helped harness
superior business reporting and

analytics through Business Intelligence
Reporting. We also implemented
additional controls in the form of
Budget Control System in SAP to
support budget planning and budget
execution.

To set the tone for the Company to
attain effective and efficient internal
control and documentation, the
Company implemented the Document
Management System for its core
operations and strategic operations.

Moreover, the Company obtained ISO
9001 and ISO 14001 certification and
adhered to the Standard Operating
Practices in its manufacturing and
operating activities.
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Risk management

A number ot
questions answered.

Unforeseen contingencies can affect prospects.

Alembic leverages its deep domain
and management insights to
undertake proactive counter-measures
that strengthen viability across
verticals, products, geographies and
market cycles.

with prudential norms, structured
reporting and effective controls.

A combination of centrally-issued
policies and divisionally-evolved
procedures helped enhance process
robustness, ensuring that business
risks were competently addressed.

Company'’s strategic direction and was
consistent with stakeholders’ desired
total returns, credit rating and risk
appetite. The senior management
periodically reviewed the risk
management framework to maintain
contemporariness and address

Alembic’s integrated risk management '
emerging challenges.

approach comprises a compliance

This approach conformed with the

Will the Company
sustain its growth
momentum?

Does the Company
possess a strong
product pipeline?

What would be the
impact of a delay
in the product
approval cycle?
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The pharmaceutical sector is relatively
recession-proof. Within this large sector,
the prevalence of chronic (lifestyle) ailments
will abound and the consumption of
speciality therapies will accelerate. Alembic
has increasingly focused on specialty
therapies and complex products over the

The Company’s 350-person R&D team is
working on a robust pipeline of complex
products, expected to lose patent protection
upto 2020. The Company has a robust
product pipeline of molecules under various

The pharmaceutical industry in general
shoulders the risk of delayed regulatory
approvals and the Company is no
exception. Alembic is diversifying its
presence across products and geographies
to minimise the impact of this risk. The
Company's regulatory team is increasing
regulatory filings for multiple product
approvals across geographies (regulated
and pharmerging markets). In the last two

last few years, outperforming industry
growth. The Company expects to launch 2
divisions (Respiratory and CVS) in 2014-15,
which should sustain growth. The Company
expects to launch 7-9 products each year
for the next three years in the US markets.

stages of development. Besides, the R&D
team is ready with products to be launched
in India and across the globe (regulated and
pharmerging nations).

years, the team accomplished 17 filings in
the regulated markets. The Company's filing
quality continued to be at par with leading
Indian pharmaceutical companies, reflected
in the approval of 31 ANDAs. Going ahead,
the Company plans to accomplish average
of 8-10 ANDA filings annually for the next
three years, complemented by filings in
other international markets that de-risks the
Company from probable delays.



Does Alembic
possess adequate
capacity to
manufacture new
products?

How will the
Company market
this incremental
volume?

The global regulatory

authorities are
tightening their
vigil on the

operations of Indian

pharmaceutical
players. How does
the Company
address this risk?

Will Alembic have
the necessary
funds to finance its
growth?

Will foreign
exchange volatility
affect Alembic?

As a proactive organisation, Alembic
augmented its Formulations capacity

to 5 billion tablets/capsules, which was
nearly double its earlier capacity and
commissioned in the first half of 2013-14.
This capacity is being complemented with

The Company diversified its presence
across large markets, namely India (56% of
revenue), the US (17% of revenue) and the
EU (8% of revenue).

For wider presence and deeper penetration
in the US markets, the Company is creating
a front-end marketing presence in addition
to its existing marketing alliances with large
pharmaceutical marketing companies.

The top management is committed to
regulatory compliance and is continuously
reviewing and strengthening its system.
The Company is insisting on the constant
training and development of its staff and

Following growth in 2013-14, the
Company enjoyed a higher cash flow

that helped liquidate debt, invest in R&D
capability and operations infrastructure. In
2013-14, the Company repaid 37,739 lacs
of debt, invested ¥8,000 lacs in operations
infrastructure and 11,643 lacs in R&D
activity. As a result, the Company’s debt-
equity ratio declined from 0.33 (March 31,
2013) to 0.15 (March 31, 2014), which

The Company, being a net foreign exchange
earner, will get adversely affected if the
rupee appreciates significantly against

US dollar. The top management of the

a second expansion round, enhancing its
Formulation capacity to 7 billion in 12
months. The Company is also expanding
its API capa