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3QFY12 Results Update | Sector: Healthcare

 LPC's 3QFY12 operational performance was above estimates. Revenues grew 22% YoY led mainly by emerging

markets formulations including India. EBITDA grew 39% to INR3.78b while EBITDA margins stood at 19.3% led

by better product mix. Adj PAT grew 11.5% to INR2.49b (v/s est INR2.34b).

 Core revenues growth was partially led by favourable currency and Irom acquisition. Emerging market

formulation exports and domestic formulation revenues reported strong growth. US generic sales grew by

18% while US branded sales has grown by 32.4%. Japanese operations recorded 43% YoY growth.

 Core EBITDA grew by 35%YoY to INR3.65b while core EBITDA margins expanded by 213bps led by favorable

currency and better product mix.

 Adjusted PAT grew by only 11.5% at INR2.49b despite a strong operational performance due to higher tax rate

at 22% v/s our estimate of 10% and higher than expected depreciation.

Key growth drivers for future will be: (1) Increased traction in India formulations and emerging markets, (2)

ramp-up in Japan, and (3) contribution from oral contraceptives and Antara in US. We expect Lupin's core operations

(excluding one-off upsides) to record 20% revenue CAGR over FY11-13 despite the likely generic competition for

Suprax in US. EBITDA is estimated to record 22% CAGR while EPS is estimated to record 16% CAGR (tempered

down by higher tax). We have upgraded our top-line estimates for FY12 and FY13 by 1% and 8% respectively and

EBITDA estimates by 2.8% and 14% respectively to reflect the better than expected operational performance.

However, we have cut our FY12 and FY13 EPS by 3.8% and 1.5% respectively mainly to factor-in the higher tax

guidance (20% tax rate v/s our previous estimate of 15%) and higher than expected depreciation. Based on our

revised estimates, we expect EPS of INR19.8 for FY12 (2.8% YoY growth) and INR25.9 for FY13 (up 30.7% YoY). The

stock is valued at 23.2x FY12E and 17.7x FY13E core EPS. Maintain Buy with TP of INR518 (20x FY13 EPS).
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Emerging markets, Japan lead the growth
LPC's 3QFY12 operational performance was above estimates. Revenues grew 22% YoY

led mainly by emerging markets formulations including India. EBITDA grew 39% to

INR3.78b while EBITDA margins stood at 19.3% led by better product mix. Adj PAT

grew 11.5% to INR2.49b (v/s est INR2.34b).

Core revenues (excluding Fortamet) growth was partially led by favourable currency

and addition of ~USD6m to topline from the Irom acquisition made in Dec-2011.

Emerging market formulation exports grew by robust 42%YoY while domestic

formulation (DF) revenue reported growth of 30%YoY on the back of strong growth in

CVS, Anti-diabetic, Gynecology and anti-infective segment. Growth in DF revenues

was also partly boosted by LPC's co-marketing arrangement with Eli Lilly for insulin.

US generic sales grew by 18% (9% growth in USD-terms) while US branded sales has

grown by 32.4% (18% growth in USD-terms). Japanese operations recorded 43% YoY

growth to INR2.47b partly led by favourable currency and inclusion of one month of

sales of Irom.

Sales mix (INR m)

3QFY12 3QFY11 YoY (%) 2QFY12 QoQ (%)

Total India Sales 5,554 4,873 14.0 5,399 2.9

% of sales 31.0 33.2 32.8

APIs 356 868 -58.9 279 27.6

Formulations 5,198 4,005 29.8 5,120 1.5

Total Regulated Market Sales 9,435 7,513 25.6 7,910 19.3

% of sales 52.7 51.2 48.1

APIs** 135 131 2.5 149 -9.8

Formulations 9,300 7,382 26.0 7,761 19.8

Total Un-regulated Market Sales 2,929 2,291 27.8 3,138 -6.7

% of sales 16.3 15.6 19.1

APIs** 1,490 1,280 16.4 1,547 -3.7

Formulations 1,439 1,011 42.3 1,591 -9.6

Others** 0 0 0

Gross Sales 17,918 14,677 22.1 16,448 8.9

** MOSL estimates Source: Company/MOSL

EBITDA above estimates led by better product mix and favourable currency
EBITDA grew by 39%YoY to INR3.78b. Core EBITDA grew by 35%YoY to INR3.65b while

core EBITDA margins expanded by 213bps led by favorable currency and better product

mix. Adjusted PAT grew by only 11.5% at INR2.49b (compared to our estimate of

INR2.34b) despite a strong operational performance due to higher tax rate at 22%

v/s our estimate of 10% and higher than expected depreciation.
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Trend in EBITDA margins

Source: Company/MOSL

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 given the launch of 2-3 such products for FY12E (Fortamet,

Femcon & Geodon) and commercialization of its oral contraceptive and ophthalmology

products from FY13/14. Lupin has already made 25-30 filings in the oral contraceptive

(OC) segment as a part of its strategy to exploit niche and low-competition segments.

To further strengthen this portfolio, the company is planning to file products in the

Ophthalmology and Dermatology segments in FY12. Overall, the company has a strong

pipeline of 95 ANDAs pending approval of which 19 are FTFs with 4 likely to be granted

sole 180-day exclusivity while the remaining are eligible for shared 180-day exclusivity.

Management has guided for 25 new launches in the US for FY13 including 10 OCs.

Lupin: US business ramp-up

Note - For generic sales, historic nos include one-offs while estimates exclude them Source: Company/MOSL
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Better positioned to exploit the Japanese market
Given its entry in the Japanese generic market through the Kyowa acquisition (in

FY08), Lupin is better positioned to exploit the emerging opportunity of this market

as compared to many of its peers. 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 for FY12E as well, of which, it has already launched 4 products in

1HFY12. We model 43% CAGR for Lupin's Japanese business over FY11-13 mainly led

by the consolidation of the Irom acquisition (annual revenues of USD 75m) wef Dec-

2011 onwards. Excluding Irom, Japan business is expected to record 18-19% CAGR

over FY11-13.

Japan Formulations - To grow in double-digits (INR m)

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 - about 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. It has recorded 23% growth in this

portfolio in 9MFY12 and management expects to sustain ~20%+ growth momentum in

the coming years. We model 20% CAGR over FY11-13.

Domestic Formulations - Growth traction to sustain (INR m)

Source: Company/MOSL
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EBITDA margins under pressure in FY12; to improve in FY13
Given the significant increase in staff and other overhead costs, we believe that

Lupin's past trend of improving EBITDA margins every year will see a blip in FY12.

However, we estimate that EBITDA margins will start improving from FY13 onwards.

Margin improvement will be led by the expected recovery of growth in the US portfolio,

sustained higher growth for India and Japan formulations business, improved

utilization at the newly commissioned Indore SEZ and gradual commencement of

product supplies to Japan from India.

Sustained improvement in EBITDA margins - FY12 margins will be adversely impacted

Source: Company/MOSL

Valuation and view
Key growth drivers for future will be: (1) Increased traction in India formulations and

emerging markets, (2) ramp-up in Japan, and (3) contribution from oral contraceptives

and Antara in US. We expect Lupin's core operations (excluding one-off upsides) to

record 20% revenue CAGR over FY11-13 despite the likely generic competition for

Suprax in US. EBITDA is estimated to record 22% CAGR while EPS is estimated to

record 16% CAGR (tempered down by higher tax). We have upgraded our top-line

estimates for FY12 and FY13 by 1% and 8% respectively and EBITDA estimates by 2.8%

and 14% respectively to reflect the better than expected operational performance.

However, we have cut our FY12 and FY13 EPS by 3.8% and 1.5% respectively mainly to

factor-in the higher tax guidance (20% tax rate v/s our previous estimate of 15%) and

higher than expected depreciation.  Based on our revised estimates, we expect EPS

of INR19.8 for FY12 (2.8% YoY growth) and INR25.9 for FY13 (up 30.7% YoY). The stock is

valued at 23.2x FY12E and 17.7x FY13E core EPS.  Our estimates do not include one-

time upsides from the company's Para-IV pipeline. Maintain Buy with TP of INR518

(20x FY13 EPS).
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Recent developments
 Acquisition of I'rom in Japan thereby entering

Japanese injectable space.

Valuation and view
 Based on our revised estimates, we expect EPS of

INR19.8 for FY12 (2.8% YoY growth) and INR25.9 for

FY13 (up 30.7% YoY). The stock is valued at 23.2x FY12E

and 17.7x FY13E core EPS.

 Maintain Buy with price target of INR518 (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 (%)
Dec-11 Sep-11 Dec-10

Promoter 46.9 46.9 47.0

Domestic Inst 17.2 17.2 18.7

Foreign 26.4 26.3 23.5

Others 9.5 9.6 10.8

Lupin: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 19.8 21.8 -9.3

FY13 25.9 27.0 -4.1

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

460 518 12.6 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 23.2 26.5 21.6

FY13E 17.7 22.9 19.2

P/BV (x) FY12E 5.2 4.8 5.3

FY13E 4.3 4.2 4.7

EV/Sales (x) FY12E 3.2 8.7 3.5

FY13E 2.5 6.8 3.2

EV/EBITDA (x) FY12E 17.7 25.1 17.7

FY13E 13.1 18.3 15.6
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Financials and Valuation
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