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\l/ Downgrade

Laurus Labs Limited
Growth triggers galore

Pharmaceuticals  Sharekhan code: LAURUSLABS Company Update

Summary

+ We retain a Buy recommendation on Laurus Labs Limited (Laurus) with a revised PT
of Rs. 410.

¢ Formulations business gaining traction with tender business witnessing sturdy
demand traction.

¢+ Custom synthesis business is also expected to clock double-digit growth over
FY2020-FY2023 backed by expanded capacities and increasing commencement of
commercial supplies.

+ Further, the company’s foray in the lucrative biologics/biotech space through the
acquisition of a majority stake in Richcore Lifesciences would be a key positive as it
would create a new revenue stream.

Weinteracted withthe managementofLaurusLabsLimited (Laurus) and theircommentary
suggests a robust growth outlook. Laurus’ formulations business is gaining traction with
the tender business, which accounts for around three-fourth of total formulation sales, is
witnessing sturdy growth. Moreover, Laurus is expanding capacities, primarily through
brownfield expansions to cater to increasing demand. The first leg of de-bottlenecking is
expected to be completed by Q4FY2021-end, while the second leg would be completed
in two phases by September 2021 and December 2021. Cumulatively, the formulations
capacity would increase by 80% in the next two years. Further, given strong demand
traction, the formulations segment’s performance in H2FY2021 is expected to be better
than H1FY2021. The custom synthesis business is also expected to clock double-digit
growth over FY2020-FY2023 backed by expanded capacities coming on stream during
FY2022 and an increase in commencement of commercial supplies. Further, the recent
acquisition of Richcore Lifesciences Pvt Limited (RLPL) is expected to yield synergies,
though the benefits would accrue over the medium to long term. RLPL is implementing
a capacity expansion plan, wherein it is expanding its fermentation capacities entailing
an investment of Rs. 90 crore. Expanded capacities are likely to be ready by the end of
FY2021 and are pre-booked by existing customers. The company is expecting an asset
turnover of “1.5x with revenues spread over FY22 and FY23. The above positives point
to a strong growth trajectory for Laurus going ahead. We expect the company to report
a sales and adjusted profit CAGR of 27% and 59%, respectively, over FY2020-FY2023.

Our Call

Retain Buy with revised PT of Rs.410: Laurus’ formulations segment is witnessing elevated
traction and the management expectsto sustain the strong growth momentum going ahead.
The tender business, which accounts for three-fourths of the overall segment revenues
is on a strong footing and would be a key growth driver. Consequently performance of
the formulations segment in H2FY2021 is expected to be better than that in HIFY2021.
In addition to this, the custom synthesis business is also expected to clock double-digit
growth over FY20 — FY23 driven by capacity expansion and rise in commencement of
commercial supplies of products. Further, the company’s foray in the lucrative biologics/
biotech space through the acquisition of a majority stake in RLPL would be a key positive
as it would create a new revenue stream for Laurus, though the benefits would accrue over
the medium to long term. Strong topline growth and margin expansion (due to favorable
mix) would result in a sturdy 59% earnings CAGR over FY2020 to FY2023. At the CMP,
the stock is trading at a valuation of 21.7x/17.5x its FY2022E/FY2023E EPS. Sturdy growth
prospects, visibility on earnings, healthy return ratios and low debt-equity are the key
positives and this bodes well from a growth perspective. We retain a Buy recommendation
on the stock with a revised PT of Rs. 410.

Key risk

Deferral in product approvals or any negative outcome of facility inspection by regulators
can affect earnings prospects. Delay in approvals for closing RLPL deal could also slow
down earnings growth.

Valuation (Consolidated) Rs cr
Particulars FY19 FY20 FY21E FY22E FY23E
Sales 22919 28317 4094.4 4918.2 58587
Operating Profits 356.0 564.5 1126.0 13771 1652.2
OPM (%) 15.5 19.9 275 28.0 28.2
PAT 93.8 2553 653.2 8247 1025.5
PATM (%) 41 9.0 16.0 16.8 17.5
EPS 1.8 4.8 12.3 15.5 19.3
P/E 191.2 70.2 274 217 17.5
EV/EBIDTA 53.5 335 16.8 13.5 1.2
ROE (%) 6.0 14.4 270 25.4 24.0
ROCE (%) 7.2 13.2 26.2 26.3 259

Source: Company; Sharekhan estimates
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Formulations segment on a strong footing backed by sturdy growth and capacity expansion: Laurus is
witnessing improved traction for its formulations segment and the company expects the H2FY21 to be better
than H1FY2021. The tender business accounts for around three-fourths of the total formulations segment sales
and has robust growth outlook backed by a sturdy demand of ARV’s. With strong demand, the management
anticipates capacity constraints going ahead. Consequently, it is expanding capacities, primarily through
brownfield expansion. The first leg of de-bottlenecking is expected to be over by end of Q4FY2021, while the
second leg of expansion would be done in two phases, which would go on stream by September 2021 and
December 2021. Cumulatively, the formulations capacity would increase by 80% over the next two years.
Laurus is eyeing a revenue potential of 1.5-2x from the new capacities. Moreover, traction from North America
and EU is expected to sustain going ahead and would aid topline growth.

Formulation sales to soar
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Custom synthesis business to clock double-digit growth: Laurus’s custom synthesis business is witnessing
an improved traction backed by sturdy client wins done by the company. For HIFY2021, segmental revenues
were up “37% y-o-y and traction is expected to sustain going ahead as well. However there are capacity
constraints emerging for the segment, and the company is in the process for expanding capacities, so as to
support growth. However given the commencement of commercial supplies of four products in HIFY2021,
would aid the revenue growth for custom synthesis segment for FY2021. Going ahead with expanded
capacities coming on-stream during FY2022 and an increase in commencement of commercial supplies,
would drive growth for the custom synthesis business. The segment’s sales are expected to clock a 19% CAGR
over FY2020 to FY2023.

Capex to drive Richcore’s topline FY2022 onwards: Laurus’ acquisition of Richcore Lifesciences Private
Limited (RLPL) is expected to yield substantial synergies going ahead and is expected to complement the
company’s aggressive growth strategies. RLPL operates through three distinct revenue streams — Biotech,
Enzymes, and CDMO, among which its revenues are equally split. Going ahead, this is expected to change
with the CDMO segment likely to be a major contributor to growth as chunk of the incremental capacities are
towards this business. As of September 2020, RLPL had one plant with a capacity of 17500 litres operational
and it is in the process of setting up another plant with a capacity of 1.8 lakh litres that is likely to be ready by
the end of FY2021. New capacities are unlikely to require any major compliance approvals and are already
pre-booked by existing clients. RLPL's CDMO capacity caters to the requirement of the clients largely in
exports markets (US and Europe) and focused on the food industry. Hence, post the completion of the plant,
RLPL would be in a position to commence commercial production from the new capacity. The new capacity
has entailed an investment of Rs 90 crore and the company expects asset turnover of around 1.5x with the
revenues spread across FY2022 and FY2023.
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Financials in charts
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Outlook and Valuation

B Sector View — Growth momentum to improve

Indian pharmaceutical companies are better placed to harness opportunities and report healthy growth going ahead. Indian
companies are among the most competitive ones globally and hold a sizeable market share in most developed as well
as other markets. Moreover, other factors such as easing of pricing pressures (especially in the US generics market), rise
in product approvals, and plant resolutions by the USFDA coupled with strong growth prospects in domestic markets and
emerging opportunities in the APl space would be the key growth drivers. This would be complemented by strong capabilities
developed by Indian companies (leading to a shift towards complex molecules and biosimilars) and commissioning of
expanded capacities by select players over the medium term. Collectively, this indicates a strong growth potential going
ahead for pharma companies.

B Company Outlook — Robust Growth prospects

The formulations business is gaining traction with new approvals and launches. The company is enhancing its current portfolio,
stepping up R&D activity, and strengthening and expanding manufacturing capabilities. Further, leveraging its strengths in the
APl segment, Laurus has successfully forward-integrated into the lucrative formulations space and is now looking to increase
its capacities in this segment by 80% so as to cater to the surging demand. Sturdy growth in the formulations business is
likely to sustain going ahead. Moreover, expected traction in the synthesis business and improvement in ARVs would be the
key revenue drivers. Benefits of operating leverage and a favourable product mix would result in OPM expansion. Recent
acquisition of RLPL by Laurus marks its entry into the lucrative biologics space. This coupled with RLPL’s strong capacities in
the CDMO space augurs well and would add to growth over the medium to long term.

B Valuation — Retain Buy with revised PT of Rs. 410

Laurus’ formulations segment is witnessing elevated traction and the management expects to sustain the strong growth
momentum going ahead. The tender business, which accounts for three-fourths of the overall segment revenues is on a
strong footing and would be a key growth driver. Consequently performance of the formulations segment in H2FY2021 is
expected to be better than that in HIFY2021. In addition to this, the custom synthesis business is also expected to clock
double-digit growth over FY20 — FY23 driven by capacity expansion and rise in commencement of commercial supplies of
products. Further, the company’s foray in the lucrative biologics/biotech space through the acquisition of a majority stake
in RLPL would be a key positive as it would create a new revenue stream for Laurus, though the benefits would accrue over
the medium to long term. Strong topline growth and margin expansion (due to favorable mix) would result in a sturdy 59%
earnings CAGR over FY2020 to FY2023. At the CMP, the stock is trading at a valuation of 21.7x/17.5x its FY2022E/FY2023E
EPS. Sturdy growth prospects, visibility on earnings, healthy return ratios and low debt-equity are the key positives and this
bodes well from a growth perspective. We retain a Buy recommendation on the stock with a revised PT of Rs. 410.
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Peer Comparison

. o/s MCAP P/E (x) EV/EBIDTA (x) RoE (%)
Particulars Shares

(cr) (Rs C")‘ FYZO‘ FY21E‘ FY22E ‘ FY20 ‘ FY21E ‘ FY22E ‘ FY20 ‘ FY21E ‘ FY22E
Laurus Labs 3370 53.2 18,087.0 70.2 274 217 335 16.8 13.5 14.4 270 25.4
Granules India 362.0 247 8,961.0 271 16.2 14.0 17.5 10.4 8.5 17.9 237 221
Source: Company, Sharekhan estimates
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About company

Laurus is a leading research-driven pharmaceutical company, working with nine of the world’s top 10 generic
pharmaceutical companies in the world. Laurus sells APIs in 56 countries. The company’s major focus areas
include anti-retroviral, Hepatitis C, and Oncology drugs. Oncology is one of its core competencies, where
it offers a comprehensive range of APIs in this segment. Laurus is continuously extending its portfolio by
focusing on molecules in diabetes, ophthalmology, and cardio-vascular therapy areas. Laurus has four
distinct business units, namely: Generics API, Generics FDF, Ingredients, and Synthesis.

Investment theme

Built on strong capabilities in chemical development and manufacturing, Laurus has developed a wide range
of in-house APIs and intermediates. Laurus is one of the world’s leading suppliers of anti-retroviral APIs and
intermediates. The company’s low-cost technologies give it an edge over other players. Leveraging on API
cost advantage for forward integration into generic formulations (FDF) and capitalising on its leadership
position in APIs (in key areas such as oncology, cardio-vascular, anti-diabetics, and ophthalmology) with
foray into other regulated markets will drive the company’s business over the next couple of years. Moreover,
the company is doubling its capacity to support growth in the formulations business, which points towards
healthy growth going ahead. The recent acquisition of RLPL by Laurus marks its entry into the lucrative
biologics space and would be growth accretive over the medium to long term.

Key Risks
1. Slower-than-expected ramp-up in formulations or custom synthesis businesses.

2. Reformsinthe healthcare industry and uncertainty associated with pharmaceutical pricing, reimbursement,
and related matters could affect pricing and demand for Laurus’ products.

Additional Data

Key management personnel

Dr. Satyanarayana Chava Executive Director and CEO
Mr. V V Ravi Kumar Executive Director and CFO
Dr. Lakshmana Rao CV Executive Director

Mr. Krishna Chaitanya Chava Executive Vice President, Head — Synthesis & Ingerdients
Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Ambit Capital 1.7
2 Amansa Holdings Pvt Ltd 6.1
3 Government Pension Global Fund 1.8
4 Vangaurd Group Inc 1.2
5 Blackrock Inc 0.9
6 Norges Bank 0.9
7 HSBC Holdings 0.7
8 Kotak Mahindra Asset Management Co 0.7
9 UTI asset Management Co Ltd 0.6
10 ICICI Prudential Asset Management Co 0.6

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Right Sector
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Negative

Right Quality
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Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
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Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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