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Rating: ACCUMULATE | CMP: Rs872 | TP: Rs950

Another quarter of weak margins

Quick Pointers:

Margin pressure continues; OPM guided 13-14% in the nearterm.

Expect meaningful pick-up in US sales from H2FY23 aided by gSpiriva,
gSupep and bPedfilgrastim.

We cut our FY23E EPS est. by 16% and FY24E EPS by 7% to factor in lower
margins. Lupin’s (LPC) YTD profitability has been impacted on account of

low GMs and high overheads along with subdued US sales. We believe LPC’s

recovery in US sales will be gradual and may hinge on market share gains in
gAlbuterol along with timely niche launches. A strong inhalation pipeline and

biosimilar franchise provides visibility beyond FY23. Further margins will

improve only from HFY23 with likely savings and niche launches. We expect
28% EBITDA CAGR over FY22-24E and retain our ‘Accumulate’ rating with TP

of Rs950/share (Rs1000 earlier),21x (23x earlier) Dec 2023E EPS.

In line revenues; US sales was up 10% QoQ: LPC’s Q3FY22 sales
increased 4% YoY (up 1.7% QoQ) to Rs41.6bn, largely in line with our
estimate. Domestic formulationsales grew by8% YoY (we est 10%) butlagged
its peers. US sales camein atUSD 202mn vs USD 184mn in Q2FY22. QoQ
growth was aided by inhalation product portfolio. EMEA grew by 5% YoY to
Rs3.4bn, while APl saw decline 0of 25% YoY to Rs2.6bn. Growth markets were
also muted with 2.3% YoY growth.

Margin disappoint continues: GM declined by 70bp QoQ (down 600 bps
YoY) to 57.9%, mainly due to raw material inflation and changed sales mix
Other expenses were also up by 22% QoQ, impacted by one-off expense
(Rs1.92bn) related to residual Metformin and Oseltamivir returns from retail
and consumers. Adj for this, other expenses were up 4% QoQ. R&D expenses
cameinat3.5bn, 9% of sales; up 6% QoQ. OPM camein at13.7%. There was

negative tax of Rs3.8bn. Reported PAT came in at Rs5.2bn.

Key concall takeaways: (1) US market: growth was driven by ramp up in
Albuterol (with 20% share) and other key inhalation products, while absence of
flu season has impacted the overall marketgrowth. Companylaunched 2 new
products in the US marketin Q3FY22 and has filed 3 ANDAs. (2) gAlbuterol
and inhalation portfolio has stabilized which company expects transitioning
from next fiscal year, as margins of these products are higher than other
products. (3) FDA approval of plants: Goa plant has received clearance in
Q3; company is ready with necessaryinspection provisions for other plants
with OAl status. (4) Recentlyhave send full CRL for Spiriva to USFDA and TAD
for productis in August 2022. Expect meaningful pick- up in US sales from
H2FY23 and thereby margins to 19-20% aided by likely launch of gSpiriva,
gSupep and bPegfilgrastim. In nearterm margins are likelyto remain muted at
current levels of 13-15%. (5) Planned NCE spin off may happen in next few
quarters —currentannual spendatRs1.5bn. (6) Currentlysomeofinvestments
are yet to yield results which is also hurting margins. (7) Net Debt stood at
Rs22.5bnas of Q3 end.
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Exhibit 1: Q3FY22 Result Overview (Rs m):

Earnings continues to be lower due to higher pressure on margins.

Y/e March Q3FY22 Q3FY21 YoY gr. (%) Q2FY22 QoQagr.(%)  9MFY22  9MFY21 YoY gr. (%

Net Sales 41,609 40,174 3.6 40,913 1.7 125,224 113,802 10.0

Raw Material 16,946 13,750 23.2 16,265 4.2 48,491 40,447 19.9
% of Net Sales 40.7 34.2 39.8 38.7 35.5

Personnel Cost 7,438 7,068 5.2 7,586 (2.0) 22,861 21,857 4.6
% of Net Sales 17.9 17.6 18.5 18.3 19.2

Others 11,586 11,292 2.6 11,099 4.4 32,994 31,996 3.1
% of Net Sales 27.8 28.1 27.1 26.3 28.1

Total Expenditure 35,970 32,109 12.0 34,950 29 104,346 94,299 10.7

EBITDA 5,639 8,064 (30.2) 5,963 (5.4) 20,878 19,503 7.0
Margin (%) 13.6 20.1 14.6 16.7 17.1

Depreciation 2,034 2,443 (16.7) 2,116 (3.9) 6,238 6,717 (7.1)

EBIT 3,605 5,621 (35.9) 3,847 (6.3) 14,640 12,786 145

Other Income 332 (65) (608.4) 648 (48.8) 1,630 (129)  (1,364.5)

Interest 334 309 8.0 344 (3.0 1,013 1,088 (6.9)

PBT 3,603 5,247 (31.3) 4,151 (13.2) 15,257 11,569 31.9

Total Taxes (3,820) 835 (557.5) (1,099) 247.6 (2,896) 3,945 (173.4)
ETR (%) (106.0) 15.9 (26.5) (19.0) 34.1

PAT before exceptional 7,423 4,412 68.3 5,250 41.4 18,153 7,624 138.1

Minority Interest (36) (29) (32) (123) (62)

Exceptional tem 1,932 - 26,198 28,130 -

Reported PAT 5,455 4,383 24.5 (20,980) (126.0) (10,100) 7,562 (233.6)

Source: Company, PL

Exhibit 2: Major Sources of Revenue

Major Sources of Revenues Q3FY22 Q3FY21 YoYgr.(% Q2FY22 QoQagr. (% IMFY22 OMFY21 YoY gr. (%

Domestic market 14,733 13,669 7.8 15,435 (4.5) 46,530 39,846 16.8
% of Sales 36.0 34.9 38.6 37.7 35.7

International market (Exports) 26,142 25,504 25 24,599 6.3 76,753 71,831 6.9
% of Sales 64.0 65.1 61.4 62.3 64.3

Total 40,875 39,173 4.3 40,034 2.1 123,283 111,677 10.4

Formulations 38,311 35,735 7.2 37,356 2.6 111,848 100,410 11.4
% of Sales 93.7 91.2 93.3 90.7 89.9

India 14,733 13,669 7.8 15,435 (4.5) 46,530 39,846 16.8
% of Sales 36.0 34.9 38.6 37.7 35.7

International market (Exports) 23,578 22,066 6.9 21,921 7.6 65,318 60,564 7.8
% of Sales 57.7 56.3 54.8 53.0 54.2

North America 15,775 14,424 9.4 14,291 10.4 43,396 40,568 7.0
% of Sales 38.6 36.8 35.7 35.2 36.3

Europe, Middle East, Africa (EMEA) 3,422 3,272 4.6 3,484 (1.8) 9,519 9,031 5.4
% of Sales 8.4 8.4 8.7 7.7 8.1

Emerging Markets (ROW) & LATAM 4,381 4,370 0.3 4,146 5.7 12,403 10,965 13.1
% of Sales 10.7 11.2 10.4 10.1 9.8

APIs 2,564 3,438 (25.4) 2,678 (4.3) 7,701 11,267 (31.6)

% of Sales 6.3 8.8 6.7 6.2 10.1

NCE - - - 3,734

% of Sales 3.0

Grand Total 40,875 39,173 4.3 40,034 2.1 123,283 111,677 10.4

Source: Company, PL

February 7, 2022 2



Lupin

Exhibit 3: Domestic Formulation : Growth lagged its peers
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Exhibit 4: US Generic : Growth led by Albuterol and key inhalation products
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Exhibit 5: Emerging Markets (Rs mn) & QoQ Growth (%)
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Exhibit 6: EBITDA & EBITDAM: weak GM and higher exps.lower the EBITDAM
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Exhibit 7: R&D Exp (Rs mn) % of Sales
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Income Statement (Rs m) Balance Sheet Abstract(Rs m)
Y/e Mar FY21 FY22E FY23E FY24E Y/e Mar FY21 FY22E FY23E FY24E
Net Revenues 151,630 165,441 180,278 197,787 Non-Current Assets
YoY gr. (%) (1.4) 9.1 9.0 9.7
Cost of Goods Sold 53,622 64,878 69,702 73,617 Gross Block 129,791 138,791 147,791 156,791
Gross Profit 98,007 100,563 110,577 124,170 Tangibles 72,321 77,335 82350 87,365
Margin (%) 64.6 60.8 61.3 62.8 Intangibles 57,470 61,455 65,440 69,425
Employ ee Cost 28,259 30,237 32,656 35,269
Other Expenses 43,056 44,303 47,852 51,532 Acc: Dep / Amortization 68,460 76,890 85,489 94,432
Tangibles 28,492 32,000 35,579 39,301
EBITDA 26,692 26,023 30,069 37,370 Intangibles 39,968 44,890 49,911 55,132
YoY gr. (%) 10.7 (2.5) 15.5 24.3
Margin (%) 17.6 15.7 16.7 18.9 Net fixed assets 61,331 61,900 62,301 62,358
Tangibles 43,829 45,335 46,772 48,065
Depreciation and Amortization 8,874 8,430 8,599 8,943 Intangibles 17,502 16,565 15,530 14,294
EBIT 17,818 17,592 21,470 28,427 Capital Work In Progress 8,515 8,515 8,515 8,515
Margin (%) 11.8 10.6 11.9 14.4 Goodwill 19,624 19,624 19,624 19,624
Non-Current Investments 24,549 24,549 24,549 24,549
Net Interest 1,406 1,400 1,200 1,000 Net Deferred tax assets (496) (496) (496) (496)
Other Income 1,363 1,600 1,800 2,000 Other Non-Current Assets - - - -
Profit Before Tax 17,774 17,792 22,070 29,427 Current Assets
Margin (%) 11.7 10.8 12.2 14.9 Investments - - - -
Inv entories 40,920 37,072 41,598 45,708
Total Tax 4,485 (2,274) 5,517 7,357 Trade receivables 44,743 52,336 58,726 64,529
Effective tax rate (%) 25.2 (12.8) 25.0 25.0 Cash & Bank Balance 17,425 7,781 12,972 25,100
Other Current Assets - - - -
Profit after tax 13,289 20,066 16,552 22,070 Total Assets 234,302 228,973 245,481 267,579
Minority interest 101 15 30 30
Share Profit from Associate - - - - Equity
Equity Share Capital 907 907 907 907
Adjusted PAT 13,188 20,051 16,522 22,040 Other Equity 137,124 122,427 132,049 147,188
YoY gr. (%) 222.7 52.0 (17.6) 33.4 Total Networth 138,031 123,335 132,956 148,096
Margin (%) 8.7 12.1 9.2 11.1
Extra Ord. Income / (Exp) - - - - Non-Current Liabilities
Long Term borrowings 161 161 161 161
Reported PAT 13,188 20,051 16,522 22,040 Provisions - - - -
YoY gr. (%) 222.7 52.0 (17.6) 33.4 Other non current liabilities - - - -
Margin (%) 8.7 12.1 9.2 11.1
Current Liabilities
Other Comprehensive Income N N B} N ST Debt/ Current of LT Debt 30,494 30,494 30,494 30,494
Total Comprehensiv e Income 13,188 20,051 16,522 22,040 Trade pay ables 20,144 26,168 29,363 32,264
Equity Shares Ofs (m) 454 454 454 454 Other current liabilities 44,426 47,754 51,416 55,444
EPS (Rs) 29.1 44.2 36.4 48.6 Total Equity & Liabilities 234,302 228,973 245,481 267,580
Source: Conpany Data, PL Research Source: Conmpany Data, PL Research
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Cash Flow (Rs m) Key Financial Metrics
Y/e Mar FY21 FY22E FY23E FY24E Y/e Mar FY21 FY22E FY23E FY24E
PBT 11,925 7,760 16,170 23,227 Per Share(Rs)
Add. Depreciation 8,874 8,430 8,599 8,943 EPS 29.1 44.2 36.4 48.6
Add. Interest 1,406 1,400 1,200 1,000 CEPS 48.6 62.8 55.4 68.3
Less Financial Other Income 1,363 1,600 1,800 2,000 BVPS 304.2 271.8 293.0 326.4
Add. Other (1,140) - - - FCF 11.5 36.3 16.3 30.5
Op. profit before WC changes 21,065 17,591 25,969 33,170 DPS 15.2 15.2 15.2 15.2
Net Changes-WC (1,925) 5,608  (4,059)  (2,984) Return Ratio (%)
Direct tax (7,155) 2,274  (5517)  (7,357) RoCE 10.0 10.9 13.5 16.6
Net cash from Op. activities 11,985 25,473 16,392 22,829 ROIC 8.2 8.0 9.2 1.7
Capital expenditures (6,776) (9,000) (9,000) (9,000) RoE 10.0 15.3 12.9 15.7
Interest / Dividend Income - - - - Balance Sheet
Others R R R - Net Debt : Equity (x) 0.1 0.2 0.1 0.0
Net Cash from Invt. activities (6,776)  (9,000)  (9,000)  (9,000) Net Working Capital (Day's) 158 140 144 144
Issue of share cap. / premium - - - - Valuation(x)
Debt changes (13,677) N N . PER 30.0 19.7 24.0 18.0
Dividend paid (2,723)  (6,901)  (6,901)  (6,901) P/B 2.9 3.2 3.0 2.7
Interest paid (1,406)  (1,400)  (1,200)  (1,000) PICEPS 17.9 13.9 15.8 12.8
Others 5,480 (17,815) 5,900 6,200 EV/EBITDA 15.3 16.1 13.7 10.7
Net cash from Fin. activities (12,327) (26,116)  (2,201)  (1,701) EV/Sales 2.7 25 23 2.0
Net changein cash (7,119)  (9,643) 5,191 12,128 Dividend Yield (%) 1.7 1.7 1.7 17
Free Cash Flow 5,208 16,473 7,392 13,829 Source: Conmpany Data, PL Research
Source: Conpany Data, PL Research
QuarterlyFinancials (Rs m) Key Operating Metrics
Y/e Mar Q4FY21 Q1FY22  Q2FY22 Q3FY22 Yie Mar vl - - EY24E
Net Revenue 87,831 42,702 40913 4L609  n4ia Formulations 52,712 60,619 67,287 74,688

Yoy gr. (%) (1.6 210 6.7 3.6 US formulations 53,466 56,246 65,252 71,319
Raw Material Expenses 13,176 15,280 16,265 16,946 EU 4,082 4,489 5,048 5,805
Gross Profit 24,655 27,422 24,649 24,663 PSAI 20,648 22,965 24,741 26,674

Margin (%) 65.2 64.2 60.2 59.3 Other 16,183 16,399 12,897 13,892
EBITDA 7,076 9,276 5,963 5639 Source: Conpany Data, PL Research

YoY gr. (%) 34.7 82.4 (6.1) (30.1)

Margin (%) 18.7 21.7 14.6 13.6
Depreciation / Depletion 2,157 2,088 2,116 2,034
EBIT 4,918 7,188 3,847 3,605

Margin (%) 13.0 16.8 9.4 8.7
Net Interest 318 335 344 334
Other Income 582 650 648 332
Profit before Tax 5,182 7,503 4,151 3,603

Margin (%) 13.7 17.6 10.1 8.7
Total Tax 540 2,023 (1,099)  (3,820)

Effective tax rate (%) 10.4 27.0 (26.5) (106.0)
Profit after Tax 4,642 5,480 5,250 7,423
Minority interest 38 55 32 36
Share Profit from Associates - - - -
Adjusted PAT 4,604 5,425 (20,980) 5,455

YoY gr. (%) 18.2 407.4 (1,094.2) 24.5

Margin (%) 12.2 12.7 (51.3) 13.1
Extra Ord. Income/ (Exp) - - 26,198 1,932
Reported PAT 4,604 5,425 5,218 7,387

YoY gr. (%) 50.2 407.4 147.3 68.6
Margin (%) 12.2 12.7 12.8 17.8
Other Comprehensiv e Income - - - -
Total Comprehensive Income 4,604 5,425 5,218 7,387
Avg. Shares O/s (m) 452 452 452 452
EPS (Rs) 10.2 12.0 11.6 16.4
Source: Conpany Data, PL Research
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Price Chart Recommendation History

1) No. Date Rating TP (Rs.) Share Price (Rs)
B0 5 1 7-Jan-22  Accumulate 1,004 916
1075 | 2 29-Oct-21  Accumulate 1,004 882
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Analyst Coverage Universe
Sr.No. Company Name Rating TP (Rs) Share Price (Rs)
1 Aurobindo Pharma Accumulate 780 710
2 Cadila Healthcare Accumulate 465 408
3 Cipla BUY 1,100 906
4 Divi's Laboratories Accumulate 4,750 4,517
5 Dr. Reddy's Laboratories BUY 5,200 4,219
6 Eris Lifesciences BUY 880 695
7 Glenmark Pharmaceuticals Accumulate 600 511
8 Indoco Remedies Accumulate 460 398
9 Ipca Laboratories BUY 2,450 2,200
10 Lupin Accumulate 1,004 916
11 Sun Pharmaceutical Industries BUY 1,050 835
12 Torrent Pharmaceuticals BUY 3,560 3,161
PL’s Recommendation Nomenclature (Absolute Performance)
Buy . >15%
Accumulate : 5%to 15%
Hold . +5% to -5%
Reduce : -5%to -15%
Sell 1 <-15%
Not Rated (NR) . No specific call on the stock
Under Review (UR) : Ratinglikelyto change shortly
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ANALYST CERTIFICATION
(Indian Clients)

Wel/l, Mr. Param Desai- MBA Finance, Ms. Akshaya Shinde-MBA Finance Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views
expressed in this researchreport accurately reflect our views about the subject issuer(s) or securities. We 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.

(US Clients)

The research analy sts, with respectto each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this researchreport accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this researchreport.

DISCLAIMER

Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred toas “PL”") is engaged in the business of Stock Broking, Portfolio Manager, Depasitory Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
inv estmentbanking, financial sewvices (marginfunding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by therecipientonly as inform ationand is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. Itshould not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has notindependently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
av ailable or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessaiily a guide to future performance and value of investments can go down as well. The suitabiity or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of douht, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors orits employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies refered to in this report and they may have used the research material prior to publication.

PL may fromtime to time solicit or perform investment banking or other services for any company mentioned in this document.

PLis in the process of applying for certificate of registration as Research Analystunder Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL orits research analysts or its associates or his relatives do not have any financial interestin the subject company.

PL orits research analysts or its associates or his relatives do not have actual/beneficial ownership of one per centor more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material corflict of interest at thetime of publication of the research report.

PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twele months or mandated by the subject company for any
other assignment in the pasttwelve months.

PL or its associates might have received any compensation forinvestment banking or merchant banking or brokerage services from the subject company in the pasttwelve months.
PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
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