B Press Release Care

RATINGS

January 10, 2023

Ratings
Facilities Amount (X crore) Rating Action
Long Term Bank 220.00 CAE{SEinA;leS't;ble Reaffirmed and removed from (Rating Watch with
Facilities (Enhanced from 191.25) Outlook? Stat’)Ie ) Developing Implications; Stable outlook assigned)
Short Term Bank 231.00 CARE Al Reaffirmed and removed from (Rating Watch with
Facilities (Enhanced from 201.00) (AOne) Developing Implications )
451.00

:ng‘l'lt';”:s“k (% Four Hundred Fifty-

One Crore Only)

Details of instruments/facilities in Annexure-1.

Detailed rationale and key rating drivers

The ratings assigned to the bank facilities of Honour Lab Limited (hereinafter known as ‘Honour’ or the *Company’) have been
reaffirmed and removed from ‘Rating Watch with Developing implications (RWD)". The ratings earlier were placed on RWD
subsequent to Income Tax search operations carried out in the company during October 2021 and the probable impact of the
same on business and operations of the company. During the period under credit watch, CARE Ratings Limited (CARE Ratings)
had been engaging in dialogue with the company’s management to understand developments pertaining to the event. As per
the company it has not received any demand from Income Tax department and the company has offered additional income
during FY22 (refers to period April 01 to March 31) post Income tax search and has provided for the tax on the same. During
FY22 the company reported Total operating income of Rs. 2250 crore (as against Rs. 2184 crore during FY21) with PBILDT
margin of 14% (as against 24% during FY21). Overall gearing remained comfortable at 0.29 as on March 31%t, 2022. However,
CARE Ratings would continue to monitor development with regard to the above event.

Ratings assigned to the bank facilities of Honour Lab Limited continues to derive strength from experienced promoters,
synergizing the operations of the group through expanding the backward integration, adequate liquidity position and favourable
industry prospects. The ratings have also factored in the robust capital structure and attractive debt coverage indicators. The
ratings, however, are tempered by revenue concentration in the product portfolio, client concentration risk and exposure to
regulatory risk. The muted growth in revenues combined with fall in profitability margins and stretched working capital cycle act
as a constraint.

Rating sensitivities
Positive factors — Factors that could lead to positive rating action/upgrade:
. Improvement in scale of operations by 10% while maintaining PBILDT margin at 20% and above on a sustained basis
. Ability of the company to reduce the product and customer concentration risk by increasing its product and customer
portfolio.
Negative factors — Factors that could lead to negative rating action/downgrade:

e Deterioration in capital structure as marked by overall gearing beyond 0.7x

¢ Elongation of debtor days beyond 100 days in future years

e Any adverse assessment proceeding from income tax department resulting negatively on the operation or liquidity of
the company

Detailed description of the key rating drivers

Key rating strengths

Robust capital structure and comfortable debt coverage indicators

The overall gearing at the consolidated level as od March 31, 2022 remained comfortable and remained largely in line with last
year figures at 0.28x (PY 0.26x). Furthermore, the debt coverage indicators remained comfortable in FY22. Interest coverage
ratio moderately reduced from 18x in FY21 to 13x in FY22 on account of decrease in PBILDT levels. Total debt/GCA increased
from 0.53x as in FY21 to 1.19x in FY22 on the back of increase in debt levels and a ~34% fall in GCA.

IComplete definition of the ratings assigned are available at www.careedge.in and other CARE Ratings Ltd.’s publications
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Promoted by promoter of the Hetero group, a reputed player in the pharma business

Hetero is one of the major pharmaceutical groups in India which is promoted by Dr B Parthasaradhi Reddy. The group consists
of various pharmaceuticals companies such as Hetero Labs Limited, Hetero Drugs Limited, Honour, Hindys Lab Private Limited,
Hazelo Lab Private Limited, Dasami Lab Private Limited, etc. The group is engaged in the development and manufacturing of
active pharmaceutical ingredients (APIs), intermediate chemicals and finished dosage. The group has a portfolio of around 600
products spread across various therapeutic segments. The group has a presence in 140 countries and has 25 manufacturing
units for pharmaceuticals products. The group was established by Dr B Parthasaradhi Reddy in 1993. Dr Reddy has more than
three decades of experience in the Indian pharmaceutical industry.

Synergizing the operations of the group through expanding the backward integration albeit high customer
concentration

Honour commenced its operations in May 2012 with an objective to primarily facilitate and enhance the cost competitive
advantage in procuring intermediates and APIs for group companies particularly Hetero Labs Limited (HLL) and Hetero Drugs
Limited (HDL). Earlier, HLL and HDL used to import certain Intermediates and APIs from China. However, due to its large
volume requirement and high price of imported product, the group decided to manufacture the same in-house within the group.
Hence, Honour was incorporated to support Hetero’s requirement largely for intermediates and a few APIs and thus function as
a backward integration arm of Hetero. With setting up of Honour, the group’s pressure arising from low bargaining power with
suppliers, which in turn can affect profitability, has reduced to a large extent. Hence, HLL and HDL are the prime clients for
Honour which contributed around 55% and 2% of the total operating income, respectively, during FY22 (against combined
sales of 63% and 2% during FY21 to HLL and HDL). The balance 42% sales are from other reputed clients, namely, Mylan
Laboratories Limited, Alkem Laboratories Limited etc. In order to support the growing operations, the company has
continuously increased its capacity every year. Honour has five operating units, two located at Pune, one at Medak district in
Telangana, one at Nakkapalli Mandal in Vizag and one in Sangareddy district in Telangana.

Key rating weaknesses
Muted growth in operating revenue coupled with deterioration in profitability margins

The total operating income of the company, at consolidated level, has increased 3% from Rs. 2184 crore during FY21 to Rs.
2250 crore during FY22 vs a 67% YoY increase in FY21. The significant increase in the revenue in FY21 was on account of new
products added namely Remdesivir (sales in FY22 fell 53% to Rs. 188 crores as compared to Rs. 401 corers in FY21) and
Favipiravir (sales fell 10% from Rs. 101 crores in FY21 to Rs. 90 crores in FY22) which are being used in treating Covid-19
extensively. Sales growth was muted in FY22 and is expected to further moderate during FY23 owing to fall in sales of the
COVID related products.

PBILDT margins for FY22 moderated from 24% in FY21 to 14% owing to a 25% increase in raw material costs. The raw
material costs increased on account of overall inflationary scenario, higher solvents price and the increase in logistics costs,
resulting from the Russian Ukraine war. Also, the exceptional margins in FY21 was also on account of account of sudden spike
in the demand for COVID related antiviral products for which the company enjoyed better pricing power in FY21.

Extended working capital cycle

The working capital cycle of Honour on consolidated basis stood at 90 days in FY22 vis-a-vis 68 days in FY21. This is mainly due
to higher inventory holding period. The inventory holding period increased from 68 days during FY21 to 79 days during FY21.
The collection period remained largely in line with FY22 figures at 58 days (PY 57 days). Further, the average working capital
utilization of the company for the past 12 months ended September 2022 remained at 86%.

Product concentration risk

Honour has a product portfolio of about 75 products in intermediates and APIs catering to various therapeutic segments such as
anti-retroviral, antiviral, antidepressant, epilepsy, antibiotic etc. However, Honour is exposed to product concentration risk with
57% of sales being derived from top 10 products (64% in FY21). The revenue from Remdesivir contributed 8% of the revenue
in FY22 which was being used in treating Covid-19 extensively. Nevertheless, the company has been adding new products to its
portfolio to reduce the product concentration risk. Further, the company has filed around 9 DMFs during FY22 and is expecting
to file more DMFs in the coming quarters. The company has total 47 DMFs filed on its name till March 31, 2022.

Exposure to regulatory risk

Honour along with the subsidiaries is exposed to regulatory risk with its operations centered majorly into manufacturing
pharmaceutical formulations along with APIs. The pharmaceutical industry is highly regulated in many other countries and
requires various approvals, licenses, registrations and permissions for business activities. The approval process for a new
product registration is complex, lengthy and expensive. The time taken to obtain approval varies by country but generally takes
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from six months to several years from the date of application. Any delay or failure in getting approval for new product launch
could adversely affect the business prospect of Honour. Given, India’s significant share in the USA’s generic market, the USFDA
has increased its scrutiny of manufacturing facilities and other regulatory compliance of the Indian pharma companies supplying
generics drugs to the USA. Non-compliance may result in regulatory ban on products/facilities (as in the recent cases of import
alerts issued by the USFDA to top pharma companies) and may impact a company’s future approvals from USFDA. Hence,
ongoing regulatory compliance has become critical for Indian pharma companies including Honour as it seeks to strengthen its
position in the regulated markets like USA, UK etc.

Liquidity: Adequate

The liquidity profile of the company is adequate. The company has been generating sufficient cash accruals at around Rs. 200-
250 crores vis-a-vis repayment obligations of around Rs. 35 crores. The company has unutilized bank limits around 15%-20%
supported by current ratio of 1.71x as on March 31, 2022. The gross cash accruals of Rs. 239 crore is more than adequate to
meet its incremental working capital needs in the near future. With a gearing of 0.29x as of March 31,2022, the company has
sufficient gearing headroom, to raise additional debt for its capex.

Analytical approach

Consolidated; the consolidated business and financial risk profiles of Honour and its subsidiaries is being considered as these
entities are linked through a parent-subsidiary relationship and collectively have common management, business & financial
linkages. The approach also factors in linkages with the Hetero group.

Applicable criteria

Policy on default recognition

Consolidation

Financial Ratios — Non financial Sector

Liquidity Analysis of Non-financial sector entities
Rating Outlook and Credit Watch

Short Term Instruments

Manufacturing Companies

Pharmaceutical

Policy on Withdrawal of Ratings

About the company

Incorporated in November 2011, Honour Lab Limited (Honour), is a part of the Hetero group, promoted by Dr B. Parthasaradhi
Reddy. Honour is a pharmaceutical company, primarily engaged in the manufacturing of intermediates and Active
Pharmaceutical Ingredients (APIs). Honour commenced its operation in May 2012 by acquiring bulk drug intermediary
manufacturing unit with export potential in the special economic zone (for pharmaceuticals being promoted by Hetero
Infrastructure SEZ Limited) at Narsapuram village, Nakkapalli, Andhra Pradesh. Subsequently, Honour has been doing
continuous capacity expansion with addition of new units. As on March 31, 2020, Honour has five manufacturing unit at various
locations in the state of Telangana, Maharashtra and Andhra Pradesh. The unit at Nakkapalli in Andhra Pradesh is approved by
USFDA. The unit at Sangareddy in Telangana is approved by domestic GMP and GMP, Germany. Honour at present is engaged
in manufacturing of intermediates largely and few APIs which are mainly supplied to Hetero Labs Limited (HLL) to cater the
requirement of HLL's API unit for antiretroviral (ARV) drugs. Hetero group is a research based global pharmaceutical company
focused on development, manufacturing and marketing of intermediates chemicals, APIs and finished dosages through its
various companies; HLL, Hetero Drugs Limited (HDL), Cirex Pharmaceuticals Limited, Hetero Med Solutions Limited, Hindys Lab
Private Limited, Hetero Healthcare Limited, etc

Brief Financials (X crore)

March 31, 2021 (A) March 31, 2022 (A) H1FY23 (UA) Q3FY23 (UA)

Total operating income 2184.01 2250.04 1087.51
PBILDT 533.99 316.64 101.69
PAT 362.79 210.71 54.80 NA
Overall gearing (times) 0.26 0.29 NA
Interest coverage (times) 17.80 12.85 6.13

A: Audited; UA: Unaudited; NA — Not available
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https://www.careratings.com/pdf/resources/Policy%20on%20Default%20Recognition_Dec%202022(2-12-22).pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Consolidation_2-Feb-22%20(21-6-22).pdf
https://www.careratings.com/pdf/resources/Financial%20ratios%20-%20Non%20Financial%20Sector-May%2022.pdf
https://www.careratings.com/pdf/resources/Liquidity%20Analysis%20of%20Non-Financial%20Sector%20entities_May2022%20Final.pdf
https://www.careratings.com/pdf/resources/Rating%20outlook%20and%20rating%20watch%20_Dec%202022(21-12-22).pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Criteria%20for%20short%20Instruments%20(15-7-22).pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Rating%20Methodology%20-%20Manufacturing%20Companies%20December%202022(14-12-22).pdf
https://www.careratings.com/upload/NewsFiles/GetRated/Rating%20Methodology%20%E2%80%93%20Pharmaceutical%20Sector%20(5-8-22).pdf
https://www.careratings.com/upload/NewsFiles/GetRated/CARE%20Withdrawal%20policy%20Sep%202022(30-9-22).pdf
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Status of non-cooperation with previous CRA: Not applicable

Any other information: Not applicable

Rating history for the last three years: Please refer Annexure-2
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Covenants of the rated instruments/facilities: Detailed explanation of covenants of the rated instruments/facilities is

given in Annexure-3

Complexity level of various instruments rated for this company: Annexure-4

Annexure-1: Details of instruments/facilities

Coupon Maturity Size of Rating Assigned
I:ame of the Date of Issuance Rate Date (DD-  the Issue along with Rating
nstrument

(X crore) Outlook
Fund_-based LTCash - 220.00 CARE A; Stable
Credit
Fund-based - ST-Working i 80.00 CARE AL
Capital Demand loan
Non-fund-based - ST-
Bank Guarantee } 10.00 CARE Al
Non-fund-based - ST-
Letter of credit ) 141.00 CARE Al

Annexure-2: Rating history for the last three years

Current Ratings Rating History

Date(s) Date(s)
II“:sTri;fet:t?Bank Amount and_ Dat_e(s) and Dat_e(s) and and_
Facilities Type  Outstanding | Rating Rat.' ng(s) Rat.' ng(s)_ Rat.' ng(s)_ Rat.' ng(s)
(X crore) ::!SSIgned assigned in assigned in ?SS|gned
in 2022- 2021-2022 2020-2021 in 2019-
2023 2020
Fund-based - LT- 1Withdrawn | DCARE A
1| Term Loan LT i i i i (04-Jan-21) | Stable
(06-Jan-20)
1)CARE A
(CW with
Developing
CARE | 1)CARE A Implications) | 1)CARE A; 1)CARE A-;
2 E‘;Zﬁgf:;‘tj -LT- LT 22000 | A; (RWD) (19-Oct-21) | Stable Stable
Stable (27-Dec-22) (04-Jan-21) (06-Jan-20)
2)CARE A;
Positive
(06-Oct-21)
1)CARE Al
(CW with
Developing
3 Non-fund-based - ST 141.00 CARE g&SVADR)E Al Implications) | 1)CARE A2+ 1)CARE A2
ST-Letter of credit Al (27-Dec-22) (19-Oct-21) (04-Jan-21) (06-Jan-20)
2)CARE Al
(06-Oct-21)
1)CARE Al
4 | Non-fund-based - - 10.00 CARE (1F){§/:VADR)E AL | (cw with 1)CARE A2+ | 1)CARE A2
ST-Bank Guarantee ’ Al Developing (04-Jan-21) (06-Jan-20)
(27-Dec-22) S
Implications)
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(19-Oct-21)

2)CARE Al
(06-Oct-21)
1)CARE Al
(CW with
Developing
Implications) 1)CARE A2+ 1)CARE A2
(19-Oct-21) (04-Jan-21) (06-Jan-20)

Fund-based - ST- CARE 1)CARE Al
5 | Working Capital ST 80.00 Al (RWD)
Demand loan (27-Dec-22)

2)CARE Al
(06-Oct-21)

*Long term/Short term.
Annexure-3: Detailed explanation of the covenants of the rated instruments/facilities: Not applicable

Annexure-4: Complexity level of various instruments rated for this company

Sr. No. Name of Instrument Complexity Level
1 Fund-based - LT-Cash Credit Simple
2 Fund-based - ST-Working Capital Demand loan Simple
3 Non-fund-based - ST-Bank Guarantee Simple
4 Non-fund-based - ST-Letter of credit Simple

Annexure-5: Bank lender details for this company

To view the lender wise details of bank facilities please click here

Annexure — 6: List of subsidiaries consolidated as on March 31, 2022

Name % Holding as on March 31, 2022
Veer East Realty India Private Limited 100%
Hoster Labs Private Limited 100%
Dyuthi Labs Private Limited 100%

Note on complexity levels of the rated instruments: CARE Ratings has classified instruments rated by it on the basis of
complexity. Investors/market intermediaries/regulators or others are welcome to write to care@careedge.in for any
clarifications.
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Contact us

Media contact

Name: Mradul Mishra

Phone: +91-22-6754 3596

E-mail: mradul.mishra@careedge.in

Analyst contact

Name: Naveen Kumar Dhondy
Phone: 8886097382

E-mail: dnaveen.kumar@careedge.in

Relationship contact

Name: Ramesh Bob Asineparthi
Phone: +91 90520 00521
E-mail: ramesh.bob@careedge.in

About us:

Established in 1993, CARE Ratings is one of the leading credit rating agencies in India. Registered under the Securities and
Exchange Board of India, it has been acknowledged as an External Credit Assessment Institution by the RBI. With an equitable
position in the Indian capital market, CARE Ratings provides a wide array of credit rating services that help corporates raise
capital and enable investors to make informed decisions. With an established track record of rating companies over almost
three decades, CARE Ratings follows a robust and transparent rating process that leverages its domain and analytical expertise,
backed by the methodologies congruent with the international best practices. CARE Ratings has played a pivotal role in
developing bank debt and capital market instruments, including commercial papers, corporate bonds and debentures, and
structured credit.

Disclaimer:

The ratings issued by CARE Ratings are opinions on the likelihood of timely payment of the obligations under the rated
instrument and are not recommendations to sanction, renew, disburse, or recall the concerned bank facilities or to buy, sell, or
hold any security. These ratings do not convey suitability or price for the investor. The agency does not constitute an audit on
the rated entity. CARE Ratings has based its ratings/outlook based on information obtained from reliable and credible sources.
CARE Ratings does not, however, guarantee the accuracy, adequacy, or completeness of any information and is not responsible
for any errors or omissions and the results obtained from the use of such information. Most entities whose bank
facilities/instruments are rated by CARE Ratings have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. CARE Ratings or its subsidiaries/associates may also be involved with other commercial transactions with
the entity. In case of partnership/proprietary concerns, the rating/outlook assigned by CARE Ratings is, inter-alia, based on the
capital deployed by the partners/proprietors and the current financial strength of the firm. The ratings/outlook may change in
case of withdrawal of capital, or the unsecured loans brought in by the partners/proprietors in addition to the financial
performance and other relevant factors. CARE Ratings is not responsible for any errors and states that it has no financial liability
whatsoever to the users of the ratings of CARE Ratings. The ratings of CARE Ratings do not factor in any rating-related trigger
clauses as per the terms of the facilities/instruments, which may involve acceleration of payments in case of rating downgrades.
However, if any such clauses are introduced and triggered, the ratings may see volatility and sharp downgrades.

For the detailed Rationale Report and subscription information,
please visit www.careedge.in
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