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Rating

Facilities (:::rl:::) Rating! Rating Action

Reaffirmed at CARE A+; Stable
(Single A Plus; Outlook: Stable) and Withdrawn

Reaffirmed at CARE Al
(A One) and Withdrawn

Long Term Bank Facilities - -

Short Term Bank Facilities - -

Total Bank Facilities -

Details of instruments/facilities in Annexure-1

Detailed Rationale & Key Rating Drivers

CARE has reaffirmed and withdrawn the outstanding ratings of CARE A+; Stable/CARE A1 [Single A Plus; Outlook: Stable /
A One] assigned to the bank facilities of Sai Life Sciences Limited with immediate effect.

The above action has been taken at the request of Sai Life Sciences Limited and ‘No Objection Certificate’ received from
the banks that have extended the facilities rated by CARE.

Detailed description of the key rating drivers

Key Rating Strengths

Experienced promoters and management team

The promoters of Sai Life have been involved in the pharmaceutical industry for more than two decades. The company is
headed by Dr. K. Ranga Raju, Chairman, who has a Ph.D. in Pharmacy from U.S.A, and the business operations of Sai Life
have benefited from his long-established track record in the pharmaceutical industry and the vast industry network
developed over the years. He is well supported by a team of qualified and experienced management team.

Presence across CRAMS value chain with a diversified revenue base across manufacturing and development

Sai Life is an integrated CRAMS provider offering end-to-end integrated service across pharmaceutical life cycle. Hence,
the company has presence across the life cycle viz. pre-clinical drug discovery, clinical development phase, commercial
manufacturing and also generic APl and formulation development & supply upon the product going off-patent.

Preferred vendor for global innovator pharmaceutical and biotechnology companies

The categorization of preferred partners has become integral to the outsourcing process in the pharmaceutical industry.
Global pharmaceutical companies usually have a formal and rigorous process for conferring preferred status on a vendor.
Sai Life has been awarded ‘preferred partner’ status by globally established innovator pharmaceutical and biotechnology
companies resulting in healthy flow of repeat business. The established relationships with major global players also act as
a major risk mitigating factor due to the high commercial and regulatory costs for the clients involved in switching a
supplier.

Strong presence in Contract Research products

Sai Life executes contract research projects for numerous global pharma companies. The company has served more than
100 clinical stage products. The company is engaged in the entire molecular process and hence, commercialization of any
of the products by its client upon clearing Phase-lll would provide significant manufacturing opportunities and margin
upside for the company.

Growth in total operating income and profitability margins during FY20

There is consistent improvement in scale of operations with the total operating income increasing from Rs. 700.71 crore
during FY19 to Rs. 743.20 crore during FY20 backed by increase in volumes of the commercialized products. The PBILDT
margin has improved from 23% during FY19 to 25% during FY20 owing to improvement in operational efficiency along
with gradual absorption of fixed cost overhead with increasing scale of operations. Furthermore, the PAT margin has
remained stable at 10.78% during FY20 (10.46% during FY19) due to increase in depreciation and interest cost.

Comfortable capital structure and debt coverage indicators

The capital structure represented by overall gearing remained comfortable with below unity and improved as on March
31, 2020 as against March 31, 2020 due to increase in net worth levels on account of accretion of profits to reserves.
Further, the debt coverage indicators viz. interest coverage and Total Debt/GCA also remained comfortable during FY20.

1Complete definition of the ratings assigned are available at www.careratings.com and other CARE publications
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Stable pharma industry outlook

India is the largest provider of generic drugs globally. Indian pharmaceutical sector supplies over 50 per cent of global
demand for various vaccines, 40 per cent of generic demand in the US and 25 per cent of all medicine in the UK. Going
forward, better growth in domestic sales would also depend on the ability of companies to align their product portfolio
towards chronic therapies for diseases such as cardiovascular, anti-diabetes, anti-depressants and anti-cancers, which are
on the rise. The Indian Government has taken many steps to reduce costs and bring down healthcare expenses. Speedy
introduction of generic drugs into the market has remained in focus and is expected to benefit the Indian pharmaceutical
companies.

Key Rating Weaknesses

Debt funded capex

Sai Life has been strategically planning to enhance its production capabilities to provide end-to-end integrated service
offerings across the pharmaceutical life cycle. The company has planned to spend Rs. 900 crore spread over 5 years till
FY23. The said capex is to be funded through a mix of internal accruals, infusion of funds from PE investors and term
loans.

Foreign exchange fluctuation risk

The company is exposed to foreign exchange fluctuation risk in view of large volume and high value transactions of export
and import, a phenomenon common to the players in the industry. However, the company uses derivative instruments
primarily to hedge foreign exchange. The company evaluates the impact of foreign exchange rate fluctuations by
assessing its exposure to exchange rate risks. It hedges a part of these risks by using derivative financial instruments in
line with its risk management policy. Sai Life usually hedges its forex exposure by entering into forward contracts,
currency swaps, call-put options and interest rate swaps.

Working capital intensive nature of business albeit improvement in operating cycle

Sai Life operates in a working capital-intensive industry and the operating cycle remains moderate. However, the
operating cycle of the company has improved and stood at 76 days in FY20 as against 102 days in FY19, at the back of
improved inventory holding period and collection period. The company undertakes significant portion of its sales in the
last quarter which resulted in high receivables as on March 31, 2020. Furthermore, the business operation of Sai Life
involves significant exports, and in order to have long withstanding relationship with major global clients, the company
continues to provide high credit period to its customers.

Regulatory risk

Regulatory challenges have been an integral part of the pharma industry. Over the past few years, India’s drug makers
have faced increased scrutiny from the USFDA. With the proportion of imports from overseas sources rising, the FDA has
become more vigilant about regulatory adherences. With the Indian regulator as well as the USFDA becoming more active
about quality and price controls, challenges will persist.

Analytical approach: Standalone

Applicable Criteria

Policy on Withdrawal of ratings

Criteria on assigning Outlook to Credit Ratings
CARE’s Policy on Default Recognition

Rating Methodology-Manufacturing Companies
Financial ratios — Non-Financial Sector

Rating Methodology- Pharmaceutical Sector
Liquidity analysis of Non-financial sector entities
Criteria for Short term Instruments

About the company

Sai Life Sciences Limited (Sai Life), incorporated in January 1999, started with medicinal chemistry services in 1999, and
later in 2002 expanded its service offerings to include process research development services. In 2005, the company
entered into contract manufacturing services with the acquisition of Prasad Drugs Limited, followed by acquisition of
Merrifield Pharma (US FDA approved unit) in Bidar in Karnataka in 2006 for expanding manufacturing capabilities. The
company currently is an integrated CRAMS service provider, and provides drug discovery, development, and
manufacturing services to leading global pharmaceutical and biotechnology companies. This apart the company is also
engaged in generic AP| (Active Pharmaceutical Ingredients) and formulation supply upon the product going off-patent.
The company has manufacturing and research & development facilities in the states of Telangana, Karnataka and
Maharashtra.

2| CARE Ratings Limited
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Brief Financials (Rs. crore) FY19 (A) FY20 (A)
Total Operating Income 700.71 743.20
PBILDT 164.14 187.82
PAT 73.28 80.14
Overall Gearing (times) 0.38 0.43
Interest coverage (times) 8.41 8.84

A: Audited

Status of non-cooperation with previous CRA: Not Applicable

Any other information: Not Applicable

Rating History for last three years: Please refer Annexure-2
Covenants of rated instrument / facility: 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

Name of the Date of Coupon Maturity SIZE:::he Rating assigned along
Instrument Issuance Rate Date with Rating Outlook
(Rs. crore)
Fund-based - LT-Term | _ - Mar 2025 0.00 Withdrawn
Loan
Fund-based - LT-Cash i i i 0.00 Withdrawn
Credit
Non-fund-based - ST- i i i 0.00 Withdrawn
BG/LC )
Non-fund-based - ST- .
Credit Exposure Limit i i i 0.00 Withdrawn
Annexure-2: Rating History of last three years
Current Ratings Rating history
Sr Name of the Type Amount Rating | Date(s) & | Date(s) & | Date(s) & | Date(s) &
Instrument/Bank . Rating(s) | Rating(s) | Rating(s) | Rating(s)
No. Faciliti Outstanding . . . . . . . .
acilities (Rs. crore) assigned in | assigned in | assigned in | assigned in
’ 2020-2021 | 2019-2020 | 2018-2019 | 2017-2018
| 1)CARE A+; | 1)CARE A;
Fund-based - LT-Term 1)CARE A+; Stable Stable
1. LT - - - Stable
Loan (20-Feb-20) (06-Mar- (13-Mar-
19) 18)
| 1)CARE A+; | 1)CARE A;
Fund-based - LT-Cash LICARE At; Stable Stable

2. . LT - - - Stable

Credit (20-Feb-20) (06-Mar- (13-Mar-
19) 18)

3 Non-fund-based - ST- ST i i i 1)CARE A1 (1())23;{5:‘1 (ll)gﬁ\igfk
BG/LC (20-Feb-20) 19) 18)
Non-fund-based - ST- 1)CARE A1 L)CARE A1 | 1)CARE A2+

4. . . ST - - - (06-Mar- (13-Mar-
Credit Exposure Limit (20-Feb-20) 19) 18)

Annexure-3: Detailed explanation of covenants of the rated instrument / facilities — Not applicable
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Annexure 4: Complexity level of various instruments rated for this company

;L’ Name of the Instrument Complexity Level
1. |Fund-based - LT-Cash Credit Simple
2. |Fund-based - LT-Term Loan Simple
3. |Non-fund-based - ST-BG/LC Simple
4. | Non-fund-based - ST-Credit Exposure Limit Simple

Note on complexity levels of the rated instrument: CARE has classified instruments rated by it on the basis of complexity.
This classification is available at www.careratings.com. Investors/market intermediaries/regulators or others are welcome
to write to care@careratings.com for any clarifications.

Contact us
Media Contact
Mradul Mishra
Contact no. —+91-22-6837 4424
Email ID — mradul.mishra@careratings.com

Analyst Contact

Name: Mr. D Naveen Kumar

Tel: 040-40102030

Email: dnaveen.kumar@careratings.com

Business Development Contact

Name: Ramesh Bob

Contact no. : +91 90520 00521

Email ID: ramesh.bob@careratings.com

About CARE Ratings:

CARE Ratings commenced operations in April 1993 and over two decades, it has established itself as one of the leading
credit rating agencies in India. CARE is registered with the Securities and Exchange Board of India (SEBI) and also
recognized as an External Credit Assessment Institution (ECAI) by the Reserve Bank of India (RBI). CARE Ratings is proud of
its rightful place in the Indian capital market built around investor confidence. CARE Ratings provides the entire spectrum
of credit rating that helps the corporates to raise capital for their various requirements and assists the investors to form
an informed investment decision based on the credit risk and their own risk-return expectations. Our rating and grading
service offerings leverage our domain and analytical expertise backed by the methodologies congruent with the
international best practices.

Disclaimer
CARE’s 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.
CARE’s ratings do not convey suitability or price for the investor. CARE’s ratings do not constitute an audit on the rated
entity. CARE has based its ratings/outlooks on information obtained from sources believed by it to be accurate and
reliable. CARE does not, however, guarantee the accuracy, adequacy or completeness of any information and is not
responsible for any errors or omissions or for the results obtained from the use of such information. Most entities whose
bank facilities/instruments are rated by CARE have paid a credit rating fee, based on the amount and type of bank
facilities/instruments. CARE or its subsidiaries/associates may also have other commercial transactions with the entity. In
case of partnership/proprietary concerns, the rating /outlook assigned by CARE is, inter-alia, based on the capital
deployed by the partners/proprietor and the financial strength of the firm at present. The rating/outlook may undergo
change in case of withdrawal of capital or the unsecured loans brought in by the partners/proprietor in addition to the
financial performance and other relevant factors. CARE is not responsible for any errors and states that it has no financial
liability whatsoever to the users of CARE’s rating.
Our ratings do not factor in any rating related trigger clauses as per the terms of the facility/instrument, which may
involve acceleration of payments in case of rating downgrades. However, if any such clauses are introduced and if
triggered, the ratings may see volatility and sharp downgrades.
**For detailed Rationale Report and subscription information, please contact us at www.careratings.com
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