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Pharmaceuticals Recovery in chronic and non COVID-acute segments to drive Pharma sector growth
Nifty 15,690 -0.24 -0.30 11.92 45.71
Sensex 52,386 -0.35 0.16 9.44 43.15
Nifty Pharma 14,360 0.64 0.32 10.45 42.57
BSE Healthcare 25,875 0.57 2.48 18.40 56.15
Sun Pharma 668 706 5.7% 1,602,510 25.5 HOLD
Lupin 1,148 1,258 9.6% 521,010 30.1 ACCUMULATE
Cipla 960 997 3.9% 774,170 28.1 HOLD
Dr. Reddy’s 5,460 5,575 2.1% 908,370 28.7 HOLD
Cadila Healthcare 641 684 6.7% 655,700 290.3 ACCUMULATE
Torrent Pharma 3,005 UR UR 508,520 UR UR
Aurobindo Pharma 949 1,044 10.0% 555,880 16.0 ACCUMULATE
Glenmark Pharma 665 696 4.7% 187,720 17.4 ACCUMULATE
Alembic Pharma 976 995 1.9% 191,770 20.0 HOLD
Granules India 367 459 25.1% 90,930 17.7 BUY

Note: We will review targets & ratings post detailed Q1FY22 results analysis and conference call of said companies. UR: Un- Rated; Source: KRC & Bloomberg, Data as of July 9, 2021

IPM to post robust growth going forward:

Pharma companies are expected to continue their strong performance in Q1FY22 due to low base effect YoY. Higher
demand for acute therapy products including for COVID 19 treatment medicines, other anti-infectives, analgesics,
vitamins and gastro products, and recovering demand for chronic segments such as cardiology, will drive growth in
domestic formulations side; while continued increased competition in the US is likely to impact sales growth, partially.
For Q1FY22, we expect our coverage universe to post 11.2% YoY (+4.1% QoQ) growth in sales. Glenmark Pharma (+23.1%
YoY), Dr. Reddy’s (+19.1% YoY), Cipla (+18.5% YoY) are expected to post highest growth in revenue in Q1FY22.

Margin to decline YoY, marginally though:

For our coverage universe, we expect EBITDA to witness 10.1% YoY growth (+6.6% QoQ). The companies under
coverage can continue to benefit from cost cutting measures. However, EBITDA margins are expected to decline
marginally by 23 bps YoY to 22.7% in Q1FY22 (+ 5 bps QoQ). The annual decline in EBITDA will be due to rising marketing
and travel costs and price erosions in few competitive markets. Overall net profit for the coverage universe to
increase 22.3% YoY (3.6% QoQ) on account of lower base, last year.

Sector Outlook and Valuation:

Indian pharmaceutical companies will continue to benefit from being one of the largest and the most competitive
ones globally. Nifty Pharma index has gained 42.6% over the last year, as expected continued (however short term)
demand for COVID 19 products, and recovery in chronic and acute therapies, post lockdown, will likely lead to
improved financial performance for pharma companies. Also, YTD, the Pharma Index has grown by 10.5% returns,
indicating strong upside potential, going forward, across sector. Our top picks in the sector are Cipla (to benefit from
comprehensive COVID 19 products and ramp up in newly launched drugs in the US), Glenmark Pharma (likely to
benefit from recovery in chronic segment). We like Granules India as well for its attractive valuation at current levels
(likely to get benefited with revival of its KSM supply, going forward).

ANALYST Phone: +91-22-6696 5555, Fax: +91-22-66919576
Parvati Rai, head-research@krchoksey.com, +91-22-6696 5413 is also available on Bloomberg KRCS<GO>
Thomson Reuters, Factset and Capital IQ
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Exhibit 1: Quarterly result expectation for companies under coverage
INRMn QiFY22E Q1FY21A  YoY Q4FY21A QoQ Remarks

Sun Pharmaceutical Industries

Sun Pharma's Sales for the quarter will grow at ~ 12.7%. However, it is
likely to get partially offset by lower sales in Taro and generics business,
respectively, in the US, due to Pandemic. EBITDA margin will decline by
~ 266 bps QoQ to ~ 21.5% due to likely increased marketing and
Adj. Net travelling spend. Nevertheless, the adjusted net income is expected to
Profit rise at 17.5% YoY (-14.1% QoQ), due to lower base effect (in revenue) and

lower finance costs due to debt repayments.
éB)[TDA 21.5% 23.3% |-176 bps | 24.2% |-266 bps pay

NPM (%) 15.8% 15.1% 65 bps 18.4% | -263 bps

Sales 85,477 | 75,853 12.7% 85,230 0.3%

EBITDA 18,378 17,644 4.2% 20,592 -10.8%

13,467 | 11,460 17.5% 15,670 | -14.1%

Key Parameters: (1) Ram-up in specialty portfolio and any
improvements in the US generics and Taro’s sales.

Dr. Reddy’s Laboratories

Sales 52,701 | 44,265 19.1% 47,682 10.5% | Revenue is expected to grow at ~ 19.1% YoY in Q1FY22, driven by ramp
up in market shares in key markets, new product launches, scale up of
EBITDA | 11,436 11,213 2.0% 10,547 8.4% | businesses and COVID 19 related opportunities. EBITDA is expected to
increase at a muted growth rate, ~2.0% YoY, due to reduction in EBITDA

sg#:et 6,554 5,946 10.2% 5,588 17.3% | margins by 363 bps to 21.7% in Q1FY22. Nevertheless, adj. Net Profit is
EBITDA expected to grow by 10.2% YoY for the quarter, driven by lower ETR.
) 21.70% | 25.33% |-363bps| 22.12% | -42bps | Key Parameters: (1) Competition in the US and any improvement in

price erosion and (2) Performance of COVID19 drugs including Sputnik
NPM (%) | 12.44% | 13.43% |-100bps| 11.72% 72 bps |V vaccines.

Cipla

Sales 51,512 | 43,462 | 18.5% | 46,065 | 11.8% | Revenue is expected to grow at ~18.5% due to projected strong growth
in India and the US markets. The EBITDA margin is likely to benefit from
EBITDA | 10,465 | 10,487 -0.2% 7,962 31.4% | cost savings and is expected to expand 303 bps QoQ to 20.3%. The
EBITDA margin is likely to fall by ~ 382 bps YoY, though, due to likely fall

Net

Pfoﬁt 6,407 5,779 10.9% 4,134 55.0% | in gross profits YoY. As a result, PAT is expected to grow at 10.9% YoY.
EOBITDA 20.3% 241% |382bps| 17.3% | 303bps Key Parameters: (1) Ramp-up in A'Ibuteljol MDI’s (.gProventiI) sales in
) the US (2) Sales of COVID-19 drugs in India (3) Awaited ANDA approval
NPM (%) | 12.4% 13.3% | -86bps | 9.0% | 346 bps | for gAdvair etc.

Lupin

Sales 41,276 | 35,279 17.0% 37,831 9.1% | Revenue is expected to grow ~17.0% YoY due to base effect and ramp

up in Albuterol MDI’s (gProAir) sales, and new product launches.

EBITDA | 8284 | 4,881 | 69.7% | 7,076 17.1% | EBITDA margin is expected to expand 623 bps YoY to 20.07%, to be

é:icj);ﬁl;let 3,899 1,087 358.7% | 4,644 16.0% driven by cost cutting measures.
EBITDA Key Parameters: (1) Ramp up in chronic therapy products in India

20.07% | 13.84% 23b 18.70% | 137b

(%) / 3-54 623 bps / 370PS | amidst pandemic’s resurgence (2) Ramp-up in Albuterol MDI,
Levothyroxine, and Metformin and likely launches of gBrovana in the
NPM (%) | 9.45% 3.08% | 637bps | 12.27% [-283bps|US and approval for gFostair (pMDI) in the next few months for

Europe.

Aurobindo Pharma

Sales 61,480 | 59,248 [ 3.8% | 60,015 | 2.4% | Ayrobindo Pharma to report 3.8% YoY revenue growth on the back of

likely muted growth in the US and Europe markets, offset partially by
EBITDA [ 12,862 | 12,574 | 2.3% [ 12,747 | 1.0% |strong growth in ARV and growth markets. EBITDA margin to reduce
marginally by 30 bps YoY to 20.92%. While PAT to grow at a flat rate of
7,911 7,806 1.3% 8,016 -1.3% | 1.3%YoY.

Adj. Net
Profit

EyBITDA 20.92% | 21.22% | -30bps | 21.24% | -32bps | Key Parameters: (1) New product launch momentum in the in the US
*) (2) Revival of injectable sales in the US post COVID-19 led decline in

NPM (%) | 12.87% | 13.17% | -31bps | 13.36% | -49 bps elective surgeries (3) Performance of ARV business

ANALYST Phone: +91-22-6696 5555, Fax: +91-22-6691 9576
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Exhibit 1: Quarterly result expectation for companies under coverage

INRMn Qi1FY22E Qi1FY21A YoY Q4FY21A QoQ Remarks
Cadila Healthcare

Sales 39,560 | 36,399 8.7% 37,52 5-4% Cadila to post 8.7% YoY revenue growth backed by improved

performance in India with COVID 19 products’ sales, normalcy
EBITDA | 10,681 | 8,154 31.0% 7,912 35.0% | returning in demand and launch of new products in the US markets.
EBITDA margin to improve to 27.0% because of lower costs. Robust

é:j;'ﬁ’:et 7,440 4,540 63.9% 5,781 28.7% | operating performance to boost PAT by 63.9% YoY.
EDB'TDA 27.0% 22.4% | 460bps| 21.1% | 591bps | Key Parameters: (1) Incremental revenue from COVID-19 products
(*) (Remdac) (2) Competition in levorphanol (3) Performance of Androgel

NPM (%) | 18.8% | 12.5% | 633bps| 15.4% | 340bps (4) New launches

Glenmark Pharma

Sal 28,870 | 23,448 23.1% | 28 1.0%
aes °7 3,44 ) 599 Glenmark to report revenue growth of 23.1% YoY due to domestic

market performing well as it has been one of the the fastest growing
companies in India Pharma market in Q1FY22. Cost savings is likely to

EBITDA 6,323 4,781 32.3% 6,323 0.0%

Adj. Net o o continue and to improve EBITDA margin by ~151bps. PAT is expected to
. 131 2,540 23.3% 131 0.0%

Profit 313 124 33 313 improve by 23.3% YoY due to robust operational performance.

EBITDA 21.90% | 20.39% | 151bps | 22.11% | -21bps

(%) -90% 39% | 1515P © PS | key Parameters: (1) Development on debt repayment (2) New product

NPM (%) | 10.85% | 10.83% 1bps 10.95% | -10 bps launches

Alembic Pharmaceuticals

Sales 12,660 13,413 -5.6% 12,804 -1.1% | Alembic Pharma to report 5.6% YoY revenue decline due to likely sales

EBITDA 3,200 4,074 21.4% 3,417 -6.3% decline in Sartan products sales in the US and lower demand for its

Net Acute therapy products in India; partially offset by new product
X 2,150 3,015 -28.7% 2,507 -14.3% | launches/traction in the existing products in the US, recovery in India

Profit - . .

EBITDA branded business and increased demand for APIs. We expect adjusted

) 25.3% 30.4% |-509bps| 26.7% | -141bps | EBITDA/PAT to decline by 21.4% & 28.7%, respectively.

Key Parameters: (1) Growth in Ex-US business (2) New product

NPM (%) | 17.0% 22.5% |-550bps| 19.6% |-260 bps launches and (3) API sales

Torrent Pharma

Sales 19,370 | 20,560 | -5.8% 19,370 0.0%

Torrent’s Pharma to report 5.8% YoY decline in revenue due to decline
EBITDA 7,132 6,610 7.9% 5,820 22.5% | inthe US and Brazil. EBITDA margin to expand with cost savings due to
reduced expenses. In line with the operational performance, EBITDA

ﬁf(i‘ﬁTEt 4,308 3,210 34.2% 3,240 33.0% | and PAT to grow at 7.9% and 34.2% YoY, respectively.
EBITDA o o o . . .
) 36.8% 32.1% | 467bps | 30.0% | 677 bps | Key Parameters: (1) Revival in the US business (2) New product

launches (3) Business in Germany & Brazil
NPM (%) | 22.2% 15.6% | 663 bps | 16.7% | 552 bps

Granules India

Sales 6,660 7,356 -9.5% 8,581 -22.4%

Granules India is likely to experience 9.5% YoY decline in revenue in
EBITDA | 1,787 1,836 -2.6% 2,564 | -30.3% | Q1FY22 due to likely continued fall in API sales with shortage of KSM for
Net the same. With favorable changes in the products mix, EBITDA margins
Profit 992 640 54.7% 1,636 -39.4% | torise to 26.8%. We expect PAT growth of 54.7% YoY.
EBITDA

N 26.84% | 24.96% | 188 bps | 29.88% | -3bps [ Key Parameters: (1) New product launches (2) Improvement in product
(%) mix towards FD (3) Performance of 5 core API molecules

NPM (%) | 14.89% 8.70% | 618 bps | 19.07% | -4 bps

ANALYST Phone: +91-22-6696 5555, Fax: +91-22-66919576

Parvati Rai, head-research@krchoksey.com, +91-22-6696 5413 is also available on Bloomberg KRCS<GO>

Thomson Reuters, Factset and Capital IQ



A KRChoksey | nstitutional

India Equity Institutional Research Il

Q1FY22 Earning Preview

11 9t July, 2021

Page 5
Pharmaceuticals
Charts: Nifty Pharma vs. Nifty 50 performance
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Source: Bloomberg, KRChoksey; Closing prices as of 9t July 2021.
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Buy More than 15%
Accumulate 5% —15%
Hold 0-5%
Reduce -5% -0
Sell Less than - 5%

ANALYST CERTIFICATION:

I, Parvati Rai (MBA-Finance, M.com), Head Research, author and the name subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect
my views about the subject issuer(s) or securities. | also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s)
in this report.

Terms & Conditions and other disclosures:

KRChoksey Shares and Securities Pvt. Ltd (hereinafter referred to as KRCSSPL) is a registered member of National Stock Exchange of India Limited and Bombay Stock Exchange Limited.
KRCSSPL s a registered Research Entity vides SEBI Registration No. INH000001295 under SEBI (Research Analyst) Regulations, 2014.

We submit that no material disciplinary action has been taken on KRCSSPL and its associates (Group Companies) by any Regulatory Authority impacting Equity Research Analysis activities.

KRCSSPL prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analyst covers.
The information and opinions in this report have been prepared by KRCSSPL and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of KRCSSPL. While we would endeavor to update the information herein on a reasonable basis, KRCSSPL is not under any obligation
to update the information. Also, there may be regulatory, compliance or other reasons that may prevent KRCSSPL from doing so. Non-rated securities indicate that rating on a particular
security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or KRCSSPL policies, in circumstances where KRCSSPL might be acting in an
advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. KRCSSPL will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or
strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their
own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of
independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest
rates, foreign exchange rates or any other reason. KRCSSPL accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual
results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. Our employees in sales and
marketing team, dealers and other professionals may provide oral or written market commentary or trading strategies that reflect opinions that are contrary to the opinions expressed
herein, .In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

Associates (Group Companies) of KRCSSPL might have received any commission/compensation from the companies mentioned in the report during the period preceding twelve months
from the date of this report for services in respect of brokerage services or specific transaction or for products and services other than brokerage services.

KRCSSPL or its Associates (Group Companies) have not managed or co-managed public offering of securities for the subject company in the past twelve months.

KRCSSPL encourages the practice of giving independent opinion in research report preparation by the analyst and thus strives to minimize the conflict in preparation of research report.
KRCSSPL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research
report. Accordingly, neither KRCSSPL nor Research Analysts have any material conflict of interest at the time of publication of this report.

It is confirmed that, Parvati Rai (MBA-Finance, M.com), Head Research of this report have not received any compensation from the companies mentioned in the report in the preceding
twelve months. Compensation of our Research Analysts is not based on any specific brokerage service transactions.

KRCSSPL or its associates (Group Companies) collectively or its research analyst do not hold any financial interest/beneficial ownership of more than 1% (at the end of the month immediately
preceding the date of publication of the research report) in the company covered by Analyst, and has not been engaged in market making activity of the company covered by research
analyst.

It is confirmed that, Parvati Rai (MBA-Finance, M.com), Head Research do not serve as an officer, director or employee of the companies mentioned in the report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other Jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject KRCSSPL and affiliates to any registration or licensing requirement within such
jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come
are required to inform them of and to observe such restriction.

Please send your feedback to research.insti@krchoksey.com
Visit us at www.krchoksey.com
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