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Lupin

01 June 2020

Reuters: LUPN.NS; Bloomberg: LPC IN

Earnings momentum to progressively strengthen — Upgrade to Buy

Lupin’s 4QFY20 revenue at Rs38,457mn is up 2% QoQ and down 12.7% YoY. The top line is
higher than our/consensus estimates by 2.2%/1.6%. Net profit for the quarter stood at
Rs3,896mn. The net profit was driven by higher other income (net forex benefit of Rs1260mn),
exceptional income of Rs830mn (net gains from business divestment) and lower amortization
charge (lower by Rs390mn QoQ). The effective tax rate was lower at 25% vs guidance of 40%.
EBITDA stood at Rs5,253mn, down almost 40% YoY. EBITDA margin (excl. other income) stood
at 14% - higher by 300bps QoQ and lower by 614bps YoY. The QoQ improvement was partially
led by lower R&D expenses, which added 200bps to EBITDA margin.

The key earnings and stock price catalysts for Lupin going forward include the following

Levothyroxine ramp up in the US - Lupin is currently tracking low teens market share in the product
and has adequate manufacturing capacities to ramp up to 20% share. The progress in market share
remains favourable and hence the US ramp up should continue to move favourably. Every 1% gain in
market share should add about US$6mn to Lupin’s revenue.

gProAir Inhaler approval - The approval is expected in the next 1-2 months. The market opportunity
stands at US$900mn. It is 60-70mn unit market and we expect Lupin to garner about 10% market share,
which should add about US$50mn to its US revenue. The ramp up should be gradual and we expect
peak market share to come over 12 -18months post launch.
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Solosec ramp up — With the inclusion of Solosec in Express Scrips preferred coverage list, we expect a +9122 6273 8093

faster ramp up and assume peak sales of US$45mn in FY22.

Biosimilar Enbrel approval in Europe — Approval is expected anytime now. The ramp up should be Key Data

gradual, as promotion would require marketing efforts. Mylan is the marketing partner. Enbrel is a  Current Shares O/S (mn) 4531

US$1.4bn market. We are assuming a 3% market share for Lupin in FY21 and 7% in FY22. Mkt Cap (Rsbn/US$bn) 394.1/5.2

gFoster Inhaler in Europe — Lupin is expecting an approval in the current fiscal. If approved, Lupin 52 Wk H/L (Rs) 919505

would be the first generic entrant. However, commercialization would be a challenge like the one we

witnessed in the case of gAdvair. Being the first generic, Lupin relatively is better positioned. Daily Vol. (3M NSE Avg.) 2,764,082

Lower tax rate — Lupin is guiding for a lower effective tax rate in FY21 and FY22. The expected ETR in

FY21 is 35% and it should fall further in FY22. Price Performance (%)

R&D to remain flat — Lupin is guiding for a flattish R&D spend in FY21 as compared to FY20. 1M 6M 1Yr

Outlook and Valuation: We revise our forecasts on Lupin to account for the recent balance sheet | pin 4.1 8.6 16.7

clean-up, which improves its return ratios. We also revise our ETR estimates and tweak our estimates )

for the US business. Based on our revised forecasts, we value Lupin at 22x FY22E EPS and arrive at a Nifty Index (28) (20.5) (19.6)

target price of Rs1,003 (Rs706 earlier). We have also raised our target valuation multiple from 20x  Source: Bloomberg

earlier as the portfolio elements that will shape FY22 earnings will be resilient to any price erosion and

hence we can look forward to a secular growth trajectory on the base.

Y/E March (Rsmn) Q4FY19 Q3FY20 Q4FY20 YoY (%) QoQ(%) FY19 FY20 YoY (%)
Total income 44,063 37,693 38,457 (12.7) 2.0 1,67,182 1,63,931 -1.9
Total material costs 14,078 13,593 14,050 (0.2) 3.4 58,458 58,416 -0.1
% of revenue 33 37 37 452 bps 48 bps 36 36 44 bps
Staff costs 7,996 7,407 7,636 (4.5 3.1 31,513 31,618 0.3
% of revenue 18 20 20 166 bps 21 bps 19 20 31bps
R&D Costs 3,963 4,277 3,442 (13.1) (19.) 15,731 15,860 0.8
% of revenue 9 11 9 (4) bps (240) bps 9 10 27 bps
Other expenses 9,303 8,125 8,077 (13.2) (0.6) 34,466 32,580 5.5
% of revenue 22 22 21 (20) bps (56) bps 21 20 (89) bps
EBITDA 8,723 4,291 5,253 (39.8) 22.4 27,014 25,457 -5.8
EBITDA margin (%) 20 11 14 (614) bps 228 bps 16 16 (63) bps
Other income 865 936 2,086 141.2 122.9 5,448 5,077 -6.8
Interest costs 855 886 1,074 25.6 21.2 3,078 3,681 19.6
Depreciation 2,808 2,532 2,143 (23.7) (15.4) 10,850 11,061 1.9
PBT (before exceptional items) 5,925 1,809 4,123 (30.4) 128.0 18,534 15,793 -14.8
Exceptional items 22 -2,887 831 - -3,400 -7,521 -
Share of profitin JV 15 10 10 (1.0) 38 39 5
Tax 2,998 7,670 1,051 (65.0) (86.3) 9,017 11,344 26
Tax rate (%) 51 424 25 - 49 72 -
Minority Interest 68 -54 17 (75.6) 89 -4

Reported PAT post Mi 2,896 -8,685 3,896 346 6,066 -3,028

PAT Margin 7 -23 10 356 bps 4 -2

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Earnings call commentary

Overall revenue growth will continue positively in the US as it is close to securing ProAir (2H launch will
happen). Enbrel Biosimilar ramp up post launch in Europe in current fiscal will be gradual and it may take a
few years to reach peak sales. The company will be inviting the USFDA for inspection at Pithampur, Goa
and Somerset over the next few months. CapEx requirements are minimal now; hence free cash flow
generation will remain robust.

Net forex benefit: The company has accrued a foreign exchange benefit of Rs1,260mn during the quarter.

Tax rate guidance: The management has guided that the tax rate should be around 35% in FY21 and will
come down further in FY22.

EBITDA: The management has guided for the EBITDA to be in the range of 18-19% in FY21.
R&D: R&D spend in FY21 would be around Rs15,000mn.

CapEx: The company spent Rs5,000mn on capital expenditure in FY20 and the management has guided for
an uptick in FY21 and FY22.

Levothyroxine: The company has a market share in low teens currently but has the capacity to go upto
20% market share.

ProAir launch: The management has guided for a second half launch in the current fiscal but favourable
circumstances can prepone the launch.

Foster Inhaler: The approval is expected in Europe in the next quarter and launch may happen by the end
of this fiscal.

Biosimilar pipeline: The company is set to file Biosimilar Pegfilgrastim with the USFDA before the end of
this fiscal.

Regulatory compliance: The company will be inviting the USFDA for a re-inspection in the next two
months. The Pithampur facility will take longer than Goa facility for re-inspection. The expected timeline for
Pithampur facility is 3 months. Somerset facility is expected to be re-inspected even before the Goa facility.

Solosec: The product is currently making losses and it is expected to achieve break even in FY22.

Branded sales: The branded sales in the US during the quarter were at the same levels as in the previous
quarter.

Cost saving initiatives: The benefits of cost saving initiatives, being run on procurement front and SG&A
front, should be seen on an ongoing basis.
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Exhibit 1: Actual versus our estimate and Bloomberg consensus estimate

(Rsmn) Actual NBIE estimate Var. (%) Cons.estimate Var. (%)
Sales 38,457 37,636 2.2 37,864 1.6
EBITDA 5,253 4,911 7.0 5,142 2.2
EBITDA margin (%) 13.7 13.0 61 bps 13.6 6 bps
Reported PAT 3,896 1,391 180.2 1,796 116.9

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Key financials

Y/E March (Rsmn) FY18 FY19 FY20 FY21E FY22E
Net sales 158,042 167,182 163,931 169,678 1,84,891
EBITDA 31475 28,822 25,457 28,489 38,239
Net profit 2,690 6,244 -3,036 12,837 20,633
EPS (Rs) 56 134 (6.7) 28.4 4556
Adjusted EPS 25.0 17.9 33 28.4 4556
Adjusted EPS growth (%) (55.9) (28.3) (81.7) 767.0 60.7
EBITDA margin (%) 19.9 17.2 155 16.8 20.7
PIE (x) 305 434 NA 30.7 19.1
P/BV (x) 25 26 3.4 29 26
EV/EBITDA (x) 12.7 147 16.2 14.0 9.9
RoCE (%) 10.3 9.4 10.5 11.3 14.9
ROE (%) 1.9 45 NA 9.4 13.4

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Revised Estimates

Rsmn New estimates Old estimates Change (%)

FY21E FY22E FY21E FY22E FY21E FY22E
Net sales 1,69,678 1,84,891 1,69,253 1,85,360 0.3 0.3
EBITDA 28,489 38,239 29,095 35,647 (2.1) 7.3
Margin (%) 16.8 20.7 17.2 19.2 (40) bps 145 bps
PAT 12,837 20,633 11,772 17,905 9.1 15.2
Margin (%) 7.6 11.2 7.0 9.7 61 bps 150 bps
EPS 284 456 215 35.3 32.2 29.1

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 4: Revenue and growth trend Exhibit 5: Gross profit and growth trend
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Exhibit 6: EBITDA and growth trend Exhibit 7: PAT and growth trend
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Exhibit 8: Margin trend Exhibit 9: North America revenue and growth trend
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Exhibit 10: India revenue and growth trend Exhibit 11: APAC revenue and growth trend
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Exhibit 12: EMEA revenue and growth trend Exhibit 13: LATAM revenue and growth
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Exhibit 14: API revenue and growth trend
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Exhibit 15: Income statement Exhibit 16: Cash flow
Y/E March (Rsmn) FY18 FY19 FY20  FY21E  FY22E  Y/E March (Rsmn) FY18  FY19  FY20 FY21E FY22E
Net sales 1,58,042 1,67,182 1,63,931 1,69,678 1,84,891 pgT 5468 15,172 8,768 19,750 29476
% growth 97 58 1.9 35 9.0 (inc.)/Dec. in working capital (10194)  (5002) (4710) (222) (213)
Raw material costs 52744 SBASE  SBA16 61,931 65826 o h flow from operations (4726) 10470 4058 19528 29,263
Staff costs 28647 31513 31618 31260 33760 o e and Other Misc

R&D expenses 18516 15731 15860 15238 12842 |iems ' 16964 5034 4147 (364)  (900)
Other expenditure 26659 32658 32,580 32760 34224 pepreciation 10859 10,850 11,596 9,178 9,738
Total expendlture 1,26,566 1,38,360 1,38,474 1,41 ,189 1,46,652 Tax pald (_) (5,584) (9’394) (5’1 12) (6,912) (8,843)
EBITDA 31475 28822 25457 28489 38239 .\ och from operations 17512 16660 14,688 21430 20258
7 growth 9 B4 LT TS 32 el expendit 15534) (9.854) (6731) (7,000) (7,000
EBITDA margin (%) 19.9 172 155 16.8 207 Capial expenditure (. (15534)  (9.854)  (6731) (7,000) (7,000)
Other income 1504 3640 5077 2500 2900 Net cash after CapEx 1,978 6,806 7,957 14,430 22,258
Interest costs 2,044 3,078 3,681 2,099 1,963 Other Investing activities 20,233 (22,971) 17,801 2,500 2,900
Gross profit 1,05,298 1,08,724 1,05515 1,07,747 1,19,066 Cash from Financial Activities (14,921) 7,441  (8,906) (6,607) (5,157)
% growth -15.7 3.3 -3.0 2.1 10.5  Opening cash 6,875 14,164 5441 24,543 34,865
ngfrifti:)lztfl;):e s 10,859 10,850 11,061 9,178 9,738 I(;I(c:)lzlggd(;ash (Investments 14164 5441 22293 34865 54866
Exceptional ltems 20,076 18,534 15,793 19,712 20438 Change in cash 7290 (8,724) 16,852 10,322 20,001
Exceptional Items -14,644 -3,400 7,521 0 0 S o Nirmal Bana Institutional Eauities R b

Profit before tax 5433 15134 8272 19712  2943g >Curce:wompany, Nirmmaiang instiutional £quilies Researc

% growth -43.2 7.7 -14.8 248 49.3 o .

Tax 2885 9017 11344 6912  sg43 Exhibit 18: Key ratios

Effective tax rate (%) 14 49 72 35 30 Y/E March FY18 FY19  FY20 FY21E FY22E
PAT before Minority Interest 2,548 6,117 -3,072 12,800 20,595 Profitability & return ratios

Share of JV _ 3 %8 3 %8 %8 EBITDA margin (%) 199 172 155 168 207
Share of Ml and Associates 106 89 -4 0 0 EBIT in 0% U0 129 19 129 170
PAT after Minority Interest 2690 6244 3036 12837 20,633 margin (%) ' ' ' ' '
% growth 90.0 140.1 150.2 516.7 60.9 Net profit margin (%) 1.6 3.7 -1.9 75 111
EPS (Rs) 56 134 -6.7 284 456 RoE (%) 19 45 NA 94 134
Adjusted EPS 25.0 17.9 33 284 456 ROoCE (%) 103 94 105 11.3 149
Source: Company, Nirmal Bang Institutional Equities Research Working capital & liquidity ratios

. Receivables (d 110 113 118 111 99

Exhibit 17: Balance sheet eceivables (days)

VE March R = = 2 SE FY22E Inventory (days) 253 234 228 230 246
IE March (Rsmn) 8 S 0 Payables (days) 179 159 153 153 159
Equity 904 905 906 906 906 ,

Reserves 134866 136517 124461 134,585 152,505 Curentratio (x) 25 28 24 25 27
Net worth 135771 137422 1725367 135491 153411  Quickratio (x) 17 20 19 1.8 2.1
Minority Interest 401 469 445 445 445 Valuation ratios

Net deferred tax liabilities 3,716 3,325 4,878 4,878 4,878 EV/sales (X) 25 25 25 24 2.1
Total Loans 68,763 82219 42860 41,102 40,658

Other Long Term Liabilities 5,221 7273 11847 11847 11,847 EVIEBITDA (x) 127 147 16.2 140 99
Liabilities 213871 230,709 185396 193762 2,111,238 PEX) 305 434 NA 307 191
Net Block 49074 49115 43656 43831 43446 PBV(x) 25 26 3.1 2.9 26
cwip 9,563 10,186 7,582 7,582 7,582 Source: Company, Nirmal Bang Institutional Equities Research

Intangible Assets and Goodwill 54546 61,752 35726 33372 31,019

Intangible assets under 16419 6211 1815 1815 1815

development

Other Non-Current Assets 11,097 12,134 6,875 6,875 6,875

Non-Current Investments 267 1,856 361 361 361

Inventories 36625 38368 34569 43352 45420

Debtors 51922 51498 54459 49102 51,367

Cash 14080 9,872 24543 34865 54,866

Other current assets 19,374 38,501 40,255 40,797 38,429

Total current assets 1,22,001 1,38,239 1,53,826 1,68,116 1,90,083

Creditors 25791 25005 24123 27,869 29,622

Other current liabilities 23392 23781 40319 40319 40,319

Total current liabilities 49183 48785 64442 68,188 69,941

Net current assets 72,819 89,454 89,384 99,927 1,20,142

Total assets 213,785 2,330,709 1,85,396 1,93,762 2,11,238

Assets Held For Sale 86 0 0 0 0

Source: Company, Nirmal Bang Institutional Equities Research
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Vishal Manchanda, research analyst and Gaurang Sakare, Research Associate the author of this report,
hereby certify that the views expressed in this research report accurately reflects my personal views about the subject securities,
issuers, products, sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or
indirectly related to the inclusion of specific recommendations or views in this research. The analyst is principally responsible for the
preparation of this research report and has taken reasonable care to achieve and maintain independence and objectivity in
making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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Ravi Jagtiani Dealing Desk ravi.jagtiani@nirmalbang.com +91 22 6273 8230, +91 22 6636 8833
Michael Pillai Dealing Desk michael.pillai@nirmalbang.com +91 22 6273 8102/8103, +91 22 6636 8830
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