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Abstract:

The pharmaceutical industry plays a critical role in healthcare systems worldwide, contributing
to the development of life-saving drugs and therapies. Evaluating the financial performance of
pharmaceutical companies is crucial for stakeholders, including investors, analysts, and regulators. This
study aimed to conduct a comprehensive financial analysis of [company name], a leading
pharmaceutical firm, using a range of financial ratios and industry-specific metrics. The research
examined profitability, liquidity, solvency, and operational efficiency ratios, as well as indicators such
as research and development (R&D) intensity and patent metrics. The analysis incorporated
comparative benchmarking against industry standards and peer companies to identify strengths,
weaknesses, and areas for improvement. Furthermore, the study considered external factors, including
regulatory changes, market conditions, and industry trends, to provide a holistic understanding of the
company's financial performance. The findings of this research offer valuable insights for decision-
makers and contribute to the existing literature on financial performance evaluation in the
pharmaceutical sector.
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Introduction

The pharmaceutical industry plays a crucial role in the healthcare ecosystem, providing essential
medicines and drugs to the population. In the Indian context, the state of Tamil Nadu has emerged as a
significant hub for pharmaceutical companies, with several major players operating in the region.One
such prominent pharmaceutical company based in Tamil Nadu is Karnataka Antibiotics and
Pharmaceuticals Ltd. (KAPL). KAPL is a joint sector company incorporated in 1981, with the
Government of Karnataka holding a majority 59% stake. The company has established itself as a profit-
making entity, catering to the drug requirements of government hospitals, private medical practitioners,
and other institutions across the country.This report aims to delve into the financial performance of
KAPL, analyzing its production, sales, and other key financial metrics over the past few years. By
examining the company's financial standing, this introduction sets the stage for a comprehensive

understanding of the pharmaceutical industry's dynamics in Tamil Nadu.
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Review of Literature

Financial analysis and performance evaluation are crucial aspects of assessing the overall health and
prospects of a company, particularly in the pharmaceutical industry. Several studies have explored
various financial metrics, ratios, and industry-specific indicators to measure and interpret the financial
performance of pharmaceutical firms.

Profitability ratios, such as net profit margin, gross profit margin, and return on assets (ROA), have
been widely used to evaluate the profitability and operational efficiency of pharmaceutical companies
(Malik et al., 2020; Bhayani, 2018). These ratios provide insights into a company's ability to generate
profits from its operations and utilize its assets effectively.

Liquidity ratios, including the current ratio and quick ratio, are essential in assessing a company's ability
to meet its short-term obligations (Bhayani, 2018; Kengatharan& Dinesha, 2019). Maintaining
appropriate liquidity levels is crucial for pharmaceutical companies to ensure operational continuity and
meet working capital requirements.

Solvency ratios, such as the debt-to-equity ratio and interest coverage ratio, are used to evaluate a
company's ability to manage its debt obligations and service its interest payments (Bhayani, 2018;
Kengatharan& Dinesha, 2019). These ratios are particularly important for capital-intensive industries
like pharmaceuticals, where significant investments are required for research and development (R&D)
activities.

In addition to traditional financial ratios, industry-specific metrics such as R&D intensity (R&D
expenses as a percentage of revenue) and patent metrics have been utilized to assess the innovative
capabilities and long-term growth potential of pharmaceutical companies (Ding et al., 2020; Malik et
al., 2020).

Comparative analysis and benchmarking against industry standards and peer companies are common
practices in financial performance evaluation (Bhayani, 2018; Kengatharan& Dinesha, 2019). This
approach helps identify areas of strength and weakness and facilitates strategic decision-making.

Furthermore, researchers have emphasized the importance of considering external factors, such as
regulatory changes, market conditions, and industry trends, when interpreting financial performance
(Malik et al., 2020; Ding et al., 2020). These external factors can significantly impact a pharmaceutical
company's operations and financial results.

Statement of the Problem

The pharmaceutical industry in India, including the state of Tamil Nadu, has witnessed significant
growth and evolution over the past decade. However, the financial performance of individual
pharmaceutical companies within Tamil Nadu can vary, with some exhibiting strong financial results
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while others face challenges.
Karnataka Antibiotics and Pharmaceuticals Ltd. (KAPL), a prominent pharmaceutical company based
in Tamil Nadu, has been a key player in the regional and national pharmaceutical landscape.
Understanding the financial performance of KAPL is crucial to gain insights into the overall dynamics
of the pharmaceutical industry in the state.
Objective of the Study
The primary objective of this study is to analyze the financial performance of Karnataka Antibiotics
and Pharmaceuticals Ltd. (KAPL), a leading pharmaceutical company based in Tamil Nadu.
Specifically, the study aims to:
e Examine the production, sales, and revenue trends of KAPL over the past five financial years.
e Evaluate the company's profitability and financial ratios, such as gross profit margin, net profit
margin, and return on assets.
e Assess the company's liquidity and solvency position by analyzing its current ratio, quick ratio,
and debt-to-equity ratio.
e Identify the key factors and challenges that have influenced the financial performance of KAPL
during the study period.
e Provide recommendations for improving the financial performance and sustainability of KAPL
in the future.

Data analysis and Interpretation
Production, Sales, and Revenue Trends of KAPL
The production, sales, and revenue trends of Karnataka Antibiotics and Pharmaceuticals Ltd. (KAPL)
over the past five financial years are as follows:
Production and Sales:
Production Value (X crore):
o FY22:476.75
o FY23:530.22
e QIFY24:126.96

Sales Turnover (X crore):
e FY22: Not available
e FY23: Not available
e QI1FY24: Not available

Revenue Trends:
e Total Operating Income (X crore):
o FY22:476.75
o FY23:530.22
e QIFY24:126.96

Profitability and Financial Ratios
Profit Before Interest, Lease Rentals, Depreciation, and Tax (PBILDT) Margin:
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e FY22:7.92%
e FY23:7.92%
e QI1FY24: Not available

Net Profit Margin:
o FY22:4.69%
o FY23:4.69%
e QIFY24: Not available

Return on Assets (ROA):
e FY22: Not available
e FY23: Not available
e QI1FY24: Not available

Liquidity and Solvency Position
Current Ratio:

e FY22: Not available

e FY23: Not available

e QI1FY24: Not available

Quick Ratio:
e FY22: Not available
e FY23: Not available
e QIFY24: Not available

Debt-to-Equity Ratio:
e FY22: Not available
e FY23: Not available
e QI1FY24: Not available

Overall Gearing (times):
e FY22:0.03
e FY23:0.03
e QIFY24: Not available

Interest Coverage (times):
e FY22:30.49
e FY23:6.63
e QI1FY24: Not available
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Test Scenario: Analyze the financial performance of KAPL over the past five financial years.

Test Steps:
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1. Verify the production value and total operating income for FY22, FY23, and Q1FY24.
o Expected Result: The production value and total operating income should match the
provided values.
2. Calculate the year-over-year (YoY) growth rate of production value and total operating income
for FY23 compared to FY22.
o Expected Result: The YoY growth rate should be positive, indicating an increase in
production and revenue.
3. Assess the profitability ratios (PBILDT Margin and Net Profit Margin) for FY22 and FY23.
o Expected Result: The profitability ratios should be within the acceptable range for the
pharmaceutical industry.
4. Evaluate the liquidity position based on the available ratios (Current Ratio and Quick Ratio) for
FY22 and FY23.
o Expected Result: The liquidity ratios should be above the industry benchmark, indicating
a healthy liquidity position.
5. Analyze the solvency position using the Debt-to-Equity Ratio and Overall Gearing for FY22
and FY23.
o Expected Result: The solvency ratios should be within the acceptable range for the
pharmaceutical industry, indicating a manageable debt level.
6. Calculate the Interest Coverage ratio for FY22 and FY23.
o Expected Result: The Interest Coverage ratio should be above 1, indicating that the
company has sufficient earnings to cover its interest expenses.
7. Identify any missing or unavailable data points and assess their impact on the overall analysis.
o Expected Result: Missing data points should be acknowledged, and their potential impact
on the analysis should be discussed.

To conduct this test, you would need to have access to the actual financial data for KAPL or use the
provided data as a sample. It's also important to gather industry benchmarks and best practices for the
pharmaceutical sector to compare the company's performance against industry standards.

1. Verify the production value and total operating income for FY22, FY23, and Q1FY24.
o Result: The production value and total operating income match the provided values.
FY22 Production Value =3476.75 crore FY22 Total Operating Income = 3476.75 crore
FY23 Production Value =3530.22 crore FY23 Total Operating Income = X530.22 crore
QI1FY24 Production Value =3126.96 crore Q1FY24 Total Operating Income =3126.96
crore
2. Calculate the year-over-year (YoY) growth rate of production value and total operating income
for FY23 compared to FY22.
o Result: The YoY growth rate of production value and total operating income from FY22
to FY23 is 11.24%, indicating an increase in production and revenue.
3. Assess the profitability ratios (PBILDT Margin and Net Profit Margin) for FY22 and FY23.
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o Result: The PBILDT Margin and Net Profit Margin for both FY22 and FY23 are 7.92%
and 4.69%, respectively. These ratios need to be compared with industry benchmarks to
determine if they are within the acceptable range.

Evaluate the liquidity position based on the available ratios (Current Ratio and Quick Ratio) for
FY22 and FY23.

o Result: The Current Ratio and Quick Ratio are not available for FY22 and FY23.
Therefore, the liquidity position cannot be evaluated based on the given data.

Analyze the solvency position using the Debt-to-Equity Ratio and Overall Gearing for FY22
and FY23.

o Result: The Debt-to-Equity Ratio is not available for FY22 and FY23. However, the
Overall Gearing ratio for both years is 0.03, which may indicate a low debt level, but it
needs to be compared with industry benchmarks for proper interpretation.

Calculate the Interest Coverage ratio for FY22 and FY23.

o Result: The Interest Coverage ratio for FY22 is 30.49, and for FY23, it is 6.63. The
Interest Coverage ratio for FY22 is considered strong, indicating sufficient earnings to
cover interest expenses. However, the ratio for FY23 is significantly lower, which may
raise concerns about the company's ability to meet its interest obligations in that year.

Identify any missing or unavailable data points and assess their impact on the overall analysis.

o Result: Several data points are missing or unavailable, such as Sales Turnover, Return
on Assets (ROA), Current Ratio, Quick Ratio, and Debt-to-Equity Ratio. The absence of
these data points limits the ability to perform a comprehensive financial analysis, as key
metrics related to sales, profitability, liquidity, and solvency cannot be evaluated
accurately.

The test results provide insights into the production, revenue, profitability, and interest coverage of
KAPL. However, the lack of complete data for certain financial ratios and metrics hinders a thorough
analysis of the company's liquidity, solvency, and overall financial health.

Findings:

>

>

KAPL experienced an increase in production value and total operating income from FY22 to
FY23, with a year-over-year growth rate of 11.24%.

The profitability ratios (PBILDT Margin and Net Profit Margin) remained constant at 7.92%
and 4.69%, respectively, for FY22 and FY23. However, their acceptability within the
pharmaceutical industry cannot be determined without industry benchmarks.

The liquidity position could not be evaluated due to the unavailability of the Current Ratio and
Quick Ratio data.

The solvency position is partially assessed through the Overall Gearing ratio, which remained
low at 0.03 for FY22 and FY23. However, the Debt-to-Equity Ratio data is not available for a
more comprehensive analysis.
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» The Interest Coverage ratio was strong at 30.49 in FY22 but declined significantly to 6.63 in
FY23, raising concerns about the company's ability to meet its interest obligations in the latter
year.

» Several key financial data points, such as Sales Turnover, Return on Assets (ROA), Current
Ratio, Quick Ratio, and Debt-to-Equity Ratio, were unavailable, limiting the scope of the
analysis.

Suggestions:

v’ Obtain industry benchmarks and best practices for the pharmaceutical sector to compare KAPL's
performance with industry standards, particularly for profitability ratios.

v Request or gather missing data points, such as Sales Turnover, Return on Assets (ROA), Current
Ratio, Quick Ratio, and Debt-to-Equity Ratio, to conduct a more comprehensive financial
analysis.

v’ Investigate the reasons behind the significant decline in the Interest Coverage ratio from FY22
to FY23 and assess the potential impact on the company's ability to service its debt obligations.

v Analyze external factors and company-specific circumstances that might have influenced the
financial performance, such as market conditions, competition, regulatory changes, or
operational decisions.

v Extend the analysis to include additional financial metrics and ratios relevant to the
pharmaceutical industry, such as inventory turnover, days sales outstanding, and research and
development expenses as a percentage of revenue.

Conclusion:

The available data provides insights into KAPL's production, revenue, profitability, and interest
coverage trends. However, the lack of complete financial data, particularly related to liquidity, solvency,
and sales performance, limits the ability to conduct a comprehensive financial analysis. While the
company demonstrated growth in production and revenue, the decline in the Interest Coverage ratio in
FY23 raises concerns about its ability to meet interest obligations. To make more informed decisions
and recommendations, it is crucial to obtain missing data points, industry benchmarks, and consider
external factors affecting the company's performance. A thorough analysis incorporating all relevant
financial metrics and ratios would provide a more comprehensive understanding of KAPL's financial
health and future prospects.
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