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Y/e Mar FY21 FY22 FY23E FY24E

Sales (Rs. m) 1,51,630 1,64,055 1,66,454 1,83,698
EBITDA (Rs. m) 26,692 22,904 18,468 27,327

Margin (%) 17.6 14.0 11.1 14.9
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Lupin (LPC IN)

Rating: HOLD | CMP: Rs660 | TP: Rs600

Margin disappointment continues
Quick Pointers:

®  Margins under pressure - Price erosion, shelf stock adjustments and inventory

pare down in US biz impacted margins.
"  Profitability to pick up from Q2 with recovery in US and India biz.

We cut our FY23E EPS est. by 26% however our FY24E EPS broadly remains
unchanged. Margins in base business continues to disappoint and recovery
remains elusive. Lupin’s (LPC) FY22/Q1FY23 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 timely
niche launches. Further margins will improve only from HFY23 with likely
savings and niche launches, which may see delay. At CMP, stock is trading
at 22x FY24E P/E and 11.8x EV/EBIDTA on FY24E. See limited upside from
current levels. We maintained our ‘Hold’ rating with TP of Rs600/share.

" Weak US & India sales: LPC’s Q1FY23 sales decreased 12% YoY (down 4%
QoQ) to Rs37bn vs our estimate of Rs42bn. Domestic formulation sales
declined by 9% YoY (we est growth of 3%); lagged its peers. US sales came
inat USD 121mn vs USD 180mn in Q4FY22. QoQ decline was account of shelf
stock adjustments, price erosion and inventory rationalization. EMEA and
markets grew healthy by 27% YoY. API saw growth of 4% YoY.

" Another quarter of margin disappointment: LPC reported EBIDTA of
Rs1.6bn (down 28% QoQ) vs our estimate of Rs3.5bn. Miss was largely on
account of lower US sales. GM declined by 280bp QoQ to 54.4%, mainly due
to lower US sales. Other expenses were down by 10% QoQ. R&D expenses
came in at 3.4bn, 10% of sales; down 7% YoY. Other operating income came
in higher at Rs1.4bn. OPM came in at 4.4%; down 140 bps QoQ. There was
forex gain of Rs 684mn. Reported loss came in at Rs891mn.

®  Key concall takeaways: (1) US market: The QoQ decline in US sales was
mainly due to double digit price erosion, trade inventory normalization and shelf
stock adjustments. Company launched 1 new product in the US market in
Q1FY23 and filed 4 ANDAs. (2) Guided $150-155mn US sales base biz and
should see pick up with niche launches like gSuprep and gSpiriva (3) On
gSpiriva guided for Q4FY23 launch and as of nhow no any change in TAD (Aug
17, 2022) (4) Market share for gAlbuterol and gBrovana continues to remain
healthy, however due to increased competition there is price erosion across
both products (5) Company guided for 17-18% operating margin for Q4FY23E
and +20% for FY24E, along with Rs5-10bn savings aided by multiple cost
optimization strategies (6) India’s growth was soft in Q1, which mgt expects to
recover and grow double digit from Q2 onwards. Adjusted for COVID, domestic
formulation growth was 6% YoY in Q1FY23 (7) Net debt increased by Rs6b to
Rs25bn led by increased working capital. Guided 35% tax rate in FY23 (8)
Guided 18-18.5% of sales as employee expenses, going forward. (9) Recent
clearance of Somerset facility will aid new launches like gDiazepam and
gNascobal
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Exhibit 1: Q1FY23 Result Overview (Rs m) : Missed on operating margins

Y/e March QIFY23  QIFY22 YOY(%/;)' Q4FY22 QOQ(%/;)'

Net Sales 37,438 42,702 (12.3) 38,830 (3.6)

Raw Material 16,098 15,280 5.4 16,322 (1.4)
% of Net Sales 43.0 35.8 42.0

Personnel Cost 7,785 7,837 (0.7) 7,032 10.7
% of Net Sales 20.8 18.4 18.1

Others 11,916 10,309 15.6 13,212 (9.8)
% of Net Sales 31.8 24.1 34.0

Total Expenditure 35,799 33,426 7.1 36,566 (2.1)

EBITDA 1,639 9,276 (82.3) 2,264 (27.6)
Margin (%) 4.4 21.7 5.8

Depreciation 1,928 2,088 (7.6) 3,272 (41.1)

EBIT (289) 7,188 (104.0) (1,008) (71.3)

Other Income 739 650 13.8 559 32.3

Interest 428 335 27.8 415 3.1

PBT 23 7,503 (99.7) (864) (102.6)

Total Taxes 891 2,023 (56.0) 4,267 (79.1)
ETR (%) 3,924.7 27.0 (493.9)

PAT before exceptional (868) 5,480 (115.8) (5,131) (83.1)

Minority Interest (23) (55) (61)

Exceptional Item - - -

Reported PAT (891) 5,425 (116.4) (5,192) (82.8)

Source: Company, PL

Exhibit 2: Major Sources of Revenue

Major Sources of Revenues Q1FY23 Q1FY22 YOY(%’/;)' Q4FY22 QOQ(%/;)'

Domestic market 14,920 16,362 (8.8) 13,511 10.4
% of Sales 43.3 39.8 36.3

International market (Exports) 19,517 24,721 (21.1) 23,695 (17.6)
% of Sales 56.7 60.2 63.7

Total 34,437 41,083 (16.2) 37,206 (7.4)

Formulations 31,886 34,890 (8.6) 35,003 (8.9)
% of Sales 92.6 84.9 94.1

India 14,920 16,362 (8.8) 13,511 10.4
% of Sales 43.3 39.8 36.3

International market (Exports) 16,966 18,528 (8.4) 21,492 (21.1)
% of Sales 49.3 45.1 57.8

North America 10,104 13,330 (24.2) 14,162 (28.7)
% of Sales 29.3 32.4 38.1

Europe, Middle East, Africa (EMEA) 3,335 2,613 27.6 4,072 (18.1)
% of Sales 9.7 6.4 10.9

Emerging Markets (ROW) & LATAM 3,527 2,585 36.4 3,258 8.3
% of Sales 10.2 6.3 8.8

APIs 2,551 2,459 3.7 2,203 15.8

% of Sales 7.4 6.0 5.9

NCEs - 3,734 -

Source: Company, PL
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Exhibit 3: Domestic Formulation: Adj for COVID growth was 6% YoY
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Exhibit 4: US Generic :

Price erosion

and shelf stock adjustments impacted

sales
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Exhibit 5: Emerging Markets (Rs mn) & QoQ Growth (%)
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Exhibit 6: EBITDAM: margin impacted by lower US sales
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Exhibit 7: R&D Exp (Rs mn) % of Sales
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Financials
Income Statement (Rs m) Balance Sheet Abstract (Rs m)
Y/e Mar FY21 FY22 FY23E FY24E Y/e Mar FY21 FY22 FY23E FY24E
Net Revenues 1,51,630 1,64,055 1,66,454 1,83,698 Non-Current Assets
YoY gr. (%) (1.4) 8.2 15 10.4
Cost of Goods Sold 53,622 64,812 67,848 72,198 Gross Block 129,791 1,32,454 145454 1,54,454
Gross Profit 98,007 99,243 98,606 1,11,500 Tangibles 72,321 77,498 81,048 86,063
Margin (%) 64.6 60.5 59.2 60.7 Intangibles 57,470 54,955 64,405 68,391
Employee Cost 28,259 29,893 31,388 32,957
Other Expenses 43,056 46,446 48,750 51,216 Acc: Dep / Amortization 68,460 76,890 85,574 94,606
Tangibles 28,492 32,000 35,614 39,373
EBITDA 26,692 22,904 18,468 27,327 Intangibles 39,968 44,890 49,960 55,233
YoY gr. (%) 13.3 (14.2) (19.4) 48.0
Margin (%) 17.6 14.0 11.1 14.9 Net fixed assets 61,331 55,563 59,879 59,848
Tangibles 43,829 45,498 45,434 46,690
Depreciation and Amortization 8,874 9,510 8,684 9,031 Intangibles 17,502 10,065 14,445 13,158
EBIT 17,818 13,394 9,784 18,296 Capital Work In Progress 8,515 8,475 8,475 8,475
Margin (%) 11.8 8.2 5.9 10.0 Goodwill 19,624 21,241 21,241 21,241
Non-Current Investments 24,549 9,000 9,000 9,000
Net Interest 1,406 1,428 1,500 1,350 Net Deferred tax assets (496) (711) (711) (711)
Other Income 340 2,101 1,984 1,700 Other Non-Current Assets - - - -
Profit Before Tax 16,751 14,067 10,268 18,646 Current Assets
Margin (%) 11.0 8.6 6.2 10.2 Investments - - - -
Inventories 40,920 46,307 47,090 50,630
Total Tax 4,485 1,371 3,594 5,034 Trade receivables 44,743 42,619 47,090 49,638
Effective tax rate (%) 26.8 9.7 35.0 27.0 Cash & Bank Balance 17,425 10,981 7,940 16,411
Other Current Assets - - - -
Profit after tax 12,266 12,696 6,674 13,612 Total Assets 2,34,302 2,16,515 2,23,043 2,37,571
Minority interest 101 183 100 100
Share Profit from Associate - - - - Equity
Equity Share Capital 907 909 909 909
Adjusted PAT 12,165 12,513 6,574 13,512 Other Equity 1,37,124 1,20,624 1,24,007 1,33,265
YoY gr. (%) 245.0 29 (47.5) 105.5 Total Networth 1,38,031 1,21,533 1,24916 1,34,174
Margin (%) 8.0 7.6 3.9 7.4
Extra Ord. Income / (Exp) - - R R Non-Current Liabilities
Long Term borrowings 161 1,419 1,419 1,419
Reported PAT 12,165 12,513 6,574 13,512 Provisions - - - -
YoY gr. (%) 245.0 29 (47.5) 105.5 Other non current liabilities - - - -
Margin (%) 8.0 7.6 3.9 7.4
Current Liabilities
Other Comprehensive Income - - R R ST Debt / Current of LT Debt 30,494 37,023 37,023 37,023
Total Comprehensive Income 12,165 12,513 6,574 13,512 Trade payables 20,144 22,829 24,666 27,301
Equity Shares O/s (m) 454 455 455 455 Other current liabilities 44,426 32,313 33,521 36,057
EPS (Rs) 26.8 275 14.5 29.7 Total Equity & Liabilities 2,34,302 2,16,515 2,23,043 2,37,571
Source: Company Data, PL Research Source: Company Data, PL Research
August 5, 2022 5
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Cash Flow (Rs m) Key Financial Metrics
Y/e Mar FY21 FY22 FY23E FY24E Y/e Mar FY21 FY22 FY23E FY24E
PBT 11,925 3,502 3,282 11,943 Per Share(Rs)
Add. Depreciation 8,874 9,510 8,684 9,031 EPS 26.8 27.5 145 29.7
Add. Interest 1,406 1,428 1,500 1,350 CEPS 46.4 48.5 33.6 49.6
Less Financial Other Income 340 2,101 1,984 1,700 BVPS 304.2 267.4 274.8 295.2
Add. Other (1,140) (11,086) - - FCF 115 (11.8) (2.9 16.2
Op. profit before WC changes 21,065 3,354 13,466 22,325 DPS 15.2 4.7 7.0 9.4
Net Changes-WC (1,925) (150)  (2,208) (918) Return Ratio(%)
Direct tax (7,155) 469  (3,594) (5,034) RoCE 10.0 8.2 6.1 10.9
Net cash from Op. activities 11,985 3,673 7,663 16,373 ROIC 8.2 6.5 4.5 8.3
Capital expenditures (6,776) (7,583) (13,000) (9,000) RoE 9.2 9.6 5.3 10.4
Interest / Dividend Income - - - - Balance Sheet
Others - - - - Net Debt : Equity (x) 0.1 0.2 0.2 0.2
Net Cash from Invt. activities (6,776) (7,583)  (13,000) (9,000) Net Working Capital (Days) 158 147 152 145
Issue of share cap. / premium - - N - Valuation(x)
Debt changes (13,677)  (10,787) - - PER 24.6 24.0 45.6 22.2
Dividend paid (2,723)  (2,951)  (3,191)  (4,254) P/B 2.2 25 24 22
Interest paid (1,406)  (1,428) (1,500) (1,350) P/CEPS 14.2 13.6 19.7 13.3
Others 5,480 12,632 6,987 6,703 EV/EBITDA 11.7 14.3 17.9 11.8
Net cash from Fin. activities (12,327)  (2,533) 2,296 1,098 EV/Sales 2.1 2.0 2.0 18
Net change in cash (7,119)  (6,444)  (3,041) 8,471 Dividend Yield (%) 2.3 0.7 11 14
Free Cash Flow 5,208 (5,378) (1,337) 7,373 Source: Company Data, PL Research
Source: Company Data, PL Research
Quarterly Financials (Rs m) Key Operating Metrics
Y/e Mar Q2FY22 Q3FY22 Q4FY22 QI1FY23 Y/e Mar Fy21 Fy22 FY23E FY24E
I 40913 41,609 38,830 37,438 India Formulations 52,712 60,042 63,444 70,422
Yoy gr. (%) 67 36 26 (12.3) US formulations 53,466 54,953 53,100 59,434
Raw Material Expenses 16,265 16,946 16,322 16,098 EU 4,082 3,888 4,438 4,743
Gross Profit 24,649 24,663 22,508 21,340 ROW 18,521 21,420 23,580 25018
Margin (%) 602 593 58.0 570 P 13,823 9,904 10,696 11,552
EBITDA 5,963 5,639 2,264 1,639 Other 4,487 8.464 5,003 5,003
Yoy or. (%) ©1) (0.1 (€8.0) 82.3) Source: Company Data, PL Research
Margin (%) 14.6 13.6 5.8 4.4
Depreciation / Depletion 2,116 2,034 3,272 1,928
EBIT 3,847 3,605  (1,008) (289)
Margin (%) 9.4 8.7 (2.6) 0.8)
Net Interest 344 334 415 428
Other Income 648 332 559 739
Profit before Tax 4,151 3,603 (864) 23
Margin (%) 10.1 8.7 2.2) 0.1
Total Tax (1,099)  (3,820) 4,267 891
Effective tax rate (%) (26.5) (106.0) (493.9) 3,924.7
Profit after Tax 5,250 7423  (5,131) (868)
Minority interest 32 36 61 23
Share Profit from Associates - - - -
Adjusted PAT (20,980) 5455  (5,180) (891)
YoY gr. (%) (1,094.2) 245 (2125) (116.4)
Margin (%) (51.3) 13.1 (13.3) (2.4)
Extra Ord. Income / (Exp) 26,198 1,932 (12) -
Reported PAT 5,218 7,387  (5,192) (891)
YoY gr. (%) 147.3 68.6  (212.8)  (116.4)
Margin (%) 12.8 17.8 (13.4) (2.4)
Other Comprehensive Income - - - -
Total Comprehensive Income 5,218 7,387 (5,192) (891)
Avg. Shares O/s (m) 452 452 452 452
EPS (Rs) 11.6 16.4 (11.5) (2.0
Source: Company Data, PL Research
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Price Chart Recommendation History

&) No. Date Rating TP (Rs.) Share Price (Rs.)
12501 1 07-Jul-22  Hold 600 630
1075 - 2 20-May-22 Hold 600 635

3 08-Apr-22  Accumulate 950 785

91 4 07-Feb-22  Accumulate 950 872

724 5 07-Jan-22  Accumulate 1,004 916

o 6 29-Oct-21  Accumulate 1,004 882

3 Q I d S q N

2 3 = 5 E 5 3
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Analyst Coverage Universe
Sr.No. Company Name Rating TP (Rs) Share Price (Rs)
1 Apollo Hospitals Enterpise ~~~~~~~~~ BUY 5000 3884
2 Aster DM Healthcare BUY 234 183
3 Aurobindo Pharma Accumulate 635 544
4 Cipla BUY 1,110 977
5 Divi's Laboratories Accumulate 4,300 3,659
6 Dr. Reddy's Laboratories BUY 4,750 4,260
7 Eris Lifesciences BUY 850 643
8 Fortis Healthcare BUY 330 238
9 Glenmark Pharmaceuticals Accumulate 450 390
10 HealthCare Global Enterprises BUY 347 274
11 Indoco Remedies BUY 430 377
12 Ipca Laboratories BUY 1,085 946
13 J.B. Chemicals & Pharmaceuticals BUY 1,950 1,636
14 Krishna Institute of Medical Sciences BUY 1,600 1,220
15 Lupin Hold 600 630
16 Max Healthcare Institute BUY 427 370
17 Narayana Hrudayalaya BUY 773 639
18 Sun Pharmaceutical Industries BUY 1,070 943
19 Torrent Pharmaceuticals BUY 1,750 1,529
20 Zydus Lifesciences BUY 450 366
PL’s Recommendation Nomenclature (Absolute Performance)
Buy > 15%
Accumulate 5% to 15%
Hold +5% to -5%
Reduce -5% to -15%
Sell <-15%
Not Rated (NR) No specific call on the stock
Under Review (UR) Rating likely to change shortly
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ANALYST CERTIFICATION
(Indian Clients)

We/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 research report 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 analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report 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 research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository 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,
investment banking, financial services (margin funding) 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 the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should 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 not independently 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
available or expressed herein or for any omission therein.

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

Either PL or its affiliates or its directors or its 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 referred to in this report and they may have used the research material prior to publication.

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

PL is in the process of applying for certificate of registration as Research Analyst under 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 or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or 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 conflict of interest at the time 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 twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve 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
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Mr. Param Desai- MBA Finance, Ms. Akshaya Shinde- MBA Finance Research Analysts 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 merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary
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