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 PHARMACEUTICALS : 2QFY19E RESULTS PREVIEW 

Odds in favour 
 This will be the fifth straight quarter with a positive sequential top line 

growth for our coverage companies. With ~9% fall in rupee and stabilizing 
US base business, coverage EBITDA margin is likely to increase 130bps QoQ 
(20.2%) in 2QFY19. On YoY comparison, the universe growth would remain 
subdued at 6.7% and margin to decline on a high base of 2QFY18 (affected 
by GST restocking). With US regulatory issues getting resolved, 
consolidation at manufacturer level continues in the US, and withdrawal of 
non-profitable products by key US generic companies, we believe Indian 
companies should start reporting substantial improvement in their 
operational performance from 3QFY19. As we have guided in our sector 
note ‘comeback on the cards’ released in June 2018, we expect pharma 
stocks to outperform in 2HFY19.  

 Improved generic performance: Except DRRD, which will witness price 
erosion in the US base business, we anticipate improved performance by 
large generic companies in 2QFY19. SUNP, LPC, CIPLA, CDH and ARBP to see 
their top line growing and profitability to go up sequentially. CDH is likely to 
surprise positively with strong EBITDA margins on account of gAsacol HD 
launch in August 2018. ARBP will see a recovery in their US business with 
injectable sales going up and likely to report 20%+ EBITDA margin in 
2QFY19. In midsize companies, ALPM’s performance will be benefitted 
from Valsartan price hikes while Glenmark to report strong US sales with 
gWelchol ramp up in 2QFY19. Alkem’s YoY performance will remain muted 
due to the unfavorable base of 2HFY18 which reflects strong post-GST 
restocking. TRP is likely to post bumper YoY growth driven by Unichem 
acquisition, however sequentially we expect no improvement in the 
performance.  

 CRAMS companies to benefit from Rupee fall: Within CRAMS and 
diversified business models, DIVIS, SUVEN and JUBILANT are likely to report 
strong numbers in 2QFY19. DIVIS will benefit from the falling rupee and 
Valsartan API supplies while SUVEN and JUBILANT will report better 
business mix boosting profitability higher in this quarter. DCAL will benefit 
from expanded capacity at Swiss subsidiary and better pricing in Vit D.  

 Top picks: Sun Pharma, Lupin, Alkem, Dishman 

Expect ~7% YoY Rev Increase For Our Coverage Universe  

Overall EBITDA Margin To Improve 

Source: Company, HDFC sec Inst Research  
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 PHARMACEUTICALS : 2QFY19E RESULTS PREVIEW 

Odds in favour 

COMPANY 
2QFY19E 

OUTLOOK 
WHAT’S LIKELY KEY MONITORABLES 

Sun Pharma  AVG 

 Top-line growth is expected at 12% YoY driven by a recovery in 
the US business post Halol resolution. Sequential growth to 
remain muted at 3-4%. Domestic business should remain flat 
sequentially, and at par with market growth. 

 EBITDA margin improvement will remain muted because of 
increased spend on the specialty business. The margin is 
expected to come in at ~23%, up 200bps YoY and flat QoQ. 

 Specialty product pipeline and R&D spend 

 Updates on approvals and launches 

Cipla GOOD 

 Revenue is likely to grow 9% YoY/ 13% QoQ led by growth in 
major segments. Domestic revenue is expected to benefit from 
the strong acute season. US revenue will boost overall 
performance owing to the depreciating INR (down 9% over the 
quarter) and the absence of certain one-offs seen in the previous 
quarter. 

 EBITDA margin will expand to 19% (up 60bps QoQ) owing to 
improvement in gross margin and strong domestic business.  

 Certain approvals like gTaxotere, gReyataz, 
gVoltaren received during the quarter, and 
gSensipar received in 1Q 
 

Aurobindo 
Pharma 

GOOD 

 Revenue is likely to decline 4% YoY and remain flat QoQ. 
Sequential growth in the US business is likely, driven by a 
recovery in injectables and new product launches. The ARV 
segment should gain traction post the slump in the previous 
quarter. 

 EBITDA margin is expected to come in at ~21%, sequential 
improvement of 280bps owing to the absence of one-off shelf 
stock adjustment seen in the previous quarter.  

 Details on new product approvals and 
launches 

 Comments on ARV business performance 
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Odds in favour 

COMPANY 
2QFY19E 

OUTLOOK 
WHAT’S LIKELY KEY MONITORABLES 

Dr Reddy’s Labs BAD 

 Top-line growth to the tune of 11% YoY and 5.6% QoQ is 
expected for the quarter. US revenue growth will be muted due 
to the absence of gSuboxone sales, whereas EM growth 
trajectory will continue with Russia and CIS further gaining 
traction.  

 EBITDA  margin is likely to remain flat YoY but decline ~150bps 
QoQ due to the absence of gSuboxone. 

 Update on key launches including gNuvaring 
and gCopaxone 

 With improved visibility on the US business, 
and focus on cost optimization and 
accountability, we upgrade the stock to BUY 
with a TP of Rs 2,715  

Cadila Healthcare GOOD 

 Revenue is expected to decline 5% YoY but grow 6% QoQ. The US 
segment (accounting for 45% of total revenue) to show 14% 
sequential growth aided by  gAsacol HD and gToprol XL.   

 EBITDA margin at 24% will be up 200bps QoQ on the back of 
increased contribution from gAsacol HD. 

 Sales performance of key launches like gAsacol 
HD and gToprol XL 

Lupin  AVG 

 Troubles faced in the US business, as well as muted performance 
in the domestic business, will cause a 3% YoY decline in revenue 
(will remain sequentially flat). The decline in Metformin franchise 
has led to a sharp fall in US revenues YoY. Recovery in flu season 
and key product launches would only happen in 2HFY19. 

 EBITDA margin will be at ~14.7%, recovering 100bps QoQ. 

 US business outlook and key product launches 

Divi’s Labs GOOD 

 Expecting a growth of 15% YoY in revenues owing to a low base 
hit by import alert (now lifted), whereas 3% QoQ growth due to 
INR depreciation. Generics segment is expected to continue 
growth at 9% QoQ. 

 EBITDA margin should be at ~37%, up 180bps QoQ due to 
improvement in gross margin led by the benefit of currency 
depreciation. 

 Comments on expected growth for FY19 
 Outlook of raw material prices 
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Odds in favour 

COMPANY 
2QFY19E 

OUTLOOK 
WHAT’S LIKELY KEY MONITORABLES 

Torrent Pharma GOOD 

 Revenue is expected to show growth of 35% YoY largely driven by 
the integration of Unichem’s portfolio. Sequentially, the domestic 
business is expected to remain flat whereas the US business will 
benefit from currency depreciation leading to 3% revenue 
growth.  

 EBITDA margin is expected to be at ~26%, slightly improving 
sequentially owing to incomplete field-force rationalization.  

 Pick-up in filings for the US market 
 Timeline for launches of in-hand  products in 

the US market 
 Post recent correction, we are upgrading the 

stock to BUY with a TP of Rs 1,800  

Alkem Labs AVG 

 Revenue is expected to grow 3% YoY due to a high base, and 15% 
QoQ inflated by an order of 1Q (amounting to Rs 1.9bn) being 
deferred to 2Q.  

 EBITDA margin to come in at ~18%, recovering 500bps QoQ 
owing to previous quarter’s order being deferred to 2Q. 

 Commentary on US business ramp-up 
 Performance in other international markets 

Glenmark GOOD 

 Top-line is likely to show a growth of 9% YoY and 13% QoQ. The 
domestic business is expected to remain flat YoY, leading to 
muted growth. Sequential improvement is on the back of 
Welchol and Tacrolimus.  

 EBITDA margin is likely to show a minor improvement of 180bps 
QoQ coming up to ~18% due to better business mix. 

 Comments on limited-competition 
opportunities and new launches 
 

Alembic Pharma GOOD 

 Revenue is likely to grow 19% YoY and 9% QoQ. The domestic 
business is to decline ~7% YoY due to a large base. Sequential 
growth will be aided by a seasonally strong acute quarter in the 
domestic business and capitalization of Valsartan opportunity for 
the US business.  

 EBITDA margin to improve sequentially by ~200bps coming to 
~20% owing to the Valsartan opportunity and strong domestic 
quarter. 

 Developments in oral, derma, and injectables 
plants 

 Price erosion in the US 
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Odds in favour 

COMPANY 
2QFY19E 

OUTLOOK 
WHAT’S LIKELY KEY MONITORABLES 

Jubilant Life 
Sciences 

GOOD 

 Revenue is expected to see a 30% YoY growth due to the Triad 
acquisition and gaining traction in other segments. Sequential 
growth is expected to be around 3% due to a subdued 
performance of LSI. 

 EBITDA margin would come to ~22% largely remaining flat. 

 Comments on Rubifil installation and capacity 
expansion 

 Update on raw material pricing issues and 
Vitamin B3 demand 

Laurus Labs BAD 

 Revenue growth is expected to remain muted at ~3% YoY and 
QoQ due to the fall in ARV API prices and decline in Hep-C API 
sales. 

 EBITDA margin would improve 200bps QoQ to ~17%, still down 
~400bps YoY with a reduced impact of raw material price hike. 

 ARV tender opportunity update 
 Outlook for key API segments 

Strides Shasun AVG 

 Drop in the US and institutional business segments will lead to a 
decline of 13% YoY in revenue. We expect revenue to remain flat 
sequentially. US revenue growth would start improving from 
3QFY19 with Ibuprofen Softgel and Tamiflu launches as well as 
re-launches of key products like Ibuprofen tablet and gLovaza. 

 EBITDA margin should recover ~250bps QoQ owing to better 
business mix within the institutional business segment. 

 Sequential recovery in institutional business 
 Update on product approvals and launches 
 

Dishman 
Carbogen 

GOOD 

 Revenue is likely to grow 3% YoY and decline 5% QoQ with the 
CRAMS segment remaining largely flat. Revenue from the new 
building in Swiss entity will start showing up from this quarter. 

 Expecting EBITDA margin at ~27% showing 200bps improvement 
aided by the commencement of revenue from CA’s new building.  

 Contribution from the new building of Swiss 
entity and guidance for the coming quarters 

 Outlook for Vitamin D analogues business 
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Odds in favour 

COMPANY 
2QFY19E 

OUTLOOK 
WHAT’S LIKELY KEY MONITORABLES 

Suven Life 
Sciences 

GOOD 

 Revenue growth of 39% YoY will be driven by the CRAMS 
segment, whereas the sequential decline of 23% will be on 
account of decline in Specialty business. 

 Improvement in the business mix will lead to a sequential 
improvement of ~600bps in EBITDA margin, expected at 36% for 
the quarter.  

 Guidance for commercial supplies 
 Progress of clinical trials for SUV 502 

Granules India GOOD 

 Expecting revenue to grow at 18% YoY and 3% QoQ owing to 
gMethergine launch and capacity expansion for APIs and PFIs. 

 EBITDA margin to remain sequentially flat at ~16.5%, eroding 
~300bps YoY due to higher raw material cost.  

 Margin improvement by passing on increased 
raw material costs 

 Comments on gMethergine market share 

Neuland Labs AVG 

 Revenue to grow ~22% YoY on a low base, and remain flat 
sequentially. CMS segment likely to gain traction. 

 EBITDA margin should improve sequentially on the back of lower 
contribution of low-margin Prime API segment and passing on of 
raw material price hike. 

 Ramp up in niche API molecules and new 
approvals 

 Progress on various CMS projects 
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Financial Summary 

Company 
NET SALES (Rs bn) EBITDA (Rs bn) EBITDA Margin (%) APAT (Rs bn) Adj. EPS (Rs/sh) 

2Q 
FY19E 

QoQ 
(%) 

YoY 
(%)  

2Q 
FY19E 

QoQ 
(%) 

YoY 
(%)  

2Q 
FY19E 

QoQ 
(bps) 

YoY 
(bps) 

2Q 
FY19E 

QoQ 
(%) 

YoY 
(%)  

2Q 
FY19E 

1Q 
FY19 

2Q 
FY18   

Sun Pharma 74.8  3.6  12.5  17.0  6.0  23.8  22.8  51.6  207.2  10.7  8.7  17.1  4.4  4.1  3.8  

Cipla 44.4  12.7  8.8  8.5  16.4  5.1  19.0  59.4  (66.9) 3.9  (12.7) (6.7) 4.9  5.6  5.3  

Aurobindo Pharma 42.6  0.3  (3.9) 9.0  15.8  (19.3) 21.2  283.0  (402.5) 5.6  9.8  (28.3) 9.6  7.8  13.3  

Dr. Reddy's Labs 39.3  5.6  10.8  7.4  (2.4) 11.5  18.8  (153.2) 11.8  3.8  (17.6) 32.0  22.7  27.5  17.2  

Cadila Healthcare 30.7  5.9  (5.2) 7.5  15.5  (13.0) 24.3  202.4  (218.9) 5.3  14.5  4.8  5.2  4.5  4.9  

Lupin 38.4  (0.4) (2.9) 5.6  7.0  (33.9) 14.7  102.4  (689.5) 1.9  (8.3) (59.1) 4.1  4.5  10.1  

Divi's Labs 10.2  2.9  15.0  3.8  8.2  37.3  37.2  183.9  605.1  2.9  19.4  45.7  10.8  9.0  7.4  

Torrent Pharma 19.2  2.7  34.6  5.0  5.5  52.9  26.2  67.6  313.4  1.9  18.4  (5.4) 11.4  9.6  12.1  

Alkem Labs 19.2  15.1  3.1  3.4  59.6  (25.8) 17.8  495.4  (690.3) 2.2  63.1  (30.2) 18.7  11.5  26.8  

Glenmark Pharma 24.5  15.2  10.3  4.4  26.0  12.5  17.8  153.2  35.6  2.1  (5.7) 2.8  10.8  9.0  7.4  

Alembic Pharma 9.4  8.7  18.8  1.8  20.9  1.9  19.5  196.2  (323.0) 1.1  21.9  (9.3) 5.8  4.8  6.4  

Jubilant Life Sciences 21.4  2.8  30.1  4.8  8.9  55.7  22.3  125.0  366.0  2.5  25.8  96.5  16.2  12.9  8.2  

Laurus Labs 5.5  2.7  2.8  0.9  15.5  (17.4) 16.8  185.5  (410.1) 0.3  57.0  (46.7) 2.5  1.6  4.6  

Strides Shasun 6.7  1.0  (12.9) 1.0  21.3  (1.7) 14.6  245.1  167.0  0.2  2784.6  (2.0) 2.5  0.1  2.6  

Dishman Carbogen 4.6  (5.1) 3.1  1.2  1.4  (7.9) 26.8  173.4  (318.8) 0.4  7.2  (12.2) 2.6  2.5  3.0  

Suven Life Sciences 1.5  (22.6) 38.8  0.5  (7.6) 19.6  36.3  590.9  (581.7) 0.4  (8.3) 12.2  2.8  3.1  2.5  

Granules India 4.7  2.6  18.5  0.8  6.9  0.9  16.7  66.8  (290.7) 0.4  (18.7) 4.4  1.7  2.0  1.8  

Neuland Labs 1.5  (0.6) 21.6  0.2  67.1  4.4  9.8  397.3  (160.7) 0.0  821.0  46.5  4.3  0.5  2.9  

Aggregate 398.6  5.6  20.6  81.3  11.4  2.5  20.4  104.8  (360.7) 45.0  6.9  (3.2)       

Source: Company, HDFC sec Inst Research  
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Peer Set Comparison 

Source: Company, HDFC sec Inst Research 

Company 
Mcap 

(Rs bn) 
CMP 

(Rs/sh) 
Reco TP/ FV 

EPS (Rs/sh) P/E (x) RoE (%) 

FY18 FY19E FY20E FY21E FY18 FY19E FY20E FY21E FY18 FY19E FY20E FY21E 

Sun Pharma  1,454 604 BUY 710 13.0 17.1 24.9 28.5 46.6 35.3 24.3 21.2 8.3 10.4 13.6 13.9 

Cipla  513 639 NEU 660 17.6 20.1 25.7 34.5 36.3 31.8 24.9 18.5 10.6 10.8 12.5 14.9 

Aurobindo Pharma  431 736 BUY 875 41.4 38.2 56.6 59.8 17.8 19.3 13.0 12.3 23.0 17.6 21.6 18.8 

Dr Reddy's Labs** 397 2,340 BUY 2,715 59.2 100.9 105.4 140.8 39.5 23.2 22.2 16.6 7.8 12.5 11.5 13.3 

Cadila Healthcare 386 376 BUY 470 13.0 17.4 20.5 22.4 28.9 21.7 18.4 16.8 17.0 18.6 18.4 18.6 

Lupin  382 850 BUY 1,160 38.0 28.6 47.4 58.1 22.3 29.8 18.0 14.6 12.7 9.2 14.0 15.2 

Divi's Labs 339 1,277 NEU 1,270 33.0 46.7 53.3 61.8 38.7 27.4 24.0 20.7 15.5 19.4 19.4 19.7 

Torrent Pharma** 266 1,569 BUY 1,800 40.1 47.5 71.6 92.1 39.2 33.0 21.9 17.0 15.1 16.3 21.3 23.1 

Alkem Laboratories 235 1,969 BUY 2,400 57.6 74.0 97.4 121.1 34.2 26.6 20.2 16.3 14.8 17.0 19.4 20.7 

Glenmark 168 597 BUY 800 17.5 28.6 35.9 47.3 34.2 20.9 16.6 12.6 9.4 13.5 14.9 17.0 

Alembic Pharma 104 554 NEU 600 21.9 24.2 29.7 35.6 25.3 22.9 17.9 14.7 20.0 19.0 20.8 21.3 

Jubilant Life Sciences 104 670 BUY 955 46.6 55.6 66.1 82.1 14.4 12.0 10.1 8.2 19.3 19.3 19.3 20.1 

Laurus Labs 42 401 NR 505 15.8 12.9 23.4 32.5 25.3 31.1 17.2 12.3 11.9 8.8 14.3 17.1 

Strides Shasun 36 408 BUY 490 12.7 16.0 25.3 35.8 32.1 25.5 16.1 11.4 2.7 5.7 8.5 11.1 

Dishman Carbogen 
Amcis 

35 214 BUY 415 9.6 13.1 17.6 23.2 22.3 16.3 12.1 9.2 3.1 4.1 5.3 6.6 

Suven Life Sciences 31 244 NR 450 9.7 9.8 11.0 12.5 25.1 24.9 22.3 19.5 17.2 15.2 15.0 15.2 

Granules India 23 93 BUY 130 5.2 7.8 10.0 11.9 17.7 11.9 9.3 7.8 12.0 14.3 16.5 17.6 

Neuland Labs 5 609 BUY 835 11.0 17.4 57.1 62.2 55.5 35.0 10.7 9.8 2.2 3.5 10.0 12.3 

**Reco changes: Upgrade to BUY Dr Reddy and Torrent Pharma  
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Rating Definitions    

BUY  :   Where the stock is expected to deliver more than 10% returns over the next 12 month period 

NEUTRAL :   Where the stock is expected to deliver (-) 10% to 10% returns over the next 12 month period 

SELL  :   Where the stock is expected to deliver less than (-) 10% returns over the next 12 month period 
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