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Y/E March 2013 2014E 2015E

Sa les 94.6 109.2 127.2

EBITDA 20.9 23.6 28.2

Net Profit 11.2 15.6 19.0

Adj. EPS (INR) 25.1 34.8 42.5

EPS Gr. (%) 39.8 38.8 22.1

BV/Sh. (INR) 116.3 144.1 177.3

RoE (%) 24.4 26.8 26.5

RoCE (%) 33.3 33.2 33.4

Payout (%) 15.6 19.8 21.7

Valuations

P/E (x) 28.9 20.8 17.0

P/BV (x) 28.9 20.8 17.0

EV/EBITDA (x) 15.9 13.9 11.5

Div. Yield (%) 0.6 0.8 1.1
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4QFY13 performance was above estimates.  Key highlights:

 Lupin's revenue grew 35% YoY to INR25.37b. Ex one-offs, core revenue grew

38% to INR23.57b (est of INR22.73b). Core EBITDA was up more than 2x to

INR5.1b (est of INR4.43b) on a low base of 4QFY12. Ex one-offs, adj PAT was

at INR3.36b (est of INR2.6b). PAT growth is higher than EBITDA growth due to

lower tax rate of 20.7% v/s estimate of 33% and 45% in 4QFY12.

 Reported EBITDA grew by 83% to INR6.1b (v/s est of INR5.42b) and reported

EBITDA margin expanded by 6.4% YoY to 24% on a low base. Margin expansion

was mainly on account of (1) contribution from one-off sales, (2) better

product mix in the US and (3) lower other expenses and employee costs

(operating leverage benefit). Notably, PAT growth, aided by strong

operational performance, has been achieved despite higher depreciation

costs, which include product write-off for carrying the value of Antara brand.

 Key takeaways from analyst meet: LPC aspires to touch USD5b (FY13 -

USD1.8b) in sales over the next five years to be achieved through (1) entering

niche segments of derma, controlled substances, inhalation; (2) biosimilars

opportunity and (3) inorganic opportunities in LatAm, Japan or RoW markets.

Lupin has a pipeline of 116 products (market size of USD54b) to support US

growth, while India formulations will continue to outperform the industry.

Maintained target of 75-100bp YoY improvement in EBITDA margin.

Valuation and view: Key growth drivers in FY14E/15E will be: (1) increased traction

in India formulations and emerging markets, (2) strong launch pipeline for the

US and (3) contribution from oral contraceptives in the US. Post 4QFY13 results,

we raise FY14E/15E estimates by 13%/14%, primarily to reflect the strong

operational performance in core business. We expect EPS of INR34.8 for FY14E

(up 38.8%), INR42.5 for FY15E (up 22%) - 30% EPS CAGR for FY13-15E. The stock

trades at 20.8x FY14E and 17x FY15E EPS. Buy with a TP of INR851 (20x FY15E EPS).
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4QFY13 was above estimates - led strong operational performance in base
business
Lupin's 4QFY13 revenues grew 34.7% YoY to INR25.37b. Ex one-offs, core revenues

have grown 38.5% to INR23.57b (v/s est. of INR22.73b).

Revenue growth was led by a 49% increase in US sales which was aided by new product

launches as well as continued uptick in key products like Ziprasidone, Fortamet and

Tricor.  Domestic formulations grew 35% , while Japan reflected a mere 2% growth

impacted by foreign currency (growth in JPY terms was 9%).

Lupin: Revenue mix (INR m)

4QFY13 4QFY12 % YoY 3QFY13 % QoQ

Formulations  22,938  16,400 39.9  22,306 2.8

US  11,463  7,698 48.9  10,390 10.3

US- Base Business**  9,660  5,878 64.3  9,489 1.8

US- One-offs**  1,803  1,820  901

Europe  660  455 45.1  598 10.4

India  5,659  4,192 35.0  5,708 -0.9

Japan  2,752  2,693 2.2  3,658 -24.8

South Africa  906  705 28.5  831 9.0

RoW  1,498  657 128.0  1,121 33.6

APIs  2,436  2,432 0.2  2,353 3.5

Total Revenues  25,374  18,832 34.7  24,659 2.9

** MOSL estimates Source: Company, MOSL

Core EBITDA was also better than estimates
Core EBITDA stood at INR5.1b (v/s estimate of INR4.43b), compared to INR2.41b in

4QFY12.  Core EBITDA growth is on a low base of 4QFY12, which was impacted by

adverse product mix.

Consequently, core EBITDA margins stood at 21.7% compared to 14.2% last year. We

believe LPC has been able to sustain high margins in 2HFY13 on account of better

product mix in US and lower other expenses & employee costs (reflecting benefits of

the operating leverage).

Ex one-offs, we estimate adj PAT at INR3.36b (est. of INR2.6b). PAT growth is higher

than EBITDA growth due to lower tax rate at 20.7% v/s estimate of 33% and 45% in

4QFY12.

Reported EBITDA grew by 83% to INR6.1b (v/s est. of INR5.42b) and reported EBITDA

margin expanded by 6.4% YoY to 24% on a low base. Reported PAT stood at INR4.14b

(v/s est. INR3.37b) compared to INR1.61b. Notably, PAT growth, aided by strong

operational performance, has been achieved despite higher depreciation costs which

include product write-off of carrying value of Antara brand.
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EBITDA trend

Source: Company, MOSL

Key takeaways from Analyst Meet
 Aspires to touch USD5b in sales by FY18: The company has laid out its aspiration

to touch USD5b in sales over the next 5 years.  To achieve this target, the company

will (1) enter niche product categories of dermatology, controlled substances,

inhalation and biosimilars. Growth will also be achieved through inorganic

routes, for which the company is open to consider opportunities in LatAm,

Japan and fast-growing emerging markets.

 Strong product pipeline in the US to drive future growth: LPC has a pipeline of

116 products with an addressable market size of USD54b. This includes 25 FTF

opportunities (market size of USD13b), of which 12 are exclusive marketing

opportunities (market size of USD1.62b). The management has further indicated

of filing 15-20 ANDAs and expects to launch a similar number of products in

FY14E (subject to FDA approvals). Growth will also be driven by part-

commercialization of oral contraceptive (OC) portfolio and few patent

challenge/low-competition opportunities (potential launch of some controlled-

release products).

 Focus on niche opportunities for US market: LPC has already filed 31 OC products,

some Ophthalmology products and one dermatology product.

 US branded business to face growth challenges: LPC has commercialized Suprax

drops as a part of its strategy to shift prescriptions from Suprax suspension to

drops in order to counter any potential generic competition. Currently, the

management does not foresee any generic threat to the Suprax franchise for

the next one year. We believe the launch of generic Antara by Mylan will impact

LPC's future Antara sales and have reduced our revenue estimates for Antara to

USD15m/10m for FY14E/15E. This implies growth challenges for the US branded

business, considering the threat of future generic competition (modelled in

after FY14). To counter this challenge, management is actively pursuing brand

acquisitions in the US.

 India business on strong growth path: The business grew 35% in 4Q and 24% in

FY13. Chronic therapies constitute nearly 60% of the company's portfolio and

are expected to improve profitability in the domestic formulations. LPC

continues to hold a dominating 45% market share in anti-TB segment and ranks

7th in the anti-diabetic space.
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 While the management did not give any specific guidance, it had earlier indicated

of sustaining growth rates at 18-20% in the Indian formulations business over the

coming years.

 We believe that this is achievable and model-in an 18% growth for this business

going forward.

Domestic Formulations - Growth traction to sustain (INR m)

Lupin: US business - Branded Revenues Lupin: US business - Generic Revenues

Note - For generic sales, historic nos include one-offs while estimates exclude them Source: Company, MOSL

Source: Company, MOSL

Japan business to witness gradual improvement in profitability: Japanese business

recorded 52% YoY growth for FY13, while the growth for 4Q was mere 2% (due to

currency impact and base effect).

While the FY13 growth has been driven by the I'rom acquisition, new launches by

Kyowa and favourable currency, we believe the underlying sustainable growth is

~10-15%.

Lupin is targeting a gradual shift in manufacturing from its Japanese operations to its

India facilities. The company has already shifted for 2 formulations and targets to

source 10-15% of volumes in Japan from India 18 months from now. This is likely to

result in a gradual improvement in profitability of the Japanese operations.
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Japan Formulations - To grow in double-digits (INR m)

Source: Company, MOSL

 LPC will focus on biosimilars as key growth drivers post FY16.  The management

indicated that there are biosimilar drugs worth USD150b expected to go off-patent

after 2016, with each drug on average having addressable market size of USD6-7b.

The company has 10 products under development and is looking to partner with

MNCs to jointly develop and commercialize these opportunities.

 R&D expenses for 4QFY13 stood at INR2b (7.9% of sales) and for FY13 stood at

INR7.1b (7.5% of sales). R&D expenses are guided at 7.5-8% of topline going

forward.

Maintains target of 75bp-100bp YoY EBITDA margin improvement
 Given the significant increase in staff and other overhead costs, we believe that

Lupin's past trend of improving EBITDA margins every year had witnessed a

slowdown expansion in FY12. However, the company has reported 300bp YoY

expansion in core EBITDA margin in FY13 to 20.3%. Management has indicated this

to be on account of benefits of operating leverage.

 The management has maintained its guidance of improving EBITDA margins by

75-100bp YoY. As such, we have built in 200bp core margin expansion over

FY13-15E in our estimates.

 Margin improvement will be led by the (1) new launches in the US portfolio,

(2) sustained higher growth for India and Japan formulations business, (3)

improved utilization at the newly commissioned Indore SEZ and (4) gradual

commencement of product supplies to Japan from India.

Sustained improvement in EBITDA margins

Source: Company, MOSL
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Sustaining high return ratios has been one of the key achievements
 Lupin is one of the few Indian generic companies to have achieved a significant

scale-up in operations without diluting return ratios.

 The company has consistently maintained high return ratios demonstrating

efficient capital allocation.

 We expect Lupin to sustain these high return ratios over the next 2 years as well.

Large potential acquisitions could dilute this strong trend although Lupin enjoys a

good track on past acquisitions.

Lupin: Sustained growth & better profitability to improve return ratios

Source: Company, MOSL

Valuation and view
Key growth drivers in FY14/15 will be: (1) Increased traction in India formulations and

emerging markets, (2) strong launch pipeline for US, and (3) contribution from oral

contraceptives in US. Mgmt will focus on getting access to certain high-end

technologies, brand buyout and access to front-ends in certain key emerging markets

(especially Latam). Significant internationalization of operations without dilution of

return ratios has been Lupin's key achievement over the past 5 years. LPC aspires to

reach USD3b/USD5b revenues by FY15/FY18. Achieving this target organically could

be challenging (implied topline CAGR for FY12-15 will be 25-30%). This would need

some M&A. Post 4QFY13 results, we have increased our FY14E/15E estimates by 13%/

14%, primarily to reflect the strong operational performance in core business.  We

expect EPS of INR34.8 for FY14 (up 38.8%), INR42.5 for FY14 (up 22%) i.e. 30% EPS CAGR

for FY13-15E. The stock trades at 20.8x FY14E and 17x FY15E EPS. We maintain Buy with

a target price of INR851 (20x FY15 EPS).
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Comparative valuations
Lupin Sun Pharma DRL

P/E (x) FY14E 20.8 24.7 17.1

FY15E 17.0 21.8 15.8

P/BV (x) FY14E 5.0 4.6 4.0

FY15E 4.1 4.0 3.7

EV/Sales (x) FY14E 3.0 5.8 2.9

FY15E 2.5 4.9 2.6

EV/EBITDA (x) FY14E 13.9 16.3 14.2

FY15E 11.5 14.1 12.3

Shareholding pattern (%)
Mar-13 Dec-12 Mar-12

Promoter 46.8 46.9 46.9

Domestic Inst 14.3 15.6 16.5

Foreign 29.2 28.1 27.7

Others 9.7 9.5 8.9

Lupin: an investment profile

Stock performance (1 year)

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

Forecast Forecast (%)

FY14 34.8 32.4 7.3

FY15 42.5 37.7 12.8

Target Price and Recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

725 851 17.4 Buy

Company description
Lupin is amongst the larger 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.

Recent developments
 Mylan launched its generic version Antara.

 Lupin launched generic Diovan HCT after Mylan's

180-day exclusivity.

Valuation and view
 Valuations at 20.8x FY14E and 17x FY15E EPS with

high return ratios.

 Maintain Buy with price target of INR851 (20x FY15E

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.
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