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Lupin
CMP: INR449 TP: INR514 BuyBSE SENSEX S&P CNX

18,210 5,488

Bloomberg LPC IN

Equity Shares (m) 446.2

52-Week Range (INR) 520/348

1,6,12 Rel. Perf. (%) 3/0/16

M.Cap. (INR b) 200.3

M.Cap. (USD b) 4.5

Key highlights

 Net sales grew 17.6% YoY to INR15.4b (v/s our estimate of 13.6% YoY growth to INR14.9b). EBITDA grew 3% YoY

to INR2.7b (v/s our estimate of INR2.76b) due to absence of generic Lotrel sales in the US, and higher staff and other
expenses. Adjusted PAT grew 7% YoY to INR2.1b, in line with our estimate.

 Topline growth was led by 61% growth in emerging market formulations (partly led by low base), 28% increase in

Japan revenue and 17% growth for India formulations. As expected, the formulations portfolio in the US and EU
regulated markets reported muted performance, with just 7% growth. US generics sales grew just 6.5%, impacted

by high base and lack of any major product launches. US branded sales have grown ~9%.

 EBITDA grew 3% to INR2.7b (v/s our estimate of INR2.76b) while EBITDA margin contracted by 250bp to 17.5%
(v/s our estimate of 18.5%). EBITDA was impacted by absence of high margin generic Lotrel sales in the US, and

higher staff and other expenses.

 Adjusted PAT grew 7% to INR2.1b, in line with our estimate.

Lupin is likely to witness gradual improvement in underlying fundamentals, led by an expanding US generics pipeline,
niche/Para-IV opportunities in the US, strong performance in emerging markets (including India), and sustained traction

in the Japanese business. We expect Lupin's core operations (excluding one-off upsides) to record 14-15% revenue

CAGR over FY11-13 despite the likely generic competition for Suprax in the US. We expect EPS of Rs22.3 for FY12 (up
15.5%) and Rs25.7 for FY13 (up 15.2%). Our estimates do not include potential Para-IV and OC upsides but take into

account the likely generic competition for Suprax (thus impacting FY13 EPS). Any out-of-court settlement for Suprax

patent litigation is likely to raise our earnings for FY13. The stock trades at 20.1x FY12E and 17.5x FY13E EPS, with
sustained RoE of 25-27%. Maintain Buy with a target price of Rs514 (20x FY13E EPS).
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Emerging markets and Japan lead growth

Net sales grew 17.6% YoY to INR15.4b (v/s our estimate of 13.6% YoY growth to
INR14.9b). EBITDA grew 3% YoY to INR2.7b (v/s our estimate of INR2.76b) due to
absence of generic Lotrel sales in the US, and higher staff and other expenses. Adjusted
PAT grew 7% YoY to INR2.1b, in line with our estimate.

Topline growth was led by 61% growth in emerging market formulations (partly led by
low base), 28% increase in Japan revenue and 17% growth for India formulations. As
expected, the formulations portfolio in the US and EU regulated markets reported muted
performance, with just 7% growth. US generics sales grew just 6.5%, impacted by high
base and lack of any major product launches. US branded sales have grown ~9%.

Sales mix (INR m)
1QFY12 1QFY11 YoY (%) 4QFY11 QoQ (%)

Total India Sales 5,556 4,724 17.6 4,101 35.5

% of sales 36.0 35.8 26.5

     APIs 587 482 21.8 676 -13.2

     Formulations 4,969 4,242 17.1 3,425 45.1

Total Regulated Market Sales 7,167 6,419 11.6 8,014 -10.6

% of sales 46.4 48.7 51.7

     APIs** 154 154 -0.3 161 -4.6

     Formulations 7,013 6,265 11.9 7,853 -10.7

Total Un-regulated Market Sales 2,710 2,048 32.3 3,180 -14.8

% of sales 17.6 15.5 20.5

     APIs** 1,362 1,211 12.4 1,659 -17.9

     Formulations** 1,348 837 61.1 1,522 -11.4

Others** 0 0 207.2 N.A.

Gross Sales 15,432 13,191 17.0 15,502 -0.5

** MOSL estimates Source: Company/MOSL

EBITDA in line with estimate

EBITDA grew 3% to INR2.7b (v/s our estimate of INR2.76b) while EBITDA margin
contracted by 250bp to 17.5% (v/s our estimate of 18.5%). EBITDA was impacted by
absence of high margin generic Lotrel sales in the US, and higher staff and other expenses.
Adjusted PAT grew 7% to INR2.1b, in line with our estimate.

Trend in EBITDA margins

Source: Company/MOSL

2,698
2,627

2,7122,698
2,622

17.3

18.5
19.2

20.0

17.5

1Q 2Q 3Q 4Q 1Q

FY11 FY12

EBITDA (Rs m) EBITDA Margin (%)



Lupin

28 July 2011  3

While the management has not given any official guidance, it expects to sustain past
growth momentum. In FY11, the company clocked 20% topline and 27% EPS growth. It
has guided strong growth in 2HFY12, led by recovery of growth in the US generics
business (driven by new launches) and sustained double-digit growth for Japan and India
formulations businesses.

Niche/patent challenge product launches in US to continue

Lupin has differentiated itself from other generic companies by launching at least one
low-competition product in the US every year for the past few years. We believe this
trend is likely to continue, with the potential launch of 2-3 such products in FY12 (Fortamet,
Femcon, and Geodon) and commercialization of its oral contraceptive and ophthalmology
products from FY13.

Lupin has already made 25-30 filings in the oral contraceptive segment as a part of its
strategy to exploit niche and low-competition segments. To further strengthen this portfolio,
it is planning to file products in the ophthalmology and dermatology segments in FY12.
Overall, the company has a strong pipeline of 101 ANDAs pending approval, of which 15
are FTFs with four likely to be granted sole 180-day exclusivity while the remaining are
eligible for shared 180-day exclusivity.

Lupin: US business ramp-up

Source: Company/MOSL
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Better positioned to exploit the Japanese market

Given its entry in the Japanese generics market through the Kyowa acquisition (in FY08),
Lupin is better positioned to exploit the emerging opportunity in this market. It has recorded
18% CAGR in Japan revenues for FY09-11, led mainly by new launches and volume
growth, despite the price reductions mandated by the government in FY11. The company
expects to launch 6-7 new products in Japan during FY12 as well, of which it has already
launched four products in 1QFY12. We forecast a 17% CAGR for Lupin's Japanese
business over FY11-13.
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Lupin: US business ramp-up

Source: Company/MOSL

Traction in domestic formulations to continue

Lupin has been driving strong growth in its domestic formulations business in the past
three years (18% revenue CAGR for FY09-11), led mainly by entry into new therapeutic
segments, expansion of field force and gradually increasing penetration in tier-II towns
and rural areas. These initiatives have been supported by aggressive pace of new launches
of 40-50 products/line-extensions per year. The company expects to continue with this
pace of new launches and has guided for sustaining growth momentum in the coming
years as well. We model in 18% CAGR over FY11-13 for Lupin's domestic formulations
revenue.

Lupin: US business ramp-up

Source: Company/MOSL

9,496 11,412 13,281 15,863 18,718 22,087

18.018.019.4
16.4

20.2

26.1

FY08 FY09 FY10 FY11 FY12E FY13E

India Formulation Sales (INR M) Grow th (%)

Valuation and view

Lupin is likely to witness gradual improvement in underlying fundamentals, led by an
expanding US generics pipeline, niche/Para-IV opportunities in the US, strong performance
in emerging markets (including India), and sustained traction in the Japanese business.
We expect Lupin's core operations (excluding one-off upsides) to record 14-15% revenue
CAGR over FY11-13 despite the likely generic competition for Suprax in the US. We
expect EPS of Rs22.3 for FY12 (up 15.5%) and Rs25.7 for FY13 (up 15.2%). Our
estimates do not include potential Para-IV and OC upsides but take into account the likely
generic competition for Suprax (thus impacting FY13 EPS). Any out-of-court settlement
for Suprax patent litigation is likely to raise our earnings for FY13. The stock trades at
20.1x FY12E and 17.5x FY13E EPS, with sustained RoE of 25-27%. Maintain Buy with
a target price of Rs514 (20x FY13E EPS).
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Recent developments

 Signed licensing agreement with Medicis and settled
patent litigation pertaining to Solodyn with Medicis.

Valuation and view

 Valuations at 20.1x FY11E and 17.5x FY12E EPS with
sustainable RoE of 30%+.

 Maintain Buy with price target of Rs514 (20x FY13E
EPS).

Sector view

 Regulated markets would remain the key sales and profit
drivers in the medium term. Japan is expected to emerge
as the next growth driver, particularly for companies
with a direct marketing presence.

 We are overweight on companies that are towards the
end of the investment phase, with benefits expected to
start coming in from the next fiscal.

Shareholding Pattern (%)

Jun-11 Mar-11 Jun-10

Promoter 47.0 47.0 47.1

Domestic Inst 19.1 20.0 22.0

Foreign 23.9 22.3 19.4

Others 10.1 10.8 11.5

Lupin: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (Rs)

MOSL Consensus Variation

Forecast Forecast (%)

FY12 22.3 - -

FY13 25.7 - -

Target Price and Recommendation

Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

449 514 14.4 Buy

Company description

Lupin is one of the second tier Pharma companies that is
actively targeting the regulated generics markets.
Historically very strong in the anti-TB segment, it has over
the years built up expertise in fermentation-based products
and segments like cephalosporins, prils and statins. Lupin
is now a fully integrated company, with manufacturing
capabilities in APIs and formulations and a direct marketing
presence in the target markets.

Key investment arguments

 In the process of building a strong pipeline for the US
market through aggressive filings - benefits expected
to flow in over the next couple of years.

 Strategy of focusing on niche, low-competition products
for the US market likely to benefit in the long run

Key investment risks

 Imperative to enhance profitability of acquired
companies which currently have lower margins

Comparative valuations

Lupin Sun Pharma DRL

P/E (x) FY12E 20.1 29.8 23.1

FY13E 17.5 24.8 19.6

P/BV (x) FY12E 5.0 4.9 5.2

FY13E 4.1 4.3 4.6

EV/Sales (x) FY12E 3.2 8.7 3.5

FY13E 2.7 7.4 3.1

EV/EBITDA (x) FY12E 16.8 25.2 18.6

FY13E 13.8 23.4 15.7
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Financials and Valuation
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inducement to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution
and has been furnished to you solely for your information and should not be reproduced or redistributed to any other person in any form.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its

affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees
to hold MOSt or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.
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its affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its

affiliates or employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report . MOSt or any
of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of
merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This report is intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial advisor prior to taking any investment

decision based on this report or for any necessary explanation of its contents.
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